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Preface

A study of ASEAN’s regional development, integration, and future will be incomplete without exploring its interconnectedness to China and China’s rise in the region. Our co-edited book China’s Belt and Road Initiative in ASEAN: Growing Presence, Recent Progress and Future Challenges addresses China’s rise in the region by focusing on the Belt and Road Initiative (BRI). This book is the third in the publications series on China’s Rise in Mainland ASEAN theme. China’s influence shows no signs of slowing in Southeast Asia’s changing geostrategic and geoeconomic landscape. The impact of China’s political-economic reforms in the past few decades have spilled to ASEAN, its immediate neighborhood. The public concerns about China’s growing influence in ASEAN have escalated as their way of life is transforming at the local and regional levels. However, the knowledge base on the ongoing regional transformation is inadequate. The need to fill the knowledge gap by providing knowledge-sharing platforms to experts, instituting in-depth surveys, conducting research and case studies are dire. The knowledge-sharing opportunities would help discuss, reflect, debate the ground realities based on the local governments’ and local people’s experiences and narratives.

The Covid-19 pandemic hit the world when we were working on this book. The pandemic is raising tough questions about the nature of globalization. The post-pandemic global, regional integration will be a circumspect process. China’s adaptation to the lessons of the pandemic and its post-pandemic resurgence is going to be robust. Thus, engaging the stronger China in the region will be even more challenging. In this context, despite the cautious and balanced approach adopted by most ASEAN countries vis-à-vis China, her expanding multifaceted influence will have long-lasting consequences. The rationale of this book has become all the more significant and relevant. The two previous books China’s Rise in Mainland ASEAN: Changing Landscape and New Dynamics and China’s Rise in Mainland ASEAN: Regional Evidence and Local Responses, published in 2019 and 2021, elaborate on how China has pursued broad development strategies, and how their impacts vary in ASEAN member countries. On the whole, China has played a decisive role in connecting to each ASEAN country’s growth, development, trade and investment, production and value chains, border connectivity, and people flows. It has established strong support, control, and influence in mainland ASEAN and beyond.

Encouraged by public responses to the previous two books in the series, this book focuses on the BRI in ASEAN as an investigative study. It examines how China’s influence via BRI is growing in the Southeast Asian region. It is true that ASEAN, both mainland and maritime, is on high ground for Xi Jinping’s massive and extremely well-financed BRI. Through the BRI, China has been fast expanding its geoeconomic and geostrategic influence in all ASEAN member countries, albeit there are differences in nature and magnitude. Overall, the BRI is well on its way in building every mode of transport infrastructure in the region: sea and land ports, roads and highways, conventional and high-speed rail, energy, telecommunications, and even exclusive Chinese building estates and casinos in many mainland ASEAN countries. However, BRI projects are also associated with risks and uncertainties. The usefulness and sustainability of these massive projects and their contribution to the development are unclear.

With China’s rise and BRI in the region, questions abound regarding the nature and magnitude of their impact on ASEAN, its people, and society. Our book, and the series, delve into these questions. The general perception would be that ASEAN has been a key beneficiary of China’s rise and the accruing opportunities from the BRI. However, China’s strategic move in individual ASEAN countries extends its influence, interests, and connectivity, which might not be desirable and consistent with the way ASEAN has planned its integration with China. ASEAN does not want China’s dominance, which could adversely affect member countries’ long-term welfare and development; overshadow the ASEAN Community building principles — rules-based, caring, sharing, and people-centered; and “ASEAN Way” of doing things. The ASEAN Centrality cannot be compromised or overlooked.

The chapters in this volume address various BRI dimensions, provide unique perspectives, empirical evidence, and updated information on the overall progress of BRI in ASEAN. The authors, mostly from ASEAN and China, join in contributing their valuable insights on the subject. The authors from within the ASEAN region add distinct views and perspectives based on their first-hand experiences, observations, and access to local public narratives.

We hope that this volume piques your curiosity and increases your interest and understanding of China’s rise through Belt and Road Initiative in the ASEAN region.
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Chapter 1

China’s Belt and Road Initiative and Its Implications for ASEAN: An Introduction*

Suthiphand Chirathivat, Buddhagarn Rutchatorn and Anupama Devendrakumar

1. Background

Southeast Asia’s interactions with China have tremendously changed and prospered since the end of the Cold War to reach unprecedented levels today. Thus, making China ever more present on its soil in recent history, touching all dimensions: economic, political, social, and cultural, as both sides look forward to strengthening the partnership in the future. This new changing outlook is remarkably different from the past, enticing for those seeking opportunities that the future holds, cautious for those who are not sure about the real changes China would bring. The plausible scenario is mixed. It is prompting many to focus on multiple dimensions of new dynamics and changing landscapes of China’s rise in the region, in particular, how ASEAN has to encounter China’s ever-growing presence in the mainland and maritime ASEAN (Chirathivat, 2019). The ASEAN region shares long land and maritime borders with China. ASEAN as a whole, and some member countries in particular, has ongoing border disputes with China, like the South China Sea and the resourceful Mekong River, despite a longstanding history of bilateral relationships.

The advent of China’s Belt and Road Initiative (BRI) has added a new perspective to the nature of China’s rise. The BRI is regarded as the most compelling geo-economic and geostrategic vision in recent history. The BRI covers more than two-thirds of the world’s population, needs large-scale Chinese investments to be realized, and could potentially bring about multitudinous ramifications through these investment projects (Hillman, 2018).1 ASEAN offers tremendous opportunities to China and the best timing to connect with it as the West continues to face difficulties since the global financial crisis of 2008. On the whole, as stated by the Chinese President Xi Jinping in October 2013, the BRI intends to strengthen hard infrastructure development with new roads and railways, and also soft infrastructure with trade and transport agreements, and even cultural and people-to-people exchanges.

For all of the content, the BRI has a broad proposal to cover the overland “Silk Road Economic Belt” and the sea-based “Maritime Silk Road,” with the Chinese investments approaching a few trillion U.S. dollars if fully realized (The World Bank, 2019, p. 37).2 For instance, BRI’s version for ASEAN is strategically linking several parts of the region, with border provinces of Yunnan and Guangxi to other inland and coastal provinces. Several projects are taking off the ground in countries like Cambodia and Lao PDR, which heavily depend on it. The rest of ASEAN such as Brunei Darussalam (Brunei), Indonesia, Myanmar, the Philippines, Thailand, Vietnam, and the most advanced ASEAN countries like Malaysia and Singapore, are engaging substantially with BRI. It is no wonder, that the BRI projects are flourishing throughout ASEAN, for its implementation is becoming real, palpable, and concrete.

At this stage, ASEAN countries are realizing the significance, progress, and challenges of China’s rise, with BRI, in the region. BRI represents tremendous opportunities for countries in the region uplifting economic progress and income, improving hard and soft infrastructure, enhancing technological capability, and human resource development, to cite a few. However, preoccupied with various agendas at home, these countries are now evaluating the role of China, and to a certain extent, BRI. But often, the evaluation is reactive, piecemeal, uncoordinated, without realizing the high tide of the next things to come from China.3 In a nutshell, it reflects the difficulties of ASEAN in understanding the performance of BRI projects in the region and individual countries, particularly at the local level; and how the local population perceives these BRI projects, starting from its design to its implementation on the ground. This is because BRI is a loose initiative from the beginning rather than a definite plan with a program.

1.1. BRI development

Viewing ASEAN as an entity, given the knowledge of BRI, the question of how much and how far BRI will build and contribute toward developing ASEAN’s soft and hard infrastructure lead to prognostics and guesstimates. For this reason, it is natural to start with a broad understanding of BRI, to follow up the discussion and debate on its origin, narrative, China’s central and centralized control, projects, geographic scope, and what lies beyond infrastructure. BRI’s motivations and ambitions are crucial to understanding its holistic approach. President Xi Jinping’s speech in Kazakhstan in September 2013 and the address at the Indonesian parliament in Jakarta in October 2013 are some of the indications. Since then, BRI has been reshaping and reconfiguring, including its title Belt and Road Initiative (BRI) (Rolland, 2019).

It is no surprise that ASEAN members paid a great deal of attention individually in the beginning, and then as a region, in dealing with China on BRI because of ASEAN’s geographical proximity to China and its identification as one of the six economic corridors. For this reason, by leveraging the preceding bilateral relations, China has been able to use BRI and penetrate each of the ASEAN countries from the beginning, to promote growth and development, and to seek cooperation and mutual benefit. For China, BRI gives further latitude to deepen economic and strategic partnerships with each ASEAN country, in seamless alignment its ambitions. Whereas, ASEAN countries need to ensure that these projects align with their national demand and local needs.

BRI requires leadership from the very top, as in the cases of most ASEAN countries. Suspicion on BRI started to appear within a few years of its implementation, including many projects in the ASEAN region. China is well aware of such development and is taming the resulting showdown. The BRI Forum was convened by President Xi Jinping for the first time in May 2017,4 and then in April 2019.5 Major developments that took place between the two include focusing on “high-quality development,” fully implementing the principle of transparency, with “zero tolerance” for graft, debt risk prevention, and following a high-standard, people-oriented, sustainable, and environment-friendly approach.6 In a way, this is understandable, as the BRI projects around the world still face a series of problems and challenges.

It is widely known that the current system of international rules is far more stringent than the way Chinese projects are operated back at home. Thus, transporting such a model as an extension of China’s development experience will not be straightforward or practical. In practice, China has also faced the issue of mutual trust, in terms of adherence to the principles of equality and mutual benefit, non-interference in internal affairs, no attached conditions in the process of foreign investment and assistance, and observing host country laws and regulations of environment, labor rights and interests. Meanwhile, most ASEAN economies offer perfect terrain to test BRI project implementations. Only recently, have ASEAN countries started to voice their concerns about the implications of BRI for the local economy and society. The obvious case is Malaysia, with former Prime Minister Mahathir bin Mohamad, commenting and leading the charge against China and raising concerns about BRI’s practices.7

Most of the BRI countries are from developing Asia and Africa, including the ASEAN. These countries are hosting the projects as per the local environmental and labor protection laws, which are far from perfect, leaving room for corruption and other irregularities. For this reason, China could abide the laws while settling disputes (Asia Times, 2019). The World Bank (2019, p. 4) analysis shows: “the Belt and Road transport corridors could substantially improve trade, foreign investment, and living conditions for citizens in participating countries — but only if China and corridor economies adopt deeper policy reforms that increase transparency, expand trade, improve debt sustainability, and mitigate, environmental, social, and corruption risks.”8 At this stage, many ASEAN countries face a range of problems, far from the dream of reaping the expected gains from projects. Most of the time, stakeholders at the national and local levels are not involved in such BRI projects. International agencies and institutions that help surveillance and cross-check on BRI practices and project implementation standards are also absent.

1.2. BRI investment

The next issue is the enormity and extent of BRI realization during all these years in the ASEAN region. As one of the six overland economic corridors identified by BRI, the China–Indochina Peninsula Economic Corridor ranks first to gain the highest economic benefits, in a recent study by ESCAP (2017), with an average of 6% rise in economic output and placed in the fourth position in lowest investment requirements criteria of the six economic corridors (UNESCAP, 2017).9 As BRI is broad and ambitious in its scope, its potentials will depend, among others, on proper knowledge and intelligent assessment of implementation, coordination, and collaboration between China and ASEAN countries. It will improve various aspects like customs-authority cooperation, investment protection, and corruption mitigation, to cite a few.

More importantly, ASEAN has yet to establish reliable facts and figures on what BRI investment could offer its members. For instance, the only source available is the official data on outbound investment, published by China’s Ministry of Commerce (MOFCOM). However, the data compilation methods are unclear and not straightforward, making the interpretation difficult.

To overcome this difficulty, another source of study, conducted by the China Global Investment Tracker (CGIT), from the American Enterprise Institute, is the only fully public record of China’s outbound investment and construction (Scissors, 2019). It shows consistently (see Figure 1) that ASEAN’s overall receipts from Chinese investment and construction contracts are pretty high with a total of US$ 172.77 billion. The years 2013–2019 represented almost 22% of all China’s BRI investments. The BRI investment in ASEAN is high from 2014 onward, peaking in 2017, and then slowing down in 2018 before slightly increasing in 2019. The overall trend seems to correspond with China’s overall BRI investment worldwide during the same period. It suggests a major adjustment of China’s BRI investment the world over with which China also faces numerous challenges from this rapid development in recipient countries.

In the case of ASEAN, the investment involving ownership and a definite presence in the host country; and construction contracts representing patterns of investment have played a consistently important role in contributing to overall investment during 2013–2019. During 2016– 2018, construction contracts were more important than investment in ownership projects; transport and energy were the leading sectors in many ASEAN countries. It is consistent with how BRI initiated to reshape China in the global political economy, connecting with regions of the world like ASEAN, and outsourcing the industrial surplus capacity, particularly of China’s state-owned enterprises (SOEs) in key sectors including construction, steel, and cement (Abonyi, 2019).10
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Figure 1: Chinese Investment and Construction Contracts in ASEAN, 2008–2019

Source: American Enterprise Institute and Heritage Foundation.

China’s BRI-related investment and construction contracts in ASEAN countries are quite varied. During 2013–2019, Indonesia ranked first with US$ 36.2 billion. Singapore and Malaysia come next with US$ 33.1 billion and US$ 31.4 billion, respectively. Lao PDR, Cambodia, and Vietnam rank next, with US$ 17.7 billion, US$ 10.3 billion, and US$ 10.2 billion, respectively. The countries with below US$ 10 billion were Thailand, the Philippines, Myanmar, and Brunei. The other distinction is a stark difference when comparing Indonesia and Malaysia to Singapore. Singapore receives most of China’s BRI investment in the form of ownership projects. No wonder Indonesia and Malaysia are the other leading recipients of BRI. The three countries combined command more than 60% of the total BRI investment. However, Lao PDR and Cambodia, despite being smaller in size, receive significant BRI investment. Myanmar, Thailand, Vietnam, and Brunei, represent less than 20% of the total BRI investment from China (See Figure 2).

Upon distinguishing the type of investors of Chinese investment and construction contracts in ASEAN (See Figure 3), it is clear that SOEs play the most significant role in Chinese projects in ASEAN. During 2013– 2019, of the total investment and construction contracts, the SOEs held 69%, while 28%, and 3% were held by the private sector and state, respectively. Except for Singapore and Brunei, the share of SOEs investment and construction contracts for most of ASEAN countries ranges from 70% to 90%. The Philippines holds the highest share, followed by Lao PDR, Vietnam, and Myanmar. Interestingly, Singapore and Brunei lead in private investor share with 60% and 84%, respectively. It indicates their lesser dependence on SOEs, unlike the rest of the ASEAN countries. Considering investment projects and construction contracts sector-wise: 37.3%, that is almost two-thirds, went to energy; 24.1% to transport; followed by 10.5% to real estate; 6.6% to metals; and 6.3% to logistics, to cite a few of them (See Table 1). Sectors of investment concentration among ASEAN member countries differ. Among the ASEAN countries, Singapore is focused on logistics, real estate, and transport; Indonesia on energy, transport, and metals; Malaysia and Cambodia on transport, energy, and real estate; and Lao PDR exclusively on energy and transport. Overall, the sectoral interests of Chinese investment and construction contract projects are in line with securing a strategic and economic presence in the ASEAN region.
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Figure 2: Chinese Investment and Construction Contracts in ASEAN Countries, 2013–2019

Source: American Enterprise Institute and Heritage Foundation.
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Figure 3: Type of Investors of Chinese Investment and Construction Contracts in ASEAN Countries, 2013–2019

Source: American Enterprise Institute and Heritage Foundation.


Table 1: Sectoral Importance of BRI in ASEAN Countries, 2013–2019 (in %)








	Brunei

	Energy (87%) > Transport (13%)




	Cambodia

	Transport (54%) > Energy (26.3%) > Real estate (9.9%) > Agriculture (6.5%) > Tourism (1.9%) > Entertainment (1.5%)




	Indonesia

	Energy (50.5%) > Transport (19.7%) > Metals (19.1%) > Real estate (7.9%) > Other (1.6%) > Chemicals (1.2%)




	Laos

	Energy (60.1%) > Transport (27.9%) > Other (5.8%) > Real estate (2.3%) > Metals (5.8%) > Health (0.6%)




	Malaysia

	Transport (31.9%) > Energy (27.5%) > Real estate (16.4%) > Metals (8.4%) > Tourism (7.2%) > Other (2.5%) > Technology (2.4%) > Chemicals (1.7%) > Utilities (0.9%) > Agriculture (0.8%)




	Myanmar

	Energy (54.3%) > Transport (26.2%) > Real estate (10.4%) > Technology (7.2%) > Metals (1.9%)




	The Philippines

	Energy (65.1%) > Transport (10.6%) > Real estate (9.5%) > Technology (9.4%) > Metals (5.4%)




	Singapore

	Logistics (31.3%) > Real estate (18.5%) > Transport (13%) > Other (12.7%) > Finance (7.2%) > Technology (5.2%) > Entertainment (4.2%) > Utilities (3.7%) > Energy (1.9%) > Agriculture (0.9%) > Chemicals (0.3%)




	Thailand

	Transport (48.8%) > Energy (16.6%) > Technology (13.4%) > Chemicals (7.6%) > Others (6.1%) > Agriculture (6.0%) > Metals (1.4%)




	Vietnam

	Energy (75.2%) > Transport (8.0%) > Other (7.6%) > Technology (3.5%) > Real estate (3.2%) > Agriculture (1.6%) > Metals (0.9%)




	ASEAN

	Energy (37.28%) > Transport (24.12%) > Real estate (10.50%) > Metals (6.59%) > Logistics (6.25%) > Other (4.78%) Technology (3.13%) > Tourism (1.53%) > Finance (1.51%) > Agriculture (1.15%) > Utilities (1.11%) > Chemicals (1.05%) > Entertainment (0.93%) > Health (0.06%)






Source: American Enterprise Institute and Heritage Foundation.


1.3. BRI significance for ASEAN

Debates on what BRI investment would entail for ASEAN in the long-run have increased. The country-level risk of BRI projects in ASEAN should not be overlooked, in tandem with the opportunities the member country in question is expected to gain. These projects are different in nature, size, the number of contract loans, particularly the loans from the Chinese government and related institutions, and more so with Chinese SOEs. Therefore, China and ASEAN recipient countries should ensure that BRI projects are commercially and economically viable. Most BRI projects are run by Chinese SOEs, famous for leading in implementation with return-on-assets (ROA) averaged low compared to a higher averaged ROA the private companies would do.11 If unchecked, the outcomes of these projects in ASEAN countries might not be desirable and fail to respond to the real needs of the locals, thus, causing unease, tensions, and erosion of mutual trust.

The ground realities of China’s outward investment and BRI implementation are still very much questioned, in particular, in the case of ASEAN countries. For the past few years, criticisms have been raised about Chinese SOEs and private companies’ involvement in a wide-ranging landscape of projects. These projects vary in scale, from major construction projects in the Greater Mekong Subregion like high-speed trains in Lao PDR, Malaysia, and Thailand; to roads, ports, hydropower, casinos, and special economic zones in Cambodia, Lao PDR Myanmar, and Vietnam. There are questions on the sincerity of China’s unilateral moves to offer BRI projects while seizing disputed maritime formations and violating the territorial and economic rights of its ASEAN neighbors like Indonesia and the Philippines in the South China Sea.12 The first and foremost task to understand these ongoing development projects in ASEAN is to examine China’s complex system of a technocratic top-down approach to development, starting with President Xi Jinping. It is difficult and complex to assess for countries outside China, particularly for ASEAN countries that are also subject to such a development model (Bello, 2019). The question is how much and how far this Chinese approach will hold for its outward investment through BRI in ASEAN? This question is pertinent to the future course. ASEAN has to understand, speak, and find cordial, open, egalitarian, and mutual working relationships.

Next, BRI can be seen as the third phase of China’s reform and opening-up policy, a rationalization and outward orientation of early efforts.13 In a way, BRI is an attempt to push China’s further economic globalization, extending China’s global supply chains, and not to provoke industrial disruption by restructuring and consolidating SOEs and private sectors to the outside world. ASEAN region, being located next to China, offers a perfect ground for world manufacturers to expand and relocate their industries and to strengthen links through the new BRI corridors to further economic integration. With the US–China trade disputes since mid-2018, ASEAN has even become the logical alternative landscape to intensify the industrial relocation and connection with member countries. Vietnam, Malaysia, Indonesia, the Philippines, and Thailand are ready for the relocation of industries from China. For these reasons, in the upcoming decade of 2020, China could also use its BRI to re-orient the global supply chain toward ASEAN in response to possible long-run trade tensions with the U.S.14

There are issues of comparison to other major countries’ role in the region and their varying performances. From the second half of the 1980s onward, as much as Japanese investment used to play its role in turning many ASEAN countries to a new phase of economic development, ASEAN is now under the influence of China’s outward investment into the region, particularly, through China’s BRI investment. However, the role of Chinese institutions is different from that of Japan or other Western countries (Jamrisko, 2019). This has prompted many to question China’s geoeconomic and geostrategic move — especially, China’s development model which it is going to export to the world, and in particular, for ASEAN, the region under a strong new push for China’s outward investment through BRI.

ASEAN member countries have begun to see China as the most important foreign investor, besides being the leading trade partner surpassing Japan and others. It determines the new phase of China’s engagement with the region. Such an engagement in the region might represent a departure from all other foreign investors that ASEAN used to work with. ASEAN is moving closer to China and swayed by it like never before in recent history.

2. About the Book/Volume

The chapters in this volume address various BRI dimensions, issues, and their implications for ASEAN members. A total of 16 chapters are divided into four parts under four broad themes.

2.1. A global context

In Chapter 2, China, Globalization, and the Advent of the Multiplex Order: Case Studies of BRI and AIIB, in response to the much talked about the end of globalization since Brexit and Trump’s elections, Jiajie He and Amitav Acharya argue that what is happening is not the end of globalization, but a different phase and form of globalization evidenced by the rise of Global South and South–South linkages as well as their growing interests in not only participating but also shaping global governance, especially in the economic realm. As a result, this new phase of globalization leads to a new paradigm of global governance in a multiplex — instead of the multipolar — world, which is less West-centric and “coercive” but increasingly driven by emerging powers like China and India and features voluntary compliance. Unlike old global governance, which is often anchored by formal inter-governmental organizations, this new model allows a greater role of NGOs and entails more regional initiatives and regionalism. Taking BRI and AIIB as examples, we examine their contribution to the current global governance as well as the challenges they face in the development. We conclude that in the long term, AIIB is more likely to succeed than the BRI because it encourages open regionalism and, as a complement rather than an alternative to current institutions, puts China under intense international watch to deliver results.

In Chapter 3, BRI in the New Phase and Its Implications on China– ASEAN Relations, Lei Zhuning notes that as the BRI progresses, many problems have been gradually emerging, which have caught worldwide attention and caused fervent discussions in China and across the world. The author, focusing on the difficulties encountered by the ASEAN countries, attributes the problems to the differences between China and the countries participating in BRI, including differences in development concepts, social and economic systems and institutions, development paths, lack of mutual understanding, cultural differences, and other reasons. Looking into the future, the author adds that there are growing complementarities between China and ASEAN, which lay a sound basis for more cooperation under the BRI framework. With deepening cooperation, it is normal for new problems to arise, and the problems should be viewed in the light of development and be taken care of accordingly. Particularly, it is necessary to make adjustments in modes of cooperation, consider promoting sustainable development and inclusive growth, shift from a project-based mindset to a more people-centered development mode, and establish fairer benefit-sharing mechanisms. China and ASEAN should seize the opportunity and work together to improve the well-being of the peoples in the region and promote world peace and development.

In Chapter 4, Belt and Road Initiatives (BRI) in ASEAN within the Context of the American Indo-Pacific Strategy, Yang Baoyun and Patcharinruja Juntaronanont reflect on how China and ASEAN have been continuously pursuing maximization of their power and influence by competing in multilateral mechanisms as the economic interdependence in the Asia-Pacific region and the United States deepens. The authors argue that the Indo-Pacific Strategy, proposed by the Trump administration, is an exclusive system to balance and limit China’s rise by strengthening the cooperation among the regional countries in the economic and security fields to reduce and limit China’s influence in regional affairs. They examine the Indo-Pacific Strategy put forward by the United States by answering questions as understanding the purpose of the United States in putting forward the Indo-Pacific Strategy and assessing the strategic goal in addition to determining responses of countries in Southeast Asia to the U.S. Indo-Pacific Strategy and the implementation of Belt and Road initiatives in Southeast Asia in the context of the American Indo-Pacific Strategy.

Chapter 5, Measuring China’s Influence in Europe: Contextualizing the Impact of the Belt and Road Initiative holds that China has been transforming its increased economic power into political might. The BRI is one of the most recent examples of China’s regional strategic geopolitical and geoeconomic logic and economic statecraft. The rise of Chinese foreign direct investments (FDIs) abroad in the past decade has corresponded with an increased capacity of China for political leverages that have created anxiety about its influence abroad. The EU has been considering the endpoint of the BRI, and it has accused China of using economic means to divide et impera Europe and to spread authoritarianism. Maria Adele Carrai, after having defined the BRI as China’s grand strategy and having determined the role of economic statecraft in measuring a country’s influence, looks at the various motivations that could determine China’s economic statecraft through the BRI and measure the degree of success of China’s influence in Europe.

2.2. BRI and ASEAN connectivity

In Chapter 6, China’s Belt and Road Initiative and ASEAN Connectivity in Development: Can Both Bring Synergy and Opportunities Together? Suthiphand Chirathivat notes that at the 22nd ASEAN–China Summit, held in Bangkok/Nonthaburi on November 3, 2019, ASEAN leaders welcomed China’s support for enhancing ASEAN Connectivity by implementing the Master Plan on ASEAN Connectivity (MPAC) 2025. This departure is a crucial development and a work-in-progress. But it is too early to conclude its success as far as China’s acknowledgment and involvement with MPAC is concerned. The move facilitates the two sides to explore synergies and opportunities between MPAC and the BRI. In 2009, Thailand was able to advance MPAC 1 into reality when it hosted the 15th ASEAN Summit. In 2019, as the ASEAN Chair, Thailand advanced synergies between MPAC 2025 and BRI under the “Connecting the Connectivities” initiative. In this context, the author discusses the salient features of the BRI projects in strategic context and intent, driven by President Xi Jinping’s vision since 2013. It assesses the possible implications and progress so far for the ASEAN countries. It examines potential synergies and opportunities between BRI and MPAC. It discusses why ASEAN must take a pro-active role in increasing BRI projects and also assess, cooperate, and coordinate to enhance ASEAN connectivity.

In Chapter 7, BRI Projects in ASEAN: Implementation, Mechanism, and Suggestions, Zhang Guoping discusses how ASEAN is a priority region for the implementation of China’s BRI. He explains the active participation of China in ASEAN under three themes. Firstly, the Chinese government has been promoting the establishment of China–ASEAN regional and sub-regional international cooperation mechanisms and undertaking “public goods” and overseas projects. Secondly, SOEs, through project contracting, equity investment, and establishment of joint ventures, are becoming the mainstay of BRI projects in the ASEAN countries. Thirdly, private enterprises have also been playing an increasingly prominent role in the BRI projects in the ASEAN countries by engineering contracting, labor cooperation, and establishment of industrial parks. The author adds that there are still such problems as inconsistent standards and an unstable business environment in the implementation of BRI projects in the ASEAN countries. China and ASEAN must enhance bilateral trust, promote the unification of technical standards, and fully respect the national conditions of host countries.

Chapter 8, China’s BRI and FDI in Mainland ASEAN, looks into how China’s BRI has driven FDI in mainland ASEAN. Sineenat Sermcheep identifies Boten in Laos, Shwe Kokko in Myanmar, and Sihanoukville in Cambodia, as the three vital strategic locations with large-scale Chinese investment. She examines the nature of FDI inflows, sectors of FDI concentration, and its impact. She notes that BRI-driven infrastructure projects such as expressway, rail, and port have been flowing into these areas since 2013. Chinese FDI also aims to build residential, commercial, and industrial hubs in these three locations. The influxes of Chinese FDI have transformed these cities into centers of economic activities. However, the FDI is affecting the livelihood of the locals and the ecosystem. The growing presence of the Chinese dominates the businesses and workplaces in these areas. As a result, the locals may have to relocate and are unable to participate in businesses or get jobs. They are concerned about the social, cultural, and environmental issues. The governments of these host countries have to devise strategies to mutually benefit China as well as their own countries, and to leverage the Chinese FDI to attain a balanced and sustainable development of their respective countries. Increased participation of the local businesses and workers in the BRI projects should be one of their government’s goals. Also, the voices and comments of stakeholders should be heard and addressed.

2.3. ASEAN railway connectivity

Chapter 9, The Politics of Thailand–China Railway Cooperation: Domestic Determinants of Smaller State BRI Engagement unpacks the politics behind Thailand’s railway engagement with China. Cheng-Chwee Kuik addresses the question of why, despite longstanding diplomatic ties and political cordiality between Thailand and China, Thailand’s rail engagement with China has been slow and limited. Cheng-Chwee Kuik argues that this puzzling pattern is rooted in Thailand’s domestic politics. Specifically, this pattern is a function of the Thai ruling elites’ needs to strike a balance across the pathways of legitimation through which they justify and enhance their domestic authority vis-à-vis their core constituencies. While successive Thai elites have relied on development-based performance legitimation as their primary pathway of justification, they have used different augmenting approaches to optimize performance legitimation in ways most appealing to their respective target constituencies. These legitimation-optimization processes have intersected with inter-elite contestation, which in turn have shaped Thailand’s protracted, partial, and uneven patterns of rail engagement with China.

In Chapter 10, Laos–China Railway: Progress and Challenges, Piya Wongpit and Chayodom Sabhasri illustrate the progress and evaluate possible pros and cons of the Laos–China Railway. The US$ 7 billion worth BRI project, introduced in 2013, under President Xi Jinping’s cabinet, proposes to rebuild infrastructure along the ancient Silk Road from China to Africa and Europe. The Chinese government, a major promoter of the Belt and Road Initiative, will bankroll 70% of the railway cost, while Lao PDR pays for the remaining 30% with loans from Chinese financial institutions. In Lao PDR, a high-speed train line will stretch around 414 km. The construction was launched in December 2016 and the line is expected to open in December 2021. Although the Laos–China Railway brings many benefits to the economy and development of Lao PDR, there are many concerns about public debt, environment, and social issues. Few researchers have studied the Laos–China Railway with limited information. Recently, 87% of road construction work is completed, 54% of the tunnels (13 tunnels) have been built, and 43% of all bridges are finished. The railway project cost, worth approximately US$ 5.8 billion, equal to nearly half of the country’s GDP, led the country into a debt trap. Public debt increased from 41.40% to 53.34% of GDP between 2010 and 2018 where the majority is external debt. It is estimated that more than 4,400 families will be relocated, and the majority do not receive compensation.

In Chapter 11, Hekou, Where Vietnam Begins and China Ends or Where China Expands into Vietnam?, Stan BH Tan-Tangbau notes that the research about heightened connectivity advanced through China’s BRI in mainland ASEAN has been overwhelmingly concerned with an outpouring of China’s economic domination and cultural soft power. Often, these studies treat China as an un-complex socio-cultural monolith personified by Beijing, the center of politics in the country. In this context, the author challenges this persisting perception by examining socio-cultural change in an interstitial node between China and Vietnam. Located right at the border between Yunnan and Lào Cai, Hekou is a young city born in heightened connectivity along the Dian–Việt Railway Corridor. In Hekou, he shows that upstream along the corridor in China, “China” is a lot more complex on the ground than is usually treated in BRI and Dian–Việt railway literature. In fact, Hekou has been experiencing change emanating from downstream and upstream brought forth by state formation and heightened transborder connectivity. As inter-Asia engagements are being revitalized, this chapter calls for a more critical and grounded understanding of China along different corridors and belts to better understand opportunities and challenges ahead for mainland ASEAN.

2.4. Challenges of ASEAN

Chapter 12, Myanmar: A Strategic Partner in China’s Belt and Road Initiative, Jean-Pierre A. Verbiest and Tin Htoo Naing discuss Myanmar’s role and position in the context of BRI. Because of geographic proximity and historic bonds, Myanmar has always had close links with China, including during the country’s economic and political isolation during the second half of the 20th century. For China, the transport and trade connectivity with Myanmar has historically been important even before President Xi Jinping of China launched the BRI in 2013. Besides the busy northern transport corridor linking Myanmar via Mandalay to Kunming, two strategic pipelines for oil and gas were built by China in the mid-2010s connecting the port terminal of Kyaukphyu in the Rakhine State to Kunming and onward into China. Several major hydropower projects were also developed by China over the past two decades. Myanmar officially became a major partner in the BRI at the first BRI Forum in 2017. While the progress of the relationship between Myanmar and China has been good, several areas of concern remain. They relate to transparency and information on BRI proposed projects, the possible reactivation of the Myitsone dam under BRI, the relationship between China and ethnic minorities in the context of BRI projects, and the issue of Chinese migration to Myanmar.

In Chapter 13, Contract Farming and Agribusiness Related to China Investment in Northern Laos, Alay Phonvisay and Thantavanh Manolom study how the growth of the Lao-Chinese border trade affects the agricultural landscape of the northern provinces and the livelihood of the concerned villagers. Lao exports of agricultural products increased from US$ 550 million to US$ 640 million and from 12.98% to 13.10% (total Lao export share) in 2016 and 2017. The main export items of Laos’ agricultural products to the world include banana, rubber, coffee, maize, cassava, rice among others. The continuous inflow of Chinese investment in the Lao agriculture sector has significantly influenced, and transformed Lao farmers’ land uses from subsistent crops to commercial crops in the written and verbal forms of contract farming between the Chinese investors and Lao farmers. As the term of contract farming implies, Chinese investors provided agricultural inputs such as seeds, plastic sheets, fertilizers, pesticides, and technical and processing guidelines. It also employed the farmers in the dry season, thereby increasing their incomes. According to three waves of field survey in 2008, 2010, and 2012 at Nasavang village in Namor district of Oudomxay province in northern Laos, contract farming such as tobacco production significantly generates more cash income compared to households that did not do contract farming.

In Chapter 14, The Belt and Road Initiative and Indonesia’s Response to the Rise of China, Muhadi Sugiono observes that the response to the rise of China varies from country to country. The growing power of China can be seen as a challenge or even a threat, an opportunity, or a combination of both. Indonesia’s policy toward China can be characterized as ambivalent. No doubt that the bilateral economic relations between the two countries have improved significantly in the last decade, however, no parallel progress took place in the political and security relations. The political and security relations take place mostly through multilateral frameworks. The chapter describes the status of the BRI and its challenges in Indonesia. Further, it looks at Indonesia’s ambivalent response to the rise of China through the case of the BRI. It examines the sources of the ambivalence as well as its consequences. Also, it discusses the prospect of Indonesia to maintain (or change) such a position in its relations with China.

Chapter 15, Treat and Threat: Chinese Financing of Duterte’s Build! Build! Build! Programs, provides a Filipino perspective on BRI. In the context of Build! Build! Build! (BBB) Program of the Duterte administration on infrastructure, with the promise of infrastructure loans from the Chinese government under the China BRI, there is a growing concern among the Filipinos about the Philippines defaulting on its concessional loans to China. Joefe B. Santarita, drawing from a content analysis of both online and offline materials and data from an interview of key informants, examines the nature of China’s BRI and its effects on Duterte’s BBB initiatives. Especially, it looks at the advantages and disadvantages of the initiatives, their effects on the economy and investment links, political advancement, and the flow of human capitals of the country.

In Chapter 16, Benefit Imbalance and Market Domination in Cross-Border Fruit Value Chain: The Case of Thai Longans, Supawan Visetnoi and Sompong Sirisoponsilp show that the countries waiting to participate in the BRI are obliged to develop a clear and thorough understanding of all potentially positive and negative impacts and other preparatory works needed to upgrade the competitiveness of their domestic firms. The case study of the Thai longan value chains is used to illustrate an adverse outcome when Thai stakeholders were over-optimistic about the initial export growth brought about by the enhanced international transportation connectivity but failed to foresee and prepare for the evolutionary change in the competitive landscape in the long term. Despite the substantial export growth the Thai longan industry experienced for over 10 years, most Thai longan growers are still struggling with low prices and remain in dire need of government support.

3. Conclusion

China’s rising influence since the beginning of the 21st century is here to stay in ASEAN. It will intensify in all facets of politics, economy, and society in the years to come. BRI is a clear geostrategic and geo-economic addition to the existing dynamics and changing landscape of rising China, no matter what one would say. The magnitude of the rise is enormous and intense. It is impactful, and is experienced in various forms in ASEAN member countries and sub-regions. China’s policymakers have not yet made their intentions clear to the outside world. Thus, ASEAN is facing a dilemma in grasping China’s real intention, which might contradict its own regional development and integration. Handling this dilemma is challenging. Many of them are now at the receiving end of BRI construction contracts that are dominated by the Chinese SOEs, extending across both mainland and maritime ASEAN.

Whether ASEAN as a whole or some of the members will become China’s backyard, the whole issue offers us a plausible replay of the past, where some of these countries were subject to China’s influence. China of the 21st century is modern, integrated, and powerful. China’s population is 1.4 billion, whereas that of ASEAN is 660 million. Thus, China’s rise will be significant, complicated, and sophisticated because of its size, new technology, new forms of communication, and landscape, leading ASEAN to deeper integration with China. With the strong support of multimodal China and ASEAN connectivity under the BRI, China can easily access, integrate, and dominate the ASEAN region. China is focusing on specific sectors to secure its strategic and economic interests within the region. ASEAN policymakers and their governments have recently started to awaken and learn about China’s rise and BRI. But to stand firmly on their feet, proper regional counter-strategy and commitment to action plan are essential, in addition to incorporating national and local responses.

This volume is the outcome of the conference titled China’s Belt and Road Initiative in ASEAN: Growing Presence, Recent Progress and Future Challenges. The conference was organized by the ASEAN Studies Center, Chulalongkorn University, in June 2019.15 Various topics were selected and written into chapters by the invited experts and scholars. The chapters provide unique perspectives, empirical evidence, and updated information on the overall progress of BRI in ASEAN. The volume offers insights into ASEAN people’s first-hand experiences, observations, perceptions, and narratives. The Covid-19 pandemic is likely to slow down the progress of China’s BRI for now. Nevertheless, China’s ambition to proceed with the BRI remains intact, and the progress will expedite in years to come. There is a need to understand the BRI, its scope, its potential to represent the needs of the region, and to arrive at a consensus on what to include and exclude in the BRI so that both ASEAN and China can achieve shared benefits. The conference participants raised critical issues concerning BRI’s future in the region. Their insights, analysis, evidence, and assessment would help in effective policy formulation based on facts and figures, experiences of the local public and their needs, and mutual trust. Finally, examining to what extent the Covid-19 pandemic will reshape BRI in ASEAN is beyond the objective of this book. But it could be a potential research interest. The majority of the BRI projects are either fully or partially adversely affected by the pandemic.16 For instance, major projects like Cambodia’s Sihanoukville special economic zone, Myanmar’s Kyaukpyu special economic zone,17 and Indonesia’s Jakarta– Bandung high-speed rail, to cite a few, are disrupted. Many BRI projects in ASEAN may not continue because most ASEAN countries are struggling to service debts, with no funds available to finance the rest of the project implementation. The post-pandemic slowdown threatens the debt burdens on many ASEAN countries. Thus, drawing attention to Chinese loans linked to BRI projects. China is also facing the impact of the pandemic domestically. China has far less money to spend, at least for the years to come, on expansive infrastructure around the world, including ASEAN. ASEAN infrastructure connectivity projects are characterized by the dominant role and features of Chinese SOEs.

In the post-pandemic phase of the BRI, ASEAN will still be the best ground for China to exert its influence through land and sea connectivity between East Asia and the West and vice versa. China’s short-run BRI projects are likely to be weakened by the pandemic. But it will resume its course of action with suitable changes, accompanied with more Chinese investment in ASEAN — linking any part of ASEAN to China — beyond the two by-land connected provinces, like Yunnan and Guangxi, and bysea strong links of Hong Kong–Guangdong and the whole Greater Bay Area.18 It remains to be seen on how President Xi Jinping’s BRI initiative from 2013 (The Economist, 2020), will maintain the ASEAN-centered ambitions it had before the Covid-19 pandemic stuck in 2020.
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1 See Hillman, J. China’s Belt and Road Initiative: Five Years After, a statement before the US–China Economic and Security Review Commission (January 25, 2018).

2 Despite estimates for China’s BRI investment from US$ 1 trillion to US$ 8 trillion the recent World Bank estimates are US$ 575 billion. This includes projects in all sectors, not just transport that is already executed, the implementation phase, and planned. See the World Bank (2019). Belt and Road Economics: Opportunities and Risks of Transport Corridors. Washington, DC, p. 37.

3 Fortunately, ASEAN and China finally came to a mutual understanding on how to synergize China’s BRI and Master Plan for ASEAN Connectivity (MPAC) 2025 together in 2019.

4 Nearly 30 world leaders and representatives from 110 countries and international organizations were represented.

5 Thirty-seven world leaders attended, including Thai PM Prayut Chan-o-cha, then Chair of ASEAN.

6 Concerns and critiques are real for the kind of BRI projects, which were implemented in many parts of the world in terms of “best practices,” undermining environmental and social security, debt sustainability, fair competition, and others. In between, host countries get stuck with the “China model” damaging good governance and international organizations’ practices, with little information and understanding of operations in the early stages which favor Chinese enterprises and give preference to Chinese personnel while hardly open to local and international communities. More importantly, BRI will alter the supply chain, and China’s technical standards will be widely applied, making China a center of all these economies, which encourages countries along BRI to rely on and attach to China. See Asia Times (2019).

7 “There is a new version of colonialism happening ….” given during a press conference in August 2018. However, he retracted his comments later, saying it was an inaccurate portrayal of his comments, in an interview with BBC. Some argued this was because he successfully brought down the cost of the corruption-ridden East Coast Rail Link Project down from US$ 16 billion to US$ 11 billion.

8 In the report, four main findings emerge from the analysis. They include infrastructure and policy gaps hindering trade and investment, costs of new infrastructure possibly outweighing gains, complementary policy reforms to maximize positive effects of transport projects, and risks exacerbated by limited transparency and openness of the initiative and weak economic fundamentals and governance of several participating countries. See The World Bank (2019). Belt and Road Economics: Opportunities and Risks of Transport Corridors, Washington, DC, p. 4.

9 Gains could be higher where trade agreements already exist or are to be concluded like RCEP, with main transport hubs needed to be in place and connected among BRI corridors and transport system well integrated. UNESCAP (2017). The Belt and Road Initiative and the Role of ESCAP.

10 Data suggest that China’s state banks, including the China Development Bank and the Export-Import Bank of China, are financing over 70% of BRI projects, while private sector participation has been minimal and counting only 4% of BRI loans in 2018. See Abonyi (2019).

11 See Abonyi, G. (2019), he cited 3.9 average for SOEs and 9.9 average for private companies, ibid.

12 The recent survey put China’s wariness of the Philippines and Vietnamese respondents as being largely due to ongoing maritime disputes their countries have with China over the South China Sea. ISEAS-Yusof Ishak Institute (2020). State of Southeast Asia 2020.

13 The first one began in 1978, and the second one in 1992.

14 Some authors like Bello are using the argument of Holslag to argue that externalizing China’s surplus capacity crisis is the key driver behind the BRI. See Bello (2019), p. 56.

15 This was not long after the second BRI Forum, held in Beijing in April 2019.

16 According to Wang Xiaolong, Director-General of the Foreign Ministry’s International Economic Affairs Department, about 40% of the projects were “adversely affected,” and a further 30%–40% were “somewhat affected,” The Times of India, June 28, 2020.

17 In 2018, Myanmar renegotiated the cost of the Kyaukpyu deep seaport project down from US$ 7.3 billion to US$ 1.3 billion, with some Myanmar officials at the time concerned that the project disproportionately served China’s energy, trade and security interests.

18 The Economist, The pandemic is hurting China’s Belt and Road Initiative, June 6th, 2020.
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Chapter 2

China, Globalization, and the Advent of the Multiplex Order: Case Studies of BRI and AIIB

Jiajie He and Amitav Acharya

1. Introduction

Since Brexit and Trump’s election as the U.S. President in November 2016, much talk has emerged about the end of globalization. For example, a headline in The Guardian claimed that “Globalization as we know it is over,” and one in The Wall Street Journal read “Globalization at the Crossroads: What’s Next?” In 2017, economist Stephen D. King published a book titled Grave New World: The End of Globalization, the Return of History, in which he presented a picture in which the world built on the principles of free trade and, since the 1980s, open capital markets are beginning to fracture.

This is however not ungrounded. In the West, slower growth, rising inequality, and flooding immigrants altogether contribute to the frustrations of the working class, which in turn results in the rise of populist nationalism calling to disengage from the rest of the world. The turbulent Brexit process in the U.K., the continuous yellow-vest demonstrations in Paris, a broad withdrawal from multilateralism by the U.S. are among examples. More seriously, the recent escalation of the U.S.–China trade war further confirms people’s pessimism about the future of globalization with the global consensus on free trade being overwhelmed by growing protectionism and worsening investment climate.

Despite these facts, we disagree with such an assertion suggesting that globalization has gone into reverse. Instead, we argue that what is happening is not the end of globalization, but a different phase and form of globalization, or as we call it, globalization 2.0. Specifically, globalization 2.0 is led by the East (back to the future?), especially China and India, and emphasizes more South–South linkages. Though not necessarily peaceful, it is certainly less coercive and entails less if not none conditionality. More importantly, development has replaced trade and becomes the major driver of globalization. With the Global South increasingly being engaged, pluralistic rather than particularistic universalism is embraced, resulting in not only the diversity of values and cultures but also more regional and local variations of governance models.

The new globalization is by no means just a description of what has happened or is going to happen in the real world. It affects global governance especially in the economic realm against the advent of the multiplex world order. As the roles played by China in global governance have increased, evidenced by its initiatives like the Belt and Road Initiative (BRI) and the Asian Infrastructure Investment Bank (AIIB), more exploration is needed to understand the genesis, development, and challenges of this new phase of globalization and global governance. This chapter aims to do this job.

Following this brief introduction, the chapter starts with a probe of the definition and history of globalization. Then it moves on to answer the questions posed by the recent debates regarding whether globalization is good and we are approaching the end of it. It also investigates how the current new phase of globalization shapes the world order and affects global governance. After that, the focus is placed on discussing the opportunities by China’s recent proposals of global governance as well as the challenges they face. The chapter ends with a short conclusion.

2. Globalization: Definition and History

Globalization is both historical and real. When people talk about globalization, they often refer to the process started by the West in the 1500s and resulting in the spread of Western political institutions, capitalist production, as well as Western norms and ideas all across the world. However, the origin of globalization dates back to well before the rise of the West during the age of discovery. Looking from a non-Western perspective, globalization entails meanings well beyond Westernization.

2.1. Definition

What is globalization? Narrowly defined, globalization is a market-driven process of interaction and integration among people, companies, and nations, which causes the liberalization or opening up to the global economy (SUNY Levin Institute, 2017). Its main elements include (but are not limited to) the interlinking of national economies, increasingly interdependent patterns of production and consumption, highly integrated markets, and a focus on firms instead of just national economies (Glyn and Sutcliffe, 1992: 77–78). More recently, it has led to the emergence of powerful new actors such as multinational corporations, the rapid diffusion of technologies in the areas of information and communication, and the deregulation policies (Campanella et al., 1993: 192).

Although the spread of capitalist production and the resulting market integration has often been emphasized, globalization has meanings well beyond economic aspects. Politically, the nation-state system and other political principles including democracy, self-determination, political accountability, etc., have traveled from the West to all around the world along with the military and production influences of the Western powers. More recently, as globalization keeps deepening, the increasing openness of boundaries starts eroding state sovereignty, making states vulnerable against both positive and negative external influences. Whereas distant realities are ever more linked and interrelated with the intensification of worldwide social relations, states increasingly lose their capability in tackling local happenings, which are often shaped by events taking place many thousand miles away and well beyond their territories.

Also important is the influence of globalization over relations of various actors playing on the world stage, or more straightforwardly, the strategic aspect of globalization. During the centuries before the end of the Cold War, Western influences reached almost every corner of the globe resulting in periods alternating between hegemonic stability and power transition turbulence. However, with the gradual shift of the growth engine of the world economy from the Atlantic to the Pacific Basin during the past decade or so, non-Western great powers have emerged in the world stage competing for influences with traditional Western powers in the economic sphere and beyond. Power transition is, therefore, taking place against the backdrop of non-Westernization, which has challenged the traditional Western dominated world order. In the meantime, not only is the number of great powers (“the rest”) growing but so are the number and influence of previously downplayed actors such as international organizations, regional groups, civil society movements, multinational corporations, and even individuals. As Amitav Acharya points out, with the deepening of globalization, it has been increasingly unlikely to have a single power dominating global affairs as Britain and America at one time did (Acharya, 2014: 4). The future of world order “does not rest on any or all of the emerging powers acting on their own or in concert with the established powers” (Acharya, 2014: 8). In other words, what is happening is the advent of a multiplex order where leadership is shared and exercised by different groups of actors in different issue areas, depending on interests, expertise, and capabilities.

2.2. Oriental globalization: An often-ignored fact of globalization

While globalization has been a buzzword in the subject for a long time, an often-ignored fact is that it is not uniquely a European-driven process that did not take place until the Age of Discovery. Instead, “globalization is a relatively new term used to describe a very old process” (YaleGlobal, 2019). Its origin dates back to around 1000 AD with the rise and spread of Islam and Arabic knowledge.

According to the Eurocentric view, the world before 1500 was “stagnant” and “regressive.” Europe emerged from the “dark age” while the East remained as “insulated,” “backward” and “irrational” (Hobson, 2004: 8). Though widely accepted, this claim seems to be ignorant of the real history. As Hobson (2004: 4) correctly pointed out, the East has never been a passive bystander in the story of globalization as well as a victim or bearer of Western power. “For most of the last thousand years the East has been the prime mover of world development” (Hobson, 2004: 20).

Countering the Eurocentric view, oriental globalization was the first true form of globalization, which preceded and helped modern Western-led globalization later. Economically, the East was “the leading edge of global economic power” and more advanced than the West between 500 and 1800 AD (Hobson, 2004: 2). According to Angus Maddison’s calculations, in 1000 AD, China and India together accounted for 50.5% of world GDP and by 1600, that share had gone up to 51.4%, with China contributing 29% and India 22.4% of world GDP (Chakravarty, 2010). In particular, while China had led the world in science and technology for many centuries, the Song Dynasty (960–1279 AD) witnessed the onset of economic growth during which unprecedented increases in the growth rates of both per capita product and population, as well as structural changes, took place (Edwards, 2015: 8, 17). As Edwards (2013: 1) argued, it was China rather than England that experienced the world’s first industrial revolution. In the Indian subcontinent, the Mughal Empire flourished from the 16th century until the establishment of the British Raj in the middle of the 19th century. European traders who visited India during this time were all impressed by the wealth and prosperity of Mughal cities and large towns, many claiming that they were “not second to any city in Europe or Asia” (Ikram, 1964).

Politically, a series of interlinked empires emerged in the non-Western world, making possible the construction of various forms of networks between different civilizations. For example, between the 7th and 11th centuries, having accumulated wealth from Indian Ocean trade, the Srivijaya Kingdom in Sumatra supported an extensive community of Buddhist monks, who hosted pilgrims from China on their way to India and extended contacts with their co-religionists in Sri Lanka and the Indian mainland (Szczepabski, 2018). The emergence of the Mongol Empire in the thirteenth century fostered initial oriental globalization across the northern part of the Eurasia Continent. Not only did the Pax Mongolica provide a pacified region, within which capitalism could flourish, it also enabled both long-distance trade between China and Europe and the spread of superior Eastern ideas and technologies to the West (Hobson, 2004: 44–45).

Global trade was also well developed long before the rise of the West. Evidence has shown that early trade between Egypt and the rest of the Mediterranean can be traced back to 7000 BC and, slightly later, between the Indus Valley and Mesopotamia (Harris, 2003: 15). In East Asia, though distant history was less recorded, by the time of China’s Western Han (206 BC–9 AD), trade in both the South and North/Northwest had flourished. Whereas a surge of commercial growth had carried Chinese merchants southward to Southeast Asia and the Indian Ocean, Han armies also probed into Central Asia and opened the route for the supply of silk to the Middle East and to Rome which later was known as the silk road (Harris, 2003: 19–20). Not even to mention the emergence of the Tang Dynasty in China (618–907), the Islamic Ummayad/Abbasid empire in the Middle East (661–1258), and the Fatimids in North Africa (909–1171), all of which had contributed greatly to the development of global trading network when the West was still in the Dark Ages (Hobson, 2004: 35).

It is worth mentioning that, in East Asia, as the Sinocentric tribute system developed into the peak during the Ming Dynasty (1368–1644), it also served as a trading system in which foreign merchants came to the Middle Kingdom with a tribute in exchange for the rights to conduct trade. As a result, trade relations in East and Southeast Asia spread as the Chinese tribute system expanded. Far from being forced, some vassal states were persistent in conducting tribute missions to gain access to China’s economy (Hobson, 2004: 63–64).

Cultural exchange was also common in the millennium before 1500. Although Buddhism is not traditionally a religion that actively seeks to convert others, it nonetheless spread across East and Southeast Asia and became a widely followed religion in many countries thanks largely to the Buddhist monks and traders traveling across Central Asia and the South China Sea from as early as the second century AD (de Casparis, 2000: 65; Berzin, 1996). Similarly, with the rise of the Islam in the seventh century, “the density of commercial relations within the Muslim world constituted a sort of world market … of unprecedented dimensions” (Rodinson, 1974: 56), accompanying which was the diffusion of Islam not just westwards to Europe, but also eastwards right across to India, Southeast Asia, and China, as well as southwards into Africa with the expansion of the Islamic commercial influence (Hobson, 2004: 39).

During the centuries before 1500, the flow of inventions across Eurasia was mostly from the East to the West. It was the nautical and navigational technologies and techniques invented in the East that made the Age of Discovery possible. Even cannon and gunpowder were also the discovery of the Chinese, which had previously diffused to the West before being used to conquer the East on Vasco da Gama and his contemporaries’ way to navigate the world (Hobson, 2004: 21).

Moreover, it is often forgotten that, before Christopher Columbus set off across the Atlantic Ocean, adventurers had already traveled around the world and established connections with far-flung societies. Around the 13th–15th centuries, Marco Polo of Venice introduced China and Central Asia to Europeans; Ibn Battuta of Morocco traveled over 75,000 miles to nearly every Muslim country; Zheng He of China commanded an enormous fleet of ships reaching 30 countries throughout Asia and Africa.

European globalization was developed upon the foundation laid down by the East. However, as we emphasize the existence of oriental globalization tracing back long before the rise of the West, we do not mean to downplay the fact that the West-driven globalization has been more global in scope than previous ones. Linking to European colonial expansion in its early years, it has created economic dependency (core–periphery) as well as the diffusion of political institutions, including the nation-state model, which shapes the world we currently live in. But, by reminding people of the oriental globalization, we demonstrate that an integrated global economy is nothing new and may have benefited societies for ages (and will continue being so in the future).

3. Globalization Debate: Winners and Losers

As we have examined globalization from a non-West perspective, another relevant question is whether its fruits can be claimed by East and West alike. Traditionally, people tend to believe that the West is the major winner of globalization and, therefore, also its driver. However, with the recent stagnation of the Western economy and the resulting protest against globalization by its core members, this conviction has been increasingly challenged. Responding to the recent debate regarding winners and losers of globalization, in this section, we will inspect questions including (1) whether (and to what extent) globalization is good; (2) is globalization heading to the end or just a new phase; and (3) how does the new change influence the world order.

3.1. Is globalization good?

Of late, much debate is about whether globalization is good. Different people may have different answers. But one thing is certain: globalization has benefited some more than others and there are both winners and losers in its development.

Importantly, globalization has greatly promoted economic growth in the developing world. For instance, integration into the world economy has driven China’s exports from US$ 970 million to US$ 974 billion in three decades, making it the world’s second-largest economy and among the biggest beneficiaries of globalization (Meredith and Hoppough, 2007). In India, the opening of FDI inflows in the second-half of the 1990s and especially in the 2000s has witnessed an acceleration in its average annual rate of economic growth and substantial industrial growth, lifting the country out from decades of economic stagnation and perpetual economic crisis (Nayar, 2006: 81). Since transitioning into a market economy in 1986 from a centrally planned economy, Vietnam’s economy grew 8% a year in the 1990s and 7% in the 2000s. As a result, the rate of poverty declined sharply from 58% to 37% over the period 1993–1998, which trend has continued in the 2000s (Le et al., 2014: 1). These are just a few examples.

To be certain, globalization is good — and not just for the rich, but especially for the poor (Meredith and Hoppough, 2007). If we have expected those at the top of national and global income — such as the richest 12% of Americans, between 3% and 6% of the richest British, Japanese, German and French — be the gainers of globalization, it should never be neglected that globalization has also lifted millions out of poverty in the developing world (Milanovic, 2012). According to Milanovic (2012), those between the 50th and 60th percentile of the global income distribution (including people with annual after-tax per capita incomes between 1,200 and 1,800 international dollars) have achieved an 80% real increase in their incomes from the globalization of the past two decades. They are 200 million Chinese, 90 million Indians, as well as about 30 million each in Indonesia, Brazil, Egypt, and Mexico. Meanwhile, those in the bottom third of the global income distribution (excluding the poorest 5% of the population) have also gained from globalization, with real incomes being lifted between more than 40% and almost 70% (Milanovic, 2012).

However, while globalization has been great for some, it has also left many behind. In particular, for those people whose incomes fall between the 75th and 90th percentile of the global income distribution, they have not found their lives being much improved during the past two decades. They are often mentioned as a global upper-middle class, including many citizens of rich countries as well as people from former communist countries and Latin America (Milanovic, 2012).

Scholars and politicians have searched for reasons why the global upper-middle class, who used to gain much from greater integration with the rest of the world, has lost out in the recent wave of globalization. Some blame the free movement of unskilled workers across states’ boundaries and the liberalization of immigration policy in developed countries, both of which are inevitable to globalization. Others suggest increasing competition from imports that use cheap labor intensively in countries like China, India, and Indonesia to be responsible for their vulnerable status, which is made possible by international transportation improvements and trade-liberalizing policies (Williamson, 2002: 10). Unsurprisingly, those “non-winners” in the developed world have fueled the discontent against globalization, complaining that their jobs being taken away and their culture eroding because of the deepening of globalization.

Equally important is the fact that although global inequality between individuals has been brought down, the inequality between nations is growing against the backdrop of further development of globalization. According to the World Bank (2013), “the divisions between countries are more pronounced than those between different income classes within countries” and, to many people, the place where they were born decides their incomes. The World Development Report also finds that GDP per capita in the richest 20 countries has grown to 37 times that of the poorest 20 nations, a gap that has doubled from the 1960s to 2000s (Beer and Boswell, 2019).

In addition, globalization has become a transmission belt for crises and conflicts. The financial crisis, terrorism, money laundering, pandemics have spread all across the world because of the increasing mobility of people, goods, information, and factors of production institutions and policies. People have been more and more impacted by events taking place thousands of miles away and lost their control over agendas that influence their daily life. In other words, while globalization has empowered people in the sense that they have more freedom to expand their potential, it also makes people ever vulnerable to external shocks they have no command.

However, as Thomson (2016) suggested, despite all these defects, globalization “has, for many people, been a great force for good.” After all, thanks to globalization, the human race in aggregate has never had it so good: life expectancy has risen by more in the past 50 years than in the previous 1,000 years; extreme poverty has been reduced from two-fifths of humanity at the end of the Cold War to one-eights now (Thomson, 2016). And according to the research by Bergh and Nilsson (2014: 42), to most developing countries, closer economic integration and higher levels of globalization have been the most effective ways to get out of the poverty. While there are people having gained less, globalization benefits the world in a much greater degree.

3.2. End of globalization?

As the so-called global upper-middle class has perceived to benefit less, fears about globalization arise, especially in the West. This makes people start wondering if the end of globalization has arrived, the impression of which has been further strengthened by the rise of right-wing populist politicians, the increasing tendency of protectionism, and the withdrawal from multilateralism by major Western powers. As Nouriel Roubini said, to many people, Brexit was not just about the EU, but a vote of no confidence against globalization (Thomson, 2016).

However, this is just the misperception in the West, which is much less true in the real world. As a matter of fact, the actual interactions taking place among countries are not declining but growing. Demonstrated by the DHL Global Connectedness Index, globalization — measured based on flows of trade, capital, information, and people — rose to a record high in 2017. As the index shows:

for the first time since 2007, all four types of flows crossing national borders increased significantly. Trade in goods grew at its fastest pace since 2011, and international tourism the fastest since 2010. Free calls over the Internet continued to power strong growth in international communications. (Altman, 2019)

Comparing to the West, confidence in globalization is strong in China and India. According to the American Enterprise Institute, Chinese companies’ overseas investment has grown more than 10 times from 2005, reaching US$ 111 billion worldwide in 2015. The same pattern played out in India as well, where total investment rose 43% in the past five years (Shanahan, 2019). More importantly, unlike in the West where people are pessimistic about globalization, Chinese and Indians embrace it quite warmly. Pew 2016 Global Attitudes Survey indicates that 60% of Chinese and 52% of Indians agree that involvement in the global economy is beneficial, comparing to 44% in the U.S. holding this similar view. Meanwhile, 82% of Chinese and 72% of Indians believe their children will be better off than parents; and 75% Chinese and 68% Indians are satisfied with their nations’ greater roles in the world than 10 years ago (Stokes, 2016). All of these imply that globalization has won followers in these two countries.

Similar can also be said in Africa, though maybe to a lesser degree. After decades of near isolation, Africa now has made progress in regional and global integration. The West’s backlash against globalization should not deter them, as Calestous Juma of Harvard University maintains. “In fact, Africa could even provide a model for a new, less flawed form of globalization” (Thomson, 2016).

Indeed, what we see is not the end of globalization (or de-globalization), but, more precisely, a process of re-globalization — a different phase and form of globalization, which is due to a global trend — the rise of Global South and South–South linkages — as well as actions and policies of China. As Pier Carlo Padoan, Italy’s former Finance Minister, correctly pointed out, “I don’t think we’re exiting globalization, I think we’re entering a new stage of international global relations where national policies will shape how globalization eventually develops” (Parker, 2017).

3.3. Multipolarity or multiplexity?

Now that globalization has gotten new momentum (despite some backlashes in the West), what does it mean to the world order? More importantly, with the increasing diffusion of power as well as the role played by non-Western actors in globalization, how will the global governance look like in such a new world order?

Realists tend to describe the world by the number of great powers because they believe that power — military and material wealth in particular — is the only currency of international politics. The term “rising power” accordingly refers to countries that have a clear potential to be great powers, or in other words, one of the several poles in the future world order. According to a report issued by the U.S. National Intelligence Council (2012: ii), with the rapid and vast geopolitical changes characterizing the world today, we will not see any hegemonic power in 2030. “Instead, power will shift to networks and coalitions in a multipolar world.” Despite its seemingly forward-looking tone, it still looks at great powers to shape the future of the world order.

However, with the trend of further globalization (or re-globalization), what is emerging is not a multipolar world, but a multiplex one where the ability to produce order or to generate disorder to influence global outcomes lies not just with great powers, but with other state and non-state actors (such as rising powers, middle powers, regional powers, institutions, corporations, extremists and social movements) using material and ideational resources. This is a global system culturally and politically diverse but economically and functionally interconnected (Acharya, 2014: 113). As Acharya (2014: 8) put it, it “would be a world of diversity and complexity, a decentered architecture of order management, featuring old and new powers, with a greater role for regional governance.”

Along with the rise of a multiplex world is the new development of global governance. Corresponding to the increasing diffusion of power among different countries as well as non-government actors, the emerging global governance system in a multiplex world will be more fragmented than the previous one. In particular, disappointed with the weakness of existing institutions, a variety of actors may take responsibility for governance themselves, making no one dominate the system. Instead of respecting state authority, sovereignty is diluted and transnationalism replaces traditional intergovernmental bargaining, which decenters and levels formerly hierarchical organization.

Most importantly, with the rise of new powers that have been demanding more say in global institutions and/or creating alternative or parallel mechanisms, they are expected to play greater roles in global governance. Though their influence and power may be constrained by other fragmented forces as mentioned, they have become the real drivers of global governance who provide momentum for its further development. China, currently the second-largest economy of the world, stands out among these emerging powers.

Rather than a revisionist power, China has pledged support for free trade and globalization. Importantly, in his first appearance at Davos for the World Economic Forum in 2017, China’s President Xi Jinping defended the benefits of economic globalization and its ability to lift people out of poverty. As he said:

It is true that economic globalization has created new problems. But this is no justification to write off economic globalization altogether. Rather we should adapt to and guide globalization, cushion its negative impact, and deliver its benefits to all countries and all nations. […] We should commit ourselves to growing an open global economy. […] No one will emerge as the winner in a trade war. (Parker, 2017)

In addition to lip service, China actively participated in global governance. Not only is it the force behind new institutions like the BRICS New Development Bank, Contingent Reserve Arrangement, and the AIIB, it has also provided the largest UN peacekeeping troops among the five permanent members of the UN Security Council. Comparing to Western countries’ withdrawal from multilateralism and global/regional integration, China as well as its partners in the developing world have been more committed to global governance, who are determined to make it more relevant and effective.

These said, however, less U.S./West-centric does not mean that the West is not important in the new phase of globalization and global governance. Like in the past, they still matter for sure. Instead, what we emphasize here is the reform of global governance in a multiplex world, through which it will better reflect the new phase of globalization, the changing economic landscape, and voices from various quarters of our world (He, 2018). In the end, globalization has been an essential feature of our world and should leave no one out.

4. China’s Role: Case Studies of BRI and AIIB

Since Xi Jinping came to power in 2013, the Chinese government has deviated from Deng Xiaoping’s “hide your strength, bide your time” approach and shown its increasing assertiveness in driving not only the continual rise of China but also globalization and global governance to a new level. The BRI and the AIIB are the two projects that are proposed and sponsored by the Chinese government to improve infrastructure and economic connectivity throughout Eurasia and beyond and, therefore, China’s proposals to make a reality of globalization 2.0.

Even though the two initiatives were started up “by the same leadership of the same government in the same year for a similar purpose” (Shepard, 2017), they differ in their operation and organization principles, which in turn affect their different potentials and problems in the new stage of globalization. In this section, we will examine China’s role in both BRI and AIIB and uncover the opportunities and limitations China faces in projecting its influence in regional connectivity.

4.1. The BRI and its problems

The BRI is a massive Chinese economic aid and investment program launched by President Xi Jinping in 2013 as an effort to support infrastructure development in Eurasia and beyond. Although there is much uncertainty about how much investment it might involve, some projections put it as US$ 1 trillion over the next decade and as much as US$ 3 trillion over the long term. It is at least 12 times that of the Marshall Plan (adjusted for inflation) (Cendrowski, 2016).

To be specific, the BRI consists of the land-based Silk Road Economic Belt and the 21st Century Maritime Silk Road. If the “Belt” includes the construction of a network of railroads, oil and gas pipelines, and other projects stretching across the Eurasia Continent, the “Road” aims to improve ports along shipping lanes extending from Southern China to Indonesia and west to Africa, the Middle East, and southern Europe (Cendrowski, 2016). Six economic corridors have been identified to link countries along the Belt and the Road. Yet the scope of the initiative remains vague. In 2017, with Panama signing a cooperation agreement with China under the BRI banner (the action was soon followed by several other Latin American countries), people are increasingly convinced that the initiative is open to all countries as well as international and regional organizations (The World Bank, 2018).

While the BRI is mainly a development project, as many pointed out, China’s motivations behind it are both economic and strategic. Economically, it is a way to export China’s surplus domestic production capacity, secure business opportunities abroad for Chinese enterprises (especially those which are state owned), and acquire new markets for Chinese products and services. Strategically, the BRI intends to reform global economic governance, and enhance China’s global power and influence, both hard and soft, in its neighborhood and the world (Tekdal, 2018: 378).

However, despite the potential benefits the BRI is to bring to the regional connectivity and development, their realization is by no means automatic. In particular, three obstacles stand out whose solution influences the future of the massive initiative. Among them are China’s capacity to sustain the BRI in the face of diminishing domestic economic growth rate and domestic repercussions, the political instability in many of its partners, as well as the resistance of other regional powers.

4.1.1. China’s Capacity to Sustain BRI in the Face of Diminishing Domestic Economic Growth Rate and China’s Domestic Repercussions

The BRI is China-centric, under which projects are negotiated bilaterally and are dependent mostly on Chinese funding. In other words, it is a Chinese state-conceived project implemented mainly by state-owned enterprises, where politics might rule over due diligence.

However, after decades of nearly double-digit growth, now China is at a crossroads as its economy is under some strain. Since 2015, China’s GDP growth has been dropped to below 7%, which Beijing called the “new normal” at the Central Economic Work Conference in 2014 (Tekdal, 2018: 378). This is partly the result of China’s reform to curb the investment rate in its growth which is believed as unsustainable for the country’s long-term development (Tekdal, 2018: 378). But more importantly, with the increase of labor force costs and the fall of export growth, China has gradually lost its advantages in several key factors that have contributed to the productivity growth in the past. This trend is irreversible for the foreseeable future.

The slowdown is expected to be even sharper against the backdrop of the U.S.–China trade war. As scholars estimate, the recent escalation of the trade war will damage China’s exports and the new-term detente between the two countries seems unlikely (Fensom, 2018). Analysts at Bank of America Merrill Lynch even suggest that, if the trade war intensifies, China’s GDP growth could fall to 5.8% in 2019, which was the slowest rate of expansion in nearly 30 years (Reuters, 2019).

It is true that, if implemented properly, the BRI will help boost China’s GDP over the next decade. However, to sustain the BRI, China needs to deliver several significant projects first which are only possible under the support of a strong economy. While China’s growth is still robust despite slowing, it is a question to what extent its capacity may sustain the continuous expansion of overseas investment. Meanwhile, infrastructure projects often have long payback periods, uncertain returns and potential default risk, all of which combined add more uncertainties on China’s already weak financial sector that has been suffering from domestic debt for a long term.

In addition, domestic repercussions also influence the implementation of the BRI. Many ordinary people of China generally do not benefit from the “expansionist” strategy of the state and, in some cases, even become victims of the Chinese ruling class’ global ambition (Qian, 2019). For example, while the BRI has brought China-made steel, concrete and machinery new markets in the BRI countries, these products are often paid for with loans provided by China rather than cash back to the country (Qian, 2019). Moreover, against the backdrop of overall slowdown of the GDP growth, the expansion of overseas investment inevitably results in domestic inadequacy. In fact, Chinese citizens have shown misgivings about the money spent abroad while local governments are suffering from outstanding debt (some even argue close to a “boiling point”). The contradiction is further amplified as local governments start cutting their spending over education, medical care and social welfare, which leads to people’s deep skepticism over government’s overseas investment (Zhou and Lee, 2019). Although there are few domestic debates about its lack of transparency, people are concerned with the long-term returns of China’s investment.

However, as “to pursue the Belt and Road Initiative” has been added to the CCP’s Charter at the Party’s 19th National Congress, it has now become “too important to fail” (Southerland, 2019). This means that, despite costly, the BRI is likely to occupy a central place in China’s foreign policy for some time. But with the slowdown of its economy and the increasing domestic pushback, it is also important for Chinese leaders to think about until what point it has to retreat because otherwise, the cost can be substantial.

4.1.2. Political Instability in Many of Its Partners

In addition to the doubts of the sustainability of China’s capacity, political instability in many of China’s BRI partners also obstructs the further development of the BRI. Hereby political instability, we mean deep-seated conflicts, policy adjustment/reversion following the change of leaders as well as local resistance to Chinese investment. All these factors have increasingly stood out with the promotion and implementation of the BRI and, as China also realizes, the success of the BRI depends on to what degree it can adapt and learn from its setbacks.

Many of the BRI countries have been suffering from long term and deep-seated conflicts and instability, which, however, are beyond China’s knowledge and capability to solve (Ferdinand, 2016: 952). As Wang Jisi has correctly pointed out, China lacks both experiences with the complexity of political issues and people with knowledge of cultures and history of the regions like the Middle East and South Asia. In the promotion of the BRI, “it would be easy for China unintentionally to offend one party or another and then to find it difficult to extricate itself from the consequent rows” (Wang, 2012). Unlike China’s expectation, in many places, economics by no means is a panacea for all rooted conflicts and local aspirations.


In some BRI countries, risks come from the change of leadership. As happened in Myanmar, Sri Lanka, Malaysia, and Pakistan, following leadership changes were threats to review, postpone, renegotiate or cancel projects which incurred costs to Chinese investment and cast uncertainty over long-term projects (Pitlo III, 2018). While the Chinese government and companies have little control over such change, the setbacks encountered in these countries have taught them an important lesson to ensure fair and sound conditions in bidding investment (Pitlo III, 2018). For only when the process of investment is open and transparent, the opposition leaders will be less able to use Chinese projects as tools to delegitimize their political rivals and thus hurt the interests of China’s.

Equally important, the concerns of financial sustainability and the potential of corruption have dissuaded the local public in some BRI countries from supporting Chinese projects. In Thailand and Laos, despite the benefits of connectivity, the construction of the high-speed railway was poorly received due to concerns about China’s unfavorable financing (Aneez, 2017). In other cases, resistance took place because local communities were not actively involved early in the process. In Sri Lanka, for example, when the industrial zone opened in the South in January 2017, local people clashed with police and declined to move from their land, marking the first time opposition to Chinese investments in Sri Lanka that turned violent (Aneez, 2017). Although to what extent local resistance would hinder the implementation of the BRI depends on the regime type of the host state, the widespread of this phenomenon among Chinese partners discredit the reputation of the initiative and increases the costs of future projects.

4.1.3. The Resistance of Other Regional Powers: A New Great Game?

Although China has been stressing the “win–win” potential of the BRI, the United States and some of China’s regional neighbors are concerned with its geostrategic impact and reluctant to extend support to the initiative. Lacking buy-in from major regional and world powers, however, the BRI is likely to face more competition and challenges in its development.

The U.S. has been dismissing the BRI since its birth in 2013. For the U.S., the initiative is not only a neocolonial debt trap diplomacy that is ultimately destined to collapse but, more importantly, a sign of China’s continued quest for global hegemony leading the US–China relations toward a new Cold War (Khanna, 2019). As former U.S. Pacific Command Admiral Harris (2018) puts it, the BRI is “a concerted, strategic endeavor by China to gain a foothold and displace the United States and our allies and partners in the region.” Grounded on such estimation, the U.S. is antagonistic, if not yet hostile, to the BRI and has made its efforts to block the initiative’s further extension.

Ironically, obstruction also comes from China’s “friends.” Despite the recent warming trend of China–Russia relations resulting from both countries’ strained relations with the U.S., Moscow is no less suspicious of the BRI’s expansion in Central Asia which, has long viewed as within its sphere of influence. To Russia, the increase of China’s influence in Central Asia has overshadowed its project for a Eurasian Customs Union and a Eurasian Economic Community linking itself with Central Asia (Ferdinand, 2016: 952). Not less important is Russia’s fear about the possible long-term Chinese designs upon Siberia, especially against its demographic decline in the region (Ferdinand, 2016: 952). Therefore, notwithstanding rhetoric, Russia’s support to the BRI is, to say the most, selective and opportunistic.

Comparing to Russia’s hesitation, India, as the second-largest shareholder of the AIIB, has emerged as a vocal critic of the BRI. This is mainly because of the construction of the signature China–Pakistan Economic Corridor passing through disputed Pakistan’s Kashmir and Gilgit–Baltistan areas which India asserts as its territory. But also threatening is China’s increasing investments and thus influence in Sri Lanka and other South Asian countries, which New Delhi views as part of its backyard (Kennedy and Parker, 2015). Accordingly, even as its neighbors moved to celebrate the BRI, India has refused to subscribe to Xi’s master plan.

ASEAN is also ambiguous in its attitudes toward the BRI. On the one hand, it has embraced and benefited from closer trade and economic ties with China, securing itself with much-needed investment in infrastructure projects through actively participating in the initiative. On the other hand, it has also warned that China’s involvement in the construction of large-scale critical infrastructure could eclipse if not undermine ASEAN centrality and weaken regional states’ position over issues like South China Sea disputes (Yu, 2017: 364). While ASEAN, in general, still welcomes more China’s involvement in regional development, it is likely to balance China’s influence by engaging other regional powers at the same time.


The BRI will face varying challenges. But, as a new proposal to global governance, it is anything but strange that the imperfections and over-commitment bring it criticism and challenges. As some scholars point out, however, if “China demonstrates sincere efforts to learn and adapt, it could generate positive impacts and move China toward a more responsible model of development” (Haenle, 2019). With all its problems, it is still too early to anticipate its decline.

4.2. AIIB and the challenges and opportunities it brings

Although multilateral development banks (MDBs), i.e., the World Bank, the Asian Development Bank (ADB), have been active in financing development projects in Asia, a massive financing gap of around US$ 26 trillion remains to be filled in Asia’s infrastructure over the 15 years from 2016 to 2030 (ADB, 2017: vii). The emergence of AIIB in infrastructure financing, therefore, was sorely needed and, despite being inspired by China, benefits all of Asia. Unlike previously feared, after six years’ incubation and development, not only does AIIB turn out to be a non-competitor to more established multilateral development banks, but its value to fill the infrastructure financing gap also has increasingly been recognized by the international community and demonstrated by the fact that its members have grown to 97 as of April 2019 (AIIB, 2019). Instead of being a norm challenger, AIIB is a norm follower and proponent.

4.2.1. AIIB as a Multilateral and not China-Centric Institution

Established in June 2015 with 57 founding members, the AIIB is the first international economic organization conceived, initiated, and led by China (Wilson, 2019: 148). According to its Articles of Agreement, it is a broad-based, multilateral development bank dedicated solely to financing infrastructure and infrastructure-related projects in Asia (AIIB, 2015).

While nominating “Asia” in its title, AIIB’s membership is open to all members of the International Bank for Reconstruction and Development/ the World Bank and the Asian Development Bank (AIIB, 2015). Since the idea of the AIIB was first proposed by China in 2013, the bank’s development has been full of suspicion and distrust. Many alleged that it would be a China-controlled bank whose eventual purpose was to challenge and marginalize the existing multilateral development banks. This impression, however, was rewritten when the bank was officially launched in March of 2015, with 57 countries joining as founding members among which were the U.K., Germany, France, Italy, Australia, and South Korea. To secure broader membership during the membership negotiation, China had recalibrated its preferences and found compromises with those of prospective members. As a result, the governance structure of the AIIB changed dramatically between the proposal and establishment (Wilson, 2019: 159–160).

More importantly, China has voluntarily constrained its influence within the AIIB. In two years of negotiations with other members, the AIIB introduced a “fixed” supermajority in its decision making, which requires two-thirds of the total number of members and representing three-fourths of voting power (AIIB, 2015: 17). Unlike in the World Bank where the U.S. may revise the special majority to maintain its veto power when new members join, in the AIIB, no member states (China included) can change this supermajority, even though this would mean the dilution of China’s decision power in the face of future membership expansion (He and Feng, 2019: 170). China currently holds 26.6% of the AIIB’s vote share giving it veto power over decisions requiring a supermajority. But as Jin Liqun, the first president of the AIIB, said, “there are still many countries on the waiting list, and when the new members join, China’s voting power will be reduced. Such de facto veto power will be lost gradually” (Fu, 2016). China also did not insist that the president of AIIB has to be Chinese, which again differs from the World Bank, where the president has always been an American (Ren, 2016: 439).

With transparent governance arrangements formally controlled by the entire membership, AIIB has adopted policies consistent with international best practices for development financing (Wilson, 2019: 151). “This is the process of China gaining credibility and building up mutual trust by collective consultation and making decisions on democratic approaches,” Jin Liqun said (Fu, 2016). During two-year negotiation, China proved that it is willing to accommodate the new situation and outside suggestions, and the AIIB is not a China-centric institution (Ren, 2016: 441). After four years’ development and expansion, now the AIIB has become the second-largest multilateral development bank in terms of membership following only after the World Bank and represents open regionalism and broad cooperation between countries from both West and non-West.


4.2.2. AIIB Being an Important Complement to the Existing Development Institution

In addition to being a broad-based, multilateral institution, it is also worth mentioning that the AIIB is mainly in the economic arena and an important complement to the existing development institutions. As scholars point out, instead of replacing the ADB and the World Bank, “the major reason for the rise of the AIIB is rooted in the ADB’s unsatisfactory performance in financing Asia’s infrastructure development” (He and Feng, 2019: 175).

According to a report by the ADB, “between 2010 and 2020, Asia will need to invest $8 trillion in national infrastructure and an additional $290 billion in regional infrastructure projects in transport and energy” whereas the ADB and World Bank could only finance at about US$ 20 billion per year (Ren, 2016: 436). This figure of the gap between the demand and supply has grown to US$ 26 trillion over the 15 years from 2016 to 2030 (ADB, 2017: vii). The AIIB was launched against this backdrop. As Takehiko Nakao, the ADB President, said, at a time when all agree that there is a shortfall in infrastructure investment, an extra pool of money is welcomed (Donnan, 2015).

Being the first MDB established for many years, the AIIB has US$ 100 billion of subscribed capital (with half from China and the rest from other founding members), which makes it of a similar size to most of the established development banks. Meanwhile, unlike most of the existing MDBs, the AIIB specializes only in infrastructure yet gives up missions of achieving broader development goals such as poverty reduction and sustainable development, which it believes impose obstacles to infrastructure (Wilson, 2019: 153). Although having been criticized as lacking environmental and social standards in its investment, it received AAA ratings from top credit rating agencies, underscoring the fact that its role as a member of the MDB community has been well recognized (AIIB, 2017).

Importantly, instead of being a rival, the AIIB has cooperated widely with other MDBs since its launch. It signed a co-financing agreement with the World Bank in 2016, which allows the two banks to fund infrastructure projects together. Following the suit, the MoUs were also signed between the AIIB and the ADB, European Bank for Reconstruction and Development, and European Investment Bank (Wilson, 2019: 165–166). Moreover, among all the 35 projects that have been approved, only one is funded solely by the AIIB and all the rest are co-financing projects with 70.6% having another institution as the leading financier (Chen, 2019: 22–23). Finally, it also learned from the existing MDBs for technical expertise and governance experiences (Wilson, 2019: 168).

Although India declined to subscribe to the BRI fearing that China’s geopolitical ambition would undermine its influence, it has joined in the AIIB and secured about 31% of all AIIB funds so far (Chen, 2019: 24). As one of China’s major geopolitical competitors, India’s attitude is informative. As a bottom line, the AIIB was not seen as a financial tool of the BRI but a multilateral development bank led by a non-Western emerging power (Chen, 2019: 24).

4.2.3. A Test for China to Deliver Results

Finally, the AIIB has posed a test for China’s potential leadership in future global governance and international order (He and Feng, 2019: 154). As having led the bank, Beijing will be under intense international watch to deliver results.

The AIIB is expected to provide capital to countries that need support for a variety of infrastructure projects (Ren, 2016: 441). Until April 2019, it has approved US$ 7.5 billion in loans to support infrastructure projects in 13 countries of six regions, including East Asia, Southeast Asia, South Asia, Central Asia, West Asia, and Africa, which however is still far from the fund that has been provided by the ADB (Yuan et al. 2019). In 2017 alone, the ADB invested US$ 24 billion (Tobin, 2019). But more challenges lie in the years ahead. Despite attaining similar credit ratings to the ADB and World Bank, experts remain skeptical if it can maintain its best practice or deliver the tangible results as other MDBs have done (Tobin, 2019). It takes time for the AIIB to prove itself as a true equivalent of its Western counterparts.

If China fails in this endeavor, its image and clout as an emerging global power will be seriously damaged for the long term. But if it succeeds, and success here requires China to make significant adjustments to its regional policy by abandoning its expansive territorial claims and to enhance its military and economic transparency. And as a result, Asia and the West, including the U.S. and indeed the entire system of global governance, will be the big winner (Acharya, 2015).

To summarize, through promoting the BRI and AIIB, China has expressed its desire to play a greater global role as the U.S. turns inward and to isolationism. However, as it becomes more active on the international stage, it does not attempt to challenge the existing global governance institutions but largely follows their best practices (He et al., 2018). Whereas the BRI faces more obstacles due to its overemphasis on bilateralism and the idea of development as a panacea to all problems, the AIIB has demonstrated its openness and inclusiveness through negotiation with both emerging and mature powers and cooperation with established multilateral development banks (Chen, 2009: 1). In any case, China does not act as a norm challenger but a follower and proponent in its participation and reform of global governance. Its greater role should be welcomed, especially at a time when the value of globalization is contested in the West.

5. Conclusion

From a historical perspective, globalization has gone through ups and downs and never been linear in its progress (He, 2017). After several decades of rapid growth, especially since the end of the Cold War, the world has become interconnected to an unprecedented degree and no state acting alone may survive in such a world. In the meantime, some people are left behind in this process. While witnessing the fast growth in many parts of the world, many in the West find that their economies have not been much improved in the past decades.

As Brexit and the election of Donald Trump in the U.S. are often considered as examples of the opposite trend against globalization, the real trigger of this debate regarding “globalization” vs. “deglobalization” is the thriving of emerging powers and the relative stagnation of Western countries in the development of further globalization — or, in other words, the emergence of a multiplex world order. However, as the Bank for International Settlements suggests, it is misleading to claim that globalization has peaked, although policymakers need to manage its side-effects carefully here (Jones and Reuers, 2017).

In other words, globalization is not ending but changing. So is global governance. Unlike many in the West who protest against globalization, emerging powers, especially China and India, have attached greater importance to making globalization and global governance work again. As we discussed in this article, China’s proposal of the BRI and AIIB are examples of such efforts.

Last but not least, in a multiplex world, global governance needs consensus-building between major powers as well as participation by various actors specializing in different issues and areas. As we emphasize the greater role emerging powers may play, we also maintain that both the West and the rest should be deeply engaged in the process. After all, to most of us, globalization has become an essential feature of life, which is hard, if not impossible, to reverse.
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Chapter 3

BRI in the New Phase and Its Implications on China–ASEAN Relations

Lei Zhuning

1. Introduction

Since the launch of the Belt and Road Initiative (BRI) in 2013, remarkable achievements have been made. However, the BRI has also met with various difficulties and challenges. China has timely made policy adjustments in response to the problems and concerns. In the new phase of the BRI, deepened cooperation between China and ASEAN is capable of producing a strong synergy effect and creating dynamics conducive to regional cooperation and may open up a new world for global trade, multilateral cooperation, and long-term development.

2. BRI and Its Achievements in the Past Five Years

The BRI was officially launched in 2013. In September and October of 2013, when the Chinese President Xi Jinping visited Central Asia and Southeast Asia, he raised the initiatives of jointly building the Silk Road Economic Belt and the 21st Century Maritime Silk Road. Since then, the BRI has attracted attention all over the world. In the same year, at the China–ASEAN Expo in Nanning, China, the Chinese Premier Li Keqiang emphasized the need to build the Maritime Silk Road oriented toward ASEAN and to create strategic propellers for hinterland development.

In March 2015, with authorization from the State Council of the central government of China, the National Development and Reform Commission, Ministry of Foreign Affairs, and Ministry of Commerce of China jointly issued the Vision and Actions on Jointly Building Silk Road Economic Belt and 21st Century Maritime Silk Road (hereinafter referred to as the Vision and Actions on BRI), which offers a detailed explanation of the basic idea of the BRI: “The Belt and Road run through the continents of Asia, Europe, and Africa, connecting the vibrant East Asia economic circle at one end and developed European economic circle at the other, and encompassing countries with huge potential for economic development. The Silk Road Economic Belt focuses on bringing together China, Central Asia, Russia, and Europe (the Baltic); linking China with the Persian Gulf and the Mediterranean Sea through Central Asia and West Asia; and connecting China with Southeast Asia, South Asia, and the Indian Ocean. The 21st Century Maritime Silk Road is designed to go from China’s coast to Europe through the South China Sea and the Indian Ocean in one route, and from China’s coast through the South China Sea to the South Pacific in the other.”

According to the Vision and Actions on BRI, there are six overland economic corridors that are being planned under the BRI framework. They include a new Eurasian Land Bridge, and the China–Mongolia–Russia, China-Central Asia-West Asia, and China-Indochina Peninsula economic corridors. In addition, the China–Pakistan Economic Corridor and the Bangladesh–China–India–Myanmar Economic Corridor (BCIM-EC) are closely related to the BRI, and in reality, these latter two economic corridors have also been incorporated into the BRI framework.

The purpose of the BRI is to “take advantage of international transport routes, relying on core cities along the Belt and Road and using key economic industrial parks as cooperation platforms,” to “help promote the economic prosperity of the countries along the Belt and Road (B&R) and regional economic cooperation, strengthen exchanges and mutual learning between different civilizations, and promote world peace and development. It is a great undertaking that will benefit people around the world,” as stated by the Vision and Actions on BRI.

China attaches great importance to its cooperation with the ASEAN under the BRI framework. First of all, the BRI is closely related to the ASEAN countries. Besides the “21st Century Maritime Silk Road,” there are two overland economic corridors linking China with mainland ASEAN: The China-Indochina Peninsula Economic Corridor and the BCIM-EC. Secondly, there are many advantageous conditions besides geographical closeness between China and the ASEAN countries in the region for furthering cooperation, including strong economic bonds, historical links, cultural affinities, cross-border ethnic peoples, and so on. Thirdly, various existent cooperation mechanisms such as China–ASEAN FTA, the Greater Mekong Sub-regional Cooperation (GMS), and the Lancang–Mekong Cooperation (LMC) have laid the foundation for deepened cooperation. Therefore, it is quite natural for China to prioritize cooperation with the ASEAN. Whether the BRI could be successfully implemented to a significant degree depends on its practice and performance in the ASEAN countries.

Over the past five years, the efforts and development under the framework of BRI have greatly enhanced China’s trade and investment liberalization and facilitation. China’s trade in goods with countries involved in BRI has exceeded US$5 trillion, and the outward direct investment has exceeded US$ 60 billion, creating more than 200,000 jobs. China’s outward investment has become an important engine driving global outward direct investment.1

According to the Vision and Actions on BRI, although the BRI is fundamentally based on promoting physical connectivity, the scope of cooperation under the BRI framework, in reality, covers a wide range of areas. Key areas for BRI cooperation include policy coordination, facilities connectivity, trade and investment, financial cooperation, and people-to-people connectivity, which have been listed as the five major goals of BRI in the document.2

In addition to these five major goals, industrial cooperation has also been listed as a major area of cooperation by The Belt and Road Initiative Progress, Contributions and Prospects 2019,3 published by the Office of the Leading Group for Promoting the BRI during the Second Belt and Road Forum for International Cooperation (BRF) which was held in Beijing on April 25–27, 2019. According to this document, cooperation under the BRI framework has made remarkable achievements in these six areas in the past several years, especially with the ASEAN countries.

2.1. Policy coordination

Policy coordination is an important guarantee for this initiative and an essential precondition for joint actions.

The BRI has been incorporated into important documents from international organizations. The initiative and its core concepts have been inspired from the documents from the United Nations, G20, APEC and other international and regional organizations. More and more countries and international organizations are signing the intergovernmental cooperation agreements on the BRI. By the end of March 2019, the Chinese government had signed 173 cooperation agreements with 125 countries and 29 international organizations. The B&R has expanded from Asia and Europe to include seven more new participants from Africa, Latin America, and the South Pacific.

The Digital Silk Road has become an important part of the BRI. China has signed cooperation agreements with 16 countries to strengthen the construction of the Digital Silk Road. China has also launched the “Belt and Road Digital Economy International Cooperation Initiative” with ASEAN countries, including Laos and Thailand.4

2.2. Infrastructure connectivity

Infrastructure connectivity is high on the B&R agenda. Insufficient infrastructure investment is a bottleneck for economic development in developing countries. Accelerating infrastructure connectivity is a key area and core goal of the BRI.

Significant progress has been made in the construction of international economic cooperation corridors and passageways. As to the China-Indochina Peninsula Economic Corridor, progress has been made in infrastructure connectivity and the construction of cross-border economic cooperation zones through this corridor over the past five years. The Kunming-Bangkok Expressway has been completed, while the China–Laos and China–Thailand railways and some other projects are well underway. Cooperation has started in building the China–Laos Economic Corridor. More intensive efforts have been made to dovetail Thailand’s Eastern Economic Corridor and the BRI. Economic cooperation between China and Cambodia, Laos, Myanmar, Vietnam, and Thailand is advancing steadily. Positive role for the China–ASEAN (10+1) cooperation mechanism, LMC mechanism, and Greater Mekong Subregion (GMS) Economic Cooperation is becoming clearer.

As to road construction, trial operations have been carried out on non-stop transport on China–Vietnam roads. China–Vietnam Beilun River Bridge II has been completed and opened to traffic. Positive progress has been made in implementing the GMS “Agreement for the Facilitation of Cross-Border Transport of Goods and People” (GMS CBTA).

As to railway construction, major progress has been made in building interregional and intercontinental railway networks focusing on such cooperation projects as the China–Laos Railway, China–Thailand Railway, and Jakarta Bandung High-Speed Railway. Preliminary research has advanced on the eastern route of the Pan-Asia Railway Network in cooperation with Vietnam.

As to air transport development, over the past five years or so, 1,239 new international routes have opened between China and other B&R countries, accounting for 69.1% of the total of China’s new international routes over that period. China has signed bilateral intergovernmental air transport agreements with 126 countries and regions. It has expanded arrangements for air traffic rights with ASEAN countries including Indonesia, Cambodia, and Malaysia.

As to energy cooperation, China has signed a large number of cooperation framework agreements and MoUs with other B&R countries and has carried out extensive cooperation in electricity generation, and utilization of oil and gas, nuclear power, new energy, and coal. China– Myanmar oil and gas pipelines have been completed and have been put into operation.

As to communication facilities, China and the International Telecommunication Union signed a “Letter of Intent to Strengthen Cooperation on Telecommunications and Information Networks Within the Framework of the Belt and Road Initiative.” Progress has been made in the construction of China–Myanmar cross-border fiber optic cables for information transmission.5

In the area of drafting joint development plans, in cooperation with ASEAN countries, China has formulated strategic plans such as the Greater Mekong Subregion Transport Strategy 2030, the China–ASEAN Transport Cooperation Strategic Plan, and so on.6

2.3. Unimpeded trade

Unimpeded trade is an important goal of the BRI. China’s average tariffs had dropped from 15.3% when it joined the World Trade Organization to 7.5%. And China has issued the “Initiative on Promoting Unimpeded Trade Cooperation Along the Belt and Road,” to which 83 countries and international organizations have subscribed. China has signed or upgraded free trade agreements with ASEAN, Singapore, Pakistan, Georgia, and other countries and regions, and signed an economic and trade cooperation agreement with the Eurasian Economic Union. A network of free trade areas involving China and other B&R countries has now taken shape.

From 2013 to 2018, the value of trade between China and other B&R countries surpassed US$ 6 trillion, accounting for 27.4% of China’s total trade in goods and is growing faster than the country’s overall foreign trade.

Since 2009, China has become the largest trading partner of ASEAN for 10 consecutive years, and ASEAN has become the third-largest trading partner of China after the European Union and the United States for 8 consecutive years. Among China’s top seven trading partners, trade between ASEAN and China has grown the fastest.7


In 2016, of the top five countries in China’s trade with countries along the “Belt and Road” route, four are ASEAN countries, i.e., Vietnam, Malaysia, Thailand, and Singapore. In 2016, the trade volume between China and Southeast Asia was US$ 455.44 billion, accounting for 47.8% of the total trade between China and 64 countries along the “one belt and one road.” Among the 64 countries along the “Belt and Road” routes, China’s exports to Southeast Asia are the largest, accounting for 44.1%; China’s imports from Southeast Asia are also the largest, accounting for 53.6%.8 In 2017, the bilateral trade volume between China and ASEAN reached US$ 514.8 billion, an increase of 13.8% over the previous year.9 In 2018, bilateral trade volume has reached a new high. According to customs statistics, in 2018, the trade volume between China and ASEAN reached US$ 587.87 billion, a record high, an increase of 14.1% over the same period last year, exceeding the average growth rate of China’s foreign trade.

Two-way investment has also achieved fast growth. According to customs statistics, in 2018, China’s non-financial direct investment flows to ASEAN amounted to US$ 9.95 billion, an increase of 5.1%. This is significantly higher than the 1.7% increase in the previous year. ASEAN investment flows to China amounted to the US$ 5.72 billion, an increase of 12.5% over the same period last year. By the end of 2018, China’s cumulative investment in ASEAN was US$ 89.01 billion, ASEAN’s cumulative investment in China was US$ 116.7 billion, and the stock of two-way investment increased 22 times in 15 years. For the first time, ASEAN has surpassed the British Virgin Islands and ranked as China’s second-largest destination for foreign investment after Hong Kong. At the same time, ASEAN is also the third-largest source of investment in China, after Hong Kong and the European Union.10

Besides, new trade models such as cross-border e-commerce are becoming an important driver of trade. As Silk Road e-commerce prospers, China has established cooperation mechanisms for bilateral e-commerce with 17 countries. In 2018, the total value of retail goods imported and exported through the cross-border e-commerce platform of China Customs reached US$ 20.3 billion, growing by 50% over the previous year.11

2.4. Financial integration

Financial integration is an important pillar of the BRI. China has been promoting multilateral financial cooperation under the BRI framework. China’s Ministry of Finance and its counterparts in 27 countries, including Indonesia and Singapore, have endorsed the “Guiding Principles on Financing the Development of the Belt and Road.” According to the Principles, the countries participating in the BRI support channeling financial resources to serve the real economy of countries and regions involved, with priority given to infrastructure connectivity, trade and investment, and industrial cooperation among others.12

2.5. Closer people-to-people ties

People-to-people ties are the cultural foundation for building the B&R. China has endeavored to promote people-to-people connectivity through diverse forms of cultural exchange. China and other B&R countries have hosted various cultural exchange events and programs. A total of 17 Chinese culture centers have been set up in B&R countries. China has signed cooperation agreements on the protection of cultural heritage with Indonesia, Myanmar, and Singapore.

In the area of tourism cooperation, in 2018, outbound Chinese tourists numbered 150 million, and inbound foreign tourists numbered 30.54 million. ASEAN countries, including Myanmar, Vietnam, Malaysia, the Philippines, and Singapore became the main tourist sources for China.


In the area of cooperation in health and medicine, China has cooperated on the prevention and control of AIDS, malaria, dengue, flu, and tuberculosis with Lancang–Mekong countries. China has dispatched ophthalmology teams to Cambodia, Myanmar, and Laos to carry out the “Brightness Action” program, providing free cataract surgery for patients in these countries.

In the areas of disaster relief, assistance, and poverty alleviation, since the first BRF, China has provided RMB 2 billion in emergency food assistance to developing countries participating in the initiative, injected an additional US$ 1 billion to the South–South Cooperation Assistance Fund. Pilot joint poverty alleviation projects have been carried out in countries, including Myanmar, Laos, and Cambodia. China has provided Laos and other countries with seismic monitoring equipment to improve its early warning and disaster alleviation capacity. China has also initiated 24 cooperation programs with civil society organizations in Cambodia and Nepal to improve local people’s livelihood.13

2.6. Industrial cooperation

China’s direct investment in B&R countries has seen steady growth. From 2013 to 2018, China’s direct investment in B&R countries surpassed US$ 90 billion, realizing a turnover of US$ 400 billion in foreign contracted projects in these countries.

China and B&R countries have made a vigorous effort in developing industrial parks and special economic zones. Applying market principles and complying with laws, Chinese businesses of all types have joined in the development of cooperation parks and zones in other B&R countries, sharing China’s best practices and the experience it has gained in development zones and industrial parks during reform and opening up.

China has established the China–Laos Mohan–Boten Cross-Border Economic Cooperation Zone, and more economic cooperation zones with Myanmar, Vietnam, Laos, Cambodia, and other ASEAN countries are being planned or built.


China has also signed third-party market cooperation agreements with France, Italy, Spain, Japan, and Portugal. For instance, China and Japan have agreed to cooperate on the joint development of the Eastern Economic Corridor of Thailand.14

3. Problems and Challenges

In recent years, proverbially, while making remarkable achievements, BRI has also encountered some problems and challenges in the ASEAN region. For example, those signature projects such as the East Coast Rail Link Project in Malaysia, the Sino-Thai Railway Project in Thailand, and the Kyaukphyu Special Economic Zone Project in Myanmar have either met with difficulties or have been making little progress, far slower than expected.

When this author attended the SEASIA 2017 conference at Chulalongkorn University at the end of 2017 and exchanged views with scholars and students at Mah Fa Luang University in September 2018, I was grilled with questions like the “debt trap” of Chinese investment, bribery-giving activities of Chinese enterprises, misconduct of Chinese tourists, new Chinese immigrants to ASEAN countries, the relationship between China and MRC, and so on. These questions are very indicative of what kind of problems BRI is now facing in ASEAN and ASEAN’s concerns on cooperation with China. Needless to say, there are some problems that China needs to take measures to improve. Meanwhile, this author noticed that some problems arose due to a lack of information and probably different ways of thinking, which needs to be bridged through more exchanges of opinions and the promotion of mutual understanding.

3.1. Different realities and ways of thinking — the problem of having a better understanding of each other

In recent years, the most talked-about problem of large-scale BRI projects is the so-called “debt trap.” Some people believe that BRI projects would bring debt problems to the B&R countries, and as the projects are not transparent, Chinese enterprises may use BRI projects to monopolize the local market.

The Chinese government takes the issue of the debt burden of developing countries very seriously. China has been discussing and cooperating with the International Monetary Fund (IMF) to provide developing countries with long-term financing solutions to construct infrastructure projects, which will not result in an increased debt burden for them (Chan, 2018).

From China’s experience, there are many advantages to the advanced development of large-scale infrastructure. China has put much effort into the development of its transport infrastructure since the inception of its reform and opening-up at the end of the 1970s. The achievement is phenomenal: the total mileage of expressway of China reached 138,700 km by the end of 2017 — world’s No.1; the total mileage of high-speed railway reached 25,000 km by the end of 2017 — also world’s No. 1, accounting for 66.3% of total world mileage of high speed railway; 7 of the top 10 world’s busiest container seaports are now in China.

The prioritized and fast development of transport infrastructure contributes hugely to China’s economic development. Prioritized development of transport infrastructure has helped China optimize the distribution of resources within the whole country, improve the overall economic efficiency, release the economic potentials of formerly landlocked interior areas of China, and provide new domestic market space for stable and sustainable development of the Chinese economy.

China’s experience shows that advanced development of infrastructure accords with the need for fast economic development — “Build roads before getting rich,” as a Chinese saying goes. It is often more cost-effective to develop infrastructure first, as the slow development of infrastructure may cause loss of efficiency and development opportunity, resulting in far more costs in the long run. A certain infrastructure project itself may not necessarily be profitable due to its nature of “public goods.” However, there are huge spillover effects, which will provide great support for the overall development of the whole society. Therefore, assessment or decision should not be made merely based upon whether a certain project is profitable. Moreover, for large-scale projects, it is usually the case that it is impossible to make a profit before reaching a certain level of economies of scale.

However, ASEAN countries are facing different situations. ASEAN countries are confronted with practical difficulties such as lack of funds and technologies, difficulties in land acquisition, limited government capacity, and other constraints. In addition, low expectation of long-term economic growth, low level of intraregional trade, traditional self-sufficiency economy may have also contributed to people’s cautions and skepticism about advanced development of infrastructure projects, especially those requiring large investment, which may not be able to generate enough benefits and may turn out to be a costly white elephant.

Differences in thinking may also have played a role in the worries about the so-called debt trap of large infrastructure projects. Many people in ASEAN countries do not recognize the concept of “building roads before getting rich.” For example, when roads have been built in the countryside of China, farmers will be able to travel to cities to find jobs, which is beneficial to the economic development of both rural and urban areas. However, this is not the case in countries like Malaysia, as improved road conditions will not induce more farmers into cities, and will not create many economic benefits. Another difference is that China’s domestic economy is in good shape with a booming export sector, but this does not necessarily mean that other countries can easily follow China’s example and use the new roads — built probably with help from China — to develop their economies and earn foreign exchange through exports (Chan, 2018).

Therefore, although ASEAN countries generally need more infrastructure, when it comes to specific projects, people from China and ASEAN countries may not be on the same page.

3.2. By big enterprises or SMEs? — the problem of development mode and benefit-sharing

As to infrastructure construction, in the previous years, there were mainly China’s state-owned enterprises, usually large state-owned enterprises, that had undertaken large-scale infrastructure projects, and the loans and financing resources of the banking system had been provided mainly to these enterprises.

Certain economic necessities underpin this phenomenon, as large-scale transportation and energy infrastructure projects usually require a huge investment. Also, they have problems such as long construction and repayment period, great social and environmental impacts, the uncertainty of future returns as some of these projects usually belong to “public goods” and are part of the government’s welfare promised to the public.


This situation makes small and medium-sized enterprises (SMEs), which mainly pursue short-term benefits and usually have a risk-averse tendency toward projects with uncertain returns unable, and unwilling to take part in the construction of these projects. Lack of participation of SMEs leads some people to believe that the benefits are not shared fairly among the stakeholders. At the same time, they also believe that some projects planned by the government lack sensible assessment and estimation of market demand before they are started.

Many countries in ASEAN attach great importance to supporting SMEs’ development. Therefore, it is necessary to consider giving more support to the SMEs and implementing more public–private partnership (PPP) projects in infrastructure construction.

When this author visited Yangon in March 2017, I was surprised to learn that more than 100 Chinese textile and garment enterprises had already invested in Yangon, employing tens of thousands of local workers. Braving the difficulties of the inadequacy of necessary infrastructure and lack of government support, these enterprises had entered into Myanmar, making this author wonder that if they had been able to prosper without government support, how much they would have achieved if some support had ever been given to them.

The participation of SMEs in BRI is undoubtedly closely related to the issue of benefit-sharing among stakeholders and will impact the inequality of the host countries. For instance, in my exchanges with some Myanmar scholars recently, I felt that they were worried about the impact of BRI projects on inequality in Myanmar. Myanmar’s economic reform, which began in the early 1990s, had stimulated crony capitalism, as only businesses with close relations with the military government could obtain projects. They feared that some large-scale projects of BRI might create similar situations for the development of crony capitalism and thus exacerbate inequality in Myanmar.

On the other hand, one may argue that the “Matthew Effect” of laissez-faire neoliberalism would also exacerbate inequality, leading to the rich getting richer and the poor poorer. Nonetheless, SMEs usually pay more attention to economic benefits, and the small and medium-sized projects they involve in usually bring benefits to more people.

A case in the northern Shan State of Myanmar reveals the importance of inclusive growth regarding how SMEs and ordinary people can benefit from BRI projects. A Myanmar scholar recently conducted a field investigation on maize cultivation in the Shan State of Myanmar. The following is what he found:

The local agrarian economy can be summed up in one word: maize. It has become a money-spinner for the growers and the whole value chain — warehousing, transport, and mechanized agriculture. There is no more ploughing with oxen or buffaloes and no more bullock carts. Hand tillers have given way to full-size tractors. Some years back, a western scholar-friend did a small survey in both northern and southern Shan State, and his finding was that hybrid maize had got many local farmers into debt. I mentioned this twice on a recent visit, and the reply was: no, in fact, maize had got farmers out of debt. At Namlan in central Shan State, I remarked on the good power supply and asked where it came from. The reply was that it was from the Shweli hydropower project on the China-Myanmar border. (Khin Zaw Win, 2018)

According to the Myanmar scholar, the proposed China–Myanmar Economic Corridor has already begun regardless of the official bilateral agreement. People living along the corridor have already been engaged in cross-border cooperation and got benefits from it.

This pertinent case tells us that it is crucial for BRI’s success to let more people be involved to have a sense of “ownership” of the related projects and obtain concrete benefit from the BRI projects, albeit how small in scale they are. The governments may provide some necessary guidance and support to promote cooperation, but the true success of cooperation eventually depends on whether the common people — the most important stakeholder in BRI — can truly benefit from it. Moreover, the success of bilateral and regional cooperation not only depends on the infrastructure projects sponsored by government agencies but also depends on the “invisible hand” — the force of the market.

3.3. Interaction with the grassroots — the problem of lack of understanding with the local communities

One of the prominent weak links of Chinese enterprises in ASEAN is their relations with the local grassroots society and the civil society organizations (CSOs). The Myitsone hydropower project is a case in point. The Myitsone project, a major one in China–Myanmar cooperation, has been mired in controversy since the project was suspended in 2011 by Myanmar’s previous government. There are many reasons behind the suspension of the project, and the author has tried to understand the views of some of the local CSOs.

When discussing with this author about the reasons for not supporting the Myitsone project, a representative15 of a non-governmental organization (NGO) in the Kachin State of Myanmar told this author:

The reasons why people are not supporting the resumption of the Myitsone project include:

(1) Insufficient or lack of information, lack of prior consultation and free consent, and lack of updated information;

(2) (Myanmar) government’s limited capacity in dealing with its people;

(3) (Myanmar) government’s limited capacity in the management of the projects (including prevention of corruption);

(4) Weak (Myanmar) national laws and regulations;

(5) Lack of support in livelihood transition for local people (from farming to industrial jobs);

(6) Poor compensation mechanisms if the damage is done and lack of dispute management. And in most cases, local people blame their government for about 70% of the problems, and the rest 30% goes to the Chinese counterpart.

As mentioned earlier, the Myitsone project has not been resumed, and the reasons cited by the NGO representative are probably only a fraction of the truth, far from revealing the whole picture. However, the opinions from the grassroots and CSOs should be earnestly sought after and given enough attention, and efforts should be made to improve on the relevant issues if there is space for improvement. This is an important and costly lesson for relevant Chinese enterprises to learn — making up for their shortcomings, strengthening the weak links, and bridging the differences with the local communities first, rather than rushing to attribute problems to objective causes and blame others — this should become a principle to be followed in dealing with similar difficulties and challenges.

3.4. China–MRC relations and regional water resources management — the problem of building mutual trust

China–MRC relations and regional water resources management of the Mekong river have been a frequently mentioned problem, which constitutes a challenge to the relationship between China and mainland ASEAN countries, especially the lower Mekong countries, including Laos, Vietnam, Cambodia, and Thailand.

3.4.1. Concerns among the Lower Mekong Countries about the Lancang Hydropower Development

The Mekong river is called “Lancang river” within China and the Lancang river is divided into three parts: the upper Lancang river is the section of the river in the Tibet Autonomous Region, the middle Lancang river runs from the Tibet–Yunnan border to Miaowei in Yunnan’s northwest, and the lower Lancang stretches from Miaowei to the international border. At present, hydropower is produced only on the lower Lancang section, but feasibility studies have been carried out for the upper and middle reaches.

There are several hydropower stations on the mainstream Lancang river that China has built. Except for Xiaowan and Nuozhadu, these hydropower projects all have run-off type dams with limited capacity to hold water. The annual generation of a hydropower station is determined by the installed capacity of it and the time of generation and water storage level of the reservoir. Hence, power generation of run-off hydropower stations is especially low during dry seasons when there is relatively little water in the reservoirs.

China’s officially stated principle regarding GMS hydropower development is to pursue mutually beneficial sustainable development among GMS member countries and benefit the people living in the GMS. Despite this, however, controversies have increased concerning China’s GMS hydropower development activities, especially the hydropower projects on the Lancang river, because of the social and environmental impacts. Countries of the Lower Mekong Basin (LMB) worry that China’s hydropower projects on the Lancang river will cause changes in water level, water temperature, and water quality of the Mekong. These changes may negatively impact downstream agriculture and fish populations on which over 60 million people rely for their livelihoods and protein intake (Borton, 2002a; Fogarty, 2008).

Chinese hydropower experts argue that the Lancang river contributes only 13.5%–16% of the Mekong total annual flow. The first three hydropower stations in operation, i.e., Manwan, Dachaoshan, and Jinghong, all have run-off type dams, with limited capacity for holding water. So far, the Chinese dams have caused only limited impacts on flow fluctuations, bank erosion, and downstream agriculture and fisheries. The Xiaowan and Nuozhadu dams will cause a reduction of water flow in the wet season and an increase of flow in the dry season, which will not cause much change in the total annual volume of the water flow and may reduce drought in the dry season and salinity encroachment in the Mekong delta. It may also help control floods during the wet season (Peng, 2008; Ryder, 2008).

Other Chinese researchers believe that the dams on the Lancang river will have little impact on the total volume of flow, and pollution generated from the dams will be negligible. But the dams probably will hamper the upstream travel of migrant fishes, and changes in water temperatures could negatively impact the fishes’ reproduction process. Hence, a further study of the environmental and ecological impacts of hydropower projects is much needed. The researchers also point out that there might be negative impacts on biodiversity and increased bank erosion along the river, although these impacts will mostly occur within the Chinese borders (He and Feng, 2006: 152–153).

However, China’s statements have not been well received by the general public in the downstream countries. For instance, Thai environmentalists attributed a severe drought in Thailand to the Chinese dams holding the water flow in the dry season. Only after Ian Campbell, a senior environmentalist of the MRC declared that this was caused by an early ending of the wet season in 2003 and a late start of it in 2004 made the criticism subside (Macan-Markar, 2004). In August 2008, various regional media blamed the MRC’s failure to warn Thai and Lao villagers about floods, which they claimed were aggravated by the water released from hydropower dams in China. The MRC flood situation report for August 2008 showed that runoff that caused the floods was almost entirely generated between Jinghong in Yunnan Province and Luang Prabang in Laos. Water storage in the three operational dams on the Lancang river in Yunnan was insignificant compared to the runoff volumes during the flood, and releases from these dams played no significant role in causing the floods (MRC, 2008).

3.4.2. China’s Relationship with the MRC

The Mekong River Commission is probably the most important regional organization for coordinating transborder water resources utilization in the Mekong River Basin. The MRC, a successor of the Mekong Committee, was established by Cambodia, Laos, Thailand, and Vietnam in 1995 under the Agreement on the Cooperation for the Sustainable Development of the Mekong River Basin, known as the 1995 Agreement. Currently, China and Myanmar are only dialogue partners of the MRC, although the MRC hopes that the two countries can soon become full member states. MRC and China maintain a cooperative relationship. The most important cooperation between the two is the exchange of hydrological data, which is vital for flood prevention, river navigation, and the protection and allocation of water resources. The middle and upper reaches of the Lancang river lack basic hydrological monitoring due to poor hydrological infrastructures and the absence of continued data collection. To provide better data to the MRC, China has enhanced its capability of hydrologic monitoring.

China’s decision to not join the MRC has been widely viewed as reflecting its unilateral stance on the river basin development (Boyd, 2002; Borton, 2002b). While China’s limited cooperation with the MRC and LMB countries has been met with distrust and sometimes criticism, it is worth reflecting on the arguments for and against joining the MRC. Article 27 of the 1995 Agreement holds that decisions of the Joint Committee of the MRC shall be by unanimous vote. Some Chinese experts argue that hydropower development on the Lancang river has positive and negative effects on riparian countries’ downstream. As a result, it would be nearly impossible to get riparian countries unanimous approval for hydropower development on the Lancang river. The 1995 agreement also imposes regional cooperation among member states to maintain a stable flow of the Mekong and protect the basin’s basic environmental and ecological functions (He and Feng, 2006). China sees these stipulations as restrictions on its water utilization projects within Chinese borders and perceives them as an infringement on its national sovereignty. China also doubts the MRC’s neutrality, as the body is financially supported mostly by donors from outside the Mekong basin. Moreover, China shares a concern as to what extent the MRC can actually enforce the 1995 Agreement and other decisions taken within the organization, or whether it is instead a subsidiary to the national interests of its member states (Hirsch, 2006).

On the other hand, China also has much to gain from the 1995 Agreement. The agreement grants all member states free travel over the Mekong, which would provide China with critical access to international waters and an opportunity for regional economic integration. Becoming a full member of the MRC will deepen mutual trust between China and the MRC member states and facilitate regional cooperation and integration. China is aware that while political gains may conflict with economic benefits, it still might be to China’s advantage to choose political benefits at the expense of economic advantages. Sacrificing some economic gains from hydropower development and other water resource utilization in the upper reaches of the Mekong may be well compensated by other gains.

At present, China seems to favor joining the MRC, and the decision has probably become a matter of choosing the right time. Article 36 of the 1995 Agreement states that it has: “no retroactive effect upon activities and projects previously existing, on the date of signature by the appointed plenipotentiaries.” Citing this stipulation, some Chinese experts argue that China should join the MRC after completing several planned and ongoing hydropower projects on the Lancang river (He and Feng, 2006: 148).

Even though MRC membership is still to be decided, China is fully aware of its social responsibility related to hydropower development on the Lancang river. Possible measures have been considered to alleviate the impacts on the downstream countries. For example, the Ganlanba hydropower station has been designed to control and ameliorate the disruption of the natural river flow caused by the power generation of hydropower stations upstream.

In recent years, Chinese officials have shown a more cooperative and responsive attitude to lower Mekong countries’ concerns. It is noticeable that water resources management had been listed as one of the main areas of cooperation in the LMC framework, established in March 2016. China has become more willing to respond to LMB countries’ request, as shown in the case of releasing water from the dams on the Lancang river to help Vietnam alleviate the impact of the severe drought in 2016. However, the real effect has not been evaluated and has been doubted by some scholars in China.

In short, the construction of the B&R involves a wide range of fields, and it is inevitable to meet with some problems and challenges. It is important to face the problems head-on, understand the causes of the problems, take the lessons, and continuously make improvement.

4. BRI in the New Phase and Its Characteristics

In August 2018, the Chinese President Xi Jinping attended the symposium marking the fifth anniversary of the One Belt and One Road construction. In his speech, he stated that after five years, the overall layout for BRI had completed, and BRI was now moving toward the stage of taking root and lasting development.16

In his speech, the President further pointed out that in the past few years, the overall layout of the “One Belt and One Road” had been completed, and a “freehand brushwork” had been drawn. In the future, the focus should be on key projects, on elaborate implementation, and on jointly drawing a fine and delicate “fine brushwork.” Great efforts should be made to implement projects, establish a working mechanism, improve supporting support, promote positive progress of the project, and pay attention to the local people’s livelihood. Efforts should also be made to open up markets, build more trade promotion platforms, guide competent enterprises to carry out investment cooperation in B&R countries, develop new forms and modes of trade such as cross-border e-commerce, and pay attention to the issue of trade balance. Guidance should be given to mobilizing social funds to invest in infrastructure and resources development projects jointly. More exchanges in education, science and technology, culture, sports, tourism, health, archaeology and other fields with B&R countries should be promoted. More livelihood assistance and aid to people in B&R countries would be provided.

As to Chinese enterprises, the enterprises’ investment and operation should be standardized to make them operate according to the law. Environmental protection should be given more attention, and social responsibilities should be fulfilled. And Chinese enterprises should become the “ambassador of the image” of BRI.

The President further elaborated the principles and characteristics of the BRI in the new phase in his speech at the second BRF, which was held in April 2019 in Beijing as such:

(1) BRI will be guided by the principle of extensive consultation, joint contribution, and shared benefits. BRI needs to be carried out in the spirit of multilateralism, pursue cooperation through consultation, and keep all participants motivated. By engaging in bilateral, trilateral, and multilateral cooperation, the strengths of all participants should be fully tapped into.

(2) BRI will pursue open, green and clean cooperation. The Belt and Road is not an exclusive club; it aims to promote green development. Green infrastructure projects will be launched. In BRI cooperation, everything should be done transparently, and there is zero-tolerance for corruption. The Beijing Initiative for Clean Silk Road has been launched, representing a strong commitment to transparency and clean governance in BRI cooperation.

(3) BRI will pursue the goals of high standard cooperation, inclusive growth, and sustainable development. B&R countries will follow general international rules and standards in project development, operation, procurement and tendering, and bidding. A people-centered approach should be taken, prioritize poverty alleviation and job creation to deliver true benefits to the people of participating countries, and contribute to their social and economic development. All projects’ commercial and fiscal sustainability should also be ensured so that the intended goals will be achieved as planned. (Xi, 2019)

5. BRI and China–ASEAN Cooperation in Coming Years

There are doubts about BRI’s true intention and this author has once been asked in private whether BRI is a geopolitical tool of China. On the one hand, as the Chinese President Xi Jinping pointed out, building “One Belt and One Road” is an economic cooperation initiative, and it is not intended for setting up a geopolitical alliance or military alliance. It is an open and inclusive process, not for forming a small circle or a “Chinese club” behind closed doors. China welcomes all countries to join the BRI provided that they are willing to join.17

On the other hand, this author believes that the BRI should not refuse healthy competition. In the case of China–ASEAN cooperation, BRI should play an important role in creating a virtuous cycle. This win–win dynamic may promote regional cooperation centered on ASEAN by encouraging healthy competition.

5.1. The beauty and the suitors — China’s leading role in triggering a healthy competition for regional cooperation centered on ASEAN

As stated by the ASEAN Charter, the essence of ASEAN’s foreign policy is “to maintain the centrality and proactive role of ASEAN as the primary driving force in its relations and cooperation with its external partners in a regional architecture that is open, transparent and inclusive.” To achieve this purpose, it is natural for ASEAN to adopt a policy of “balance of powers” which may maximize ASEAN’s interests and raise ASEAN’s status and bargaining power vis-á-vis big powers. Therefore, ASEAN tries not to choose a side in disputes of big powers, and for ASEAN, a cut-throat geopolitical zero-sum game that might “rock the boat” is not welcome.

Meanwhile, as a regional group that lacks cohesion and is confronted with many internal problems and outside uncertainties, ASEAN needs strong external support. Being pursued by as many countries as possible especially the big powers with preferential terms would be the highest recognition of ASEAN’s raison d’etre, as ASEAN understands that beauty with many suitors has the right to dictate the terms of the proposal.

In retrospect, China has become the first suitor of ASEAN who triggered the pursuing competition which has promoted ASEAN’s status.

In the area of political and security cooperation, among ASEAN’s dialogue partners, China was the first to accede to the Treaty of Amity and Cooperation in Southeast Asia (TAC). China signed the TAC in October 2003 in Bali, Indonesia. China’s accession to the TAC has contributed to the TAC’s stature as the code of conduct for interstate relations in the region. India had also signed the TAC treaty with ASEAN in 2003, Japan and Russia joined TAC in 2004, and then the U.S. and the EU followed suit in 2009 and 2012, respectively. China was also the first Nuclear Weapon State (NWS) which explicitly supported the Protocol to the Southeast Asia Nuclear-Weapon-Free Zone (SEANWFZ), and the first country to establish a strategic partnership with ASEAN.

In the area of economic cooperation, China was the first country to establish a free trade area with ASEAN. In November 2002, China and ASEAN signed the Framework Agreement on Comprehensive Economic Cooperation with an intention to build the China–ASEAN Free Trade Area (CAFTA) in 2010. In January 2004, the “Early Harvest Plan” of the CAFTA was successfully implemented. In November 2004, the two sides signed the Agreement on Trade in Goods in the FTA and began implementing comprehensive tax reduction starting from July 2005. In January 2007, the two sides signed the Agreement on Trade in Services in the CAFTA. Then, in 2009, the Investment Agreement was signed. In January 2010, CAFTA was formally set up on schedule. After establishing of the CAFTA, the two sides implemented zero tariffs on more than 90% of their products. Besides cooperation on a bilateral basis, China also supports ASEAN at multilateral arenas such as endorsing ASEAN’s effort in negotiations for the Regional Comprehensive Economic Partnership (RCEP).

As a comparison, ASEAN and India signed the ASEAN–India Trade in Goods (TIG) Agreement in Bangkok in August 2009 after six years of negotiations. India and ASEAN had drawn lessons from and referred to some practices of ASEAN Free Trade Area (AFTA) and CAFTA when constructing a Regional Trade and Investment Area (RTIA) (see Table 1).

It can be said that China is the most proactive suitor for ASEAN in the last two decades. At present, by identifying ASEAN as an important partner in BRI cooperation, China has clearly shown that it adheres to this strategy. While China takes the lead in deepening cooperation with ASEAN, it does not seek to dominate regional cooperation, thus providing great support for ASEAN’s central position in regional cooperation.

In reality, this is a mutually beneficial situation for both China and ASEAN. China finds good partners for cooperation in ASEAN and markets for further economic development; As for ASEAN, it can also have better access to China’s vast market, capital, and technologies.


Table 1: Comparison of India and China’s Relations with ASEAN









	
	India
	China



	Political Relationship
	Dialogue partner in 1996;
Strategic partner in 2012
	Dialogue partner in 1996;
Strategic partner in 2003



	FTA Construction and Future Planning

	➢TIG Agreement in 2009;

➢Negotiation on services and investment concluded in 2012.

➢India–ASEAN TIG Agreement entered into force in 2010.

➢India–ASEAN Vision 2020

	➢TIG agreement in 2004; Services in 2007; Investment in 2009.

➢China–ASEAN FTA implemented in 2010.

➢Upgrade version of

➢China–ASEAN FTA.




	Trade Volumes and Targets

	US$ 72 billion in 2012;

US$ 100 billion by 2015;

US$ 200 billion by 2022

	US$ 319 billion in 2012;

US$ 500 billion by 2015;

US$ 1 trillion by 2020






Source: China–India Cooperation in Regional Context, presentation by Lei Zhuning at MAKAIAS, Kolkata, India, November 25, 2013.

In regional and even global contexts, a dynamic conducive to regional cooperation can be created: ASEAN can use the preferential terms negotiated with China as a bargaining chip with other suitors to secure better deals. In this way, ASEAN’s central position in regional cooperation can be realized and strengthened. As a Chinese saying goes, “when everyone adds wood, the flame rises high.” Those fervent suitors have promoted ASEAN’s popularity, and the courting process has facilitated the forming of a virtuous cycle of healthy competition, which promotes regional cooperation centered on ASEAN.

5.2. Opportunities and potentials for cooperation under BRI framework

Among the opportunities and potentials of development brought upon by BRI cooperation, probably the most promising ones will be market access and industrial cooperation.

5.2.1. Market Access and Regional Connectivity

Since 2013, China has become the world’s largest trader in terms of trade volume in commodities. With China rebalancing its development, which had relied heavily on export and the development of the coastal areas, its domestic market is bound to be further expanded.

China has been putting more emphasis on the development of its vast, less-developed western regions. Since 2007, West China, as a whole, has been developing at a faster pace than East China. Moreover, China has taken accelerated urbanization as a major measure to boost domestic demand — lifting all the population above the poverty line by 2020 and sharing basic public service among more than 200 million migrants from the rural area — this is a historical, unprecedented empowerment movement and will offer Chinese economic development with new momentum.

It is not only politically imperative for a vast country like China to narrow the regional disparities and rural–urban disparities but also economically sensible to develop the western region of China and rural areas to boost domestic demand, making the economic development more sustainable and resilient to outside uncertainties.

Despite growing protectionism and trade tensions, China has renewed its commitment to open its domestic market through concrete measures further. For instance, China held the First China International Import Expo in November 2018 in Shanghai to promote importation.

To create a favorable environment for the development of its western regions, China has been trying to promote regional connectivity and set up a series of gateways along its borders to deepen regional cooperation with the neighboring countries further. Under the BRI framework, Guangxi Zhuang Autonomous Region has been designated as a gateway to ASEAN. At the same time, Yunnan Province will become a gateway to Southeast Asia and South Asia.

To strengthen regional cooperation, it is necessary to improve transport connectivity in the first place. For instance, Yunnan Province is determined to further improve its transport connectivity by making expressways and railways reach major border ports such as Ruili (Sino-Myanmar border), Mohan (Sino-Lao border), and Hekou (Sino-Vietnam border) in a few years. Yunnan has set a target to increase its expressway (4-lane or above) to 10,000 km by 2020, up from nearly 5,000 km by 2017. In the field of railway construction, by the end of 2020, the length of railway in operation will reach 5,000 km, and at present, there are 2,600 km railways under construction in the province. Simultaneously, customs inspection infrastructures and logistics facilities at the province’s border ports will also be improved.


Improvement of regional connectivity and regional trade liberalization will provide the countries in the region with easy market access to the vast regional markets. Moreover, an improvement in transport connectivity will significantly promote the development of logistics and tourism in the region, and more job opportunities will be created, especially in the service sector.

5.2.2. Growing Complementarities and Opportunities for Industrial Cooperation

Both infrastructure construction and industrial development are important areas of economic cooperation under the BRI framework. At present, ASEAN countries are on the threshold of getting unprecedented industrialization opportunities, and the prospect of realizing fast economic development of the region has never been so promising. The opportunities arise partly from the growing complementarities between China and ASEAN countries.

A SWOT analysis conducted by the Asian Development Bank (ADB) in 2015 clearly shows the growing complementarities. To promote the construction of GMS economic corridors, ADB carried out a field study in September 2015 at the China–Laos border areas to conduct SWOT analyses on both sides of the China–Laos border with the participation of officials and scholars from both China and Lao PDR and experts from ADB. Part of the results of the SWOT analysis is shown in Tables 2 and 3.

The SWOT analyses tell us that cooperation both at bilateral and regional levels is very promising due to the two countries’ growing complementarities. Simultaneously, because countries in the region have different concerns and priorities, it is necessary to take a more comprehensive approach other than just economic ones to cater to the increasingly diversified requirements and concerns of the people living in the region (Lei, 2015).

Moreover, in export-oriented labor-intensive industries, China is fast losing competitiveness and partially phasing out of the industry. The industry has been gradually shifted to neighboring countries such as Vietnam, Cambodia, and Myanmar. It is expected that the ongoing trade war between China and the U.S. will only expedite the process.

Therefore, China and ASEAN should give necessary support, and encourage enterprises of both sides to make full use of the comparative advantages of land and labor force of the ASEAN countries, vigorously develop export-oriented and labor-intensive industrial cooperation, consolidate the foundation of cooperation, expand the scale of cooperation, enhance the level of cooperation, create new economic growth poles. Strong economic growth will provide ASEAN countries with the financial resources and the motivation to improve infrastructure conditions continuously.


Table 2: SWOT Analysis on Economic Drivers and Competitive Industries in Lao PDR (Luang Namtha)

[image: figure]

Source: ADB.

Table 3: SWOT Analysis on Economic Drivers and Competitive Industries in PRC (Xishuangbanna)
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Source: ADB.


Besides the export-oriented and labor-intensive industries, China also has advantages in many traditional industries such as iron and steel. It can work with ASEAN partners to build import-substituting industries, and help ASEAN countries reduce the demand for import payment, improve the balance of payments situation and promote industrialization.

Agricultural cooperation also has huge potential. China’s consumer market for quality agricultural products is vast. Organic food is particularly popular in China as the living standards having been improved considerably. As agriculture is the pillar industry of most ASEAN countries, ASEAN should seize this opportunity to strengthen agricultural cooperation with China, produce green, high-quality, and high value-added agricultural products, develop the agricultural products processing industry, increase the scale and improve the efficiency of agricultural cooperation.

5.3. Common challenges

While there are opportunities for cooperation, developing Asia also faces some common challenges. To achieve high-quality development and realize high standard cooperation, China and ASEAN countries need to attach importance to improving labor productivity and innovation ability and narrowing the growing disparities. Unfortunately, in these areas, the situations are far from satisfactory.

5.3.1. The Stagnant and Worsening Productivity

Since the 1960s’, Asia’s successful mobilization of resources and improved productivity has been key to its rapid economic growth. Now we are facing a different picture.

When the Asian Financial Crisis (AFC) and the Global Financial Crisis (GFC) hit, growth began decelerating on the demand side. As a result, since the AFC, developing Asia’s growth in Total Factor Productivity (TFP) has been slowing down and tumbling again — particularly sharply since GFC (see Figures 1–2).

There are structural constraints or bottlenecks on the supply side too, such as institutional constraints, limited human resources, and inadequate infrastructure connectivity that constrain productivity.
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Figure 1: Productivity of Asia Countries

Source: Asian Regional Cooperation and Integration (RCI) Roundtable Conference at ADB headquarters, November 2014, Manila, the Philippines.

5.3.2. The Growing Disparities

There are also other difficulties and challenges confronting the region’s countries, such as the growing inequality and expanding urban–rural and regional disparities. Developing Asia, including countries in the Mekong region, clearly faces the challenges of arresting and reversing this trend of decelerating productivity and growing inequality.

5.3.3. Lack of Innovation

As most of the countries in the region taking similar development paths of the “Four Little Dragons” and the newly industrialized economies (NIEs), relying on the development of labor-intensive, export-orientated industries, they are competing for Foreign Direct Investment (FDI) and overseas market. As the American and European markets have not seen much improvement after the 2008/2009 crisis, the competition among Asian neighbors (F.I. Vietnam, Cambodia, Indonesia, Bangladesh …) could become more intense.
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Figure 2: The Growing Disparities

Source: Asian Regional Cooperation and Integration (RCI) Roundtable Conference at ADB headquarters, November 2014, Manila, the Philippines.

Lack of indigenous technology and innovation of the Asian economies is also of grave concern, which may land the less-developed countries into a very disadvantageous situation described as “a race to the bottom,” and make the comparatively better-off countries fall into “the middle-income trap.”

On top of these challenges, other factors, such as non-tariff barriers, transparency problems, border trade restrictions, and bottlenecks on cross-border transportation, etc., are also hampering regional cooperation.

In view of the goals of high-quality development and high-standard cooperation of BRI in the new phase, the ultimate success depends not only on market access, infrastructure construction, and industrial cooperation but also on the joint efforts to overcome the aforementioned difficulties and challenges.

6. Conclusions

For China, BRI is the natural extension of its opening-up policy. China has kept improving people’s living standards and well-being over the past four decades since the end of the 1970s. The experience of China’s reform and opening up over the past four decades makes Chinese, the people and the government officials alike, believe that openness and cooperation is the right path of development, while closed-door policy only leads to backwardness, and China’s national interests can only be realized in openness and cooperation. This belief has become a steadfast commitment — that only through cooperation can the cake of common interests be enlarged, and the interests of each participatory country can be promoted. Therefore, China today firmly supports free trade, multilateralism, and regional cooperation.

Beggar-thy-neighbor policy, seeking to maximize the one country’s interest alone, is contrary to China’s experience of reform and opening up in the past four decades, against Chinese traditional values, and not compatible with the general trend of global cooperation and humanity’s common interests in the long run.

As the new phase of BRI will be “people-centered,” China will pay more attention to the concerns of the people of all countries in the region and focus on meeting challenges together. From this author’s point of view, the Chinese government has given a timely and positive response to the concerns and doubts of peoples and countries involved in BRI cooperation. The development concepts and principles put forward in the new phase of BRI clearly show that China is becoming more responsive and willing to improve. Of course, good concepts and principles alone are far from enough to solve the problems on the ground. Confronted with the problems and challenges, China needs to adopt new measures, adjust cooperation mode, and adapt to the requirements of the new phase, which takes time, and China needs to act quickly to shorten the learning process.

For ASEAN, cooperation with China — a major trading partner — is important in itself. Moreover, if it could leverage its cooperation with China to create a dynamic for deepening multilateral cooperation, especially in light of strengthening ASEAN’s centrality in regional cooperation, that would be more conducive to promoting peace, prosperity, and development in the region and beyond.

ASEAN and China have consensus in supporting free trade, multilateralism, and regional cooperation. These consensuses are becoming ever more important in today’s world with growing uncertainties. China will continue to support ASEAN to promote regional cooperation centered on ASEAN, and China is optimistic about the development prospects of ASEAN and its cooperation with ASEAN. China is also willing to promote cooperation with other countries through ASEAN-orchestrated mechanisms such as the RCEP as this will increase the comfortableness of cooperation for all countries taking part in, mitigate and reduce possible and potential confrontations and conflicts in the region and beyond. Although multilateral cooperation may result in the sacrifice of efficiency and loss of benefits to some extent, it may be a price worthy of paying for building mutual trust, maintaining regional peace and stability, and seeking cooperation on a larger scale.

Cooperation between ASEAN countries and China is expected to increase with complementarities that keep growing between the two. Against the backdrop of emerging protectionism, China has reiterated its commitment to open market and multilateralism and promised to further open up its market to the outside world. It is quite possible for ASEAN countries to realize faster and quality development if ASEAN countries could fully utilize BRI’s opportunities.

All in all, BRI remains a strategic development opportunity for both China and ASEAN in the years to come. China attaches great importance to cooperation with ASEAN and its member countries and is trying to promote cooperation with ASEAN at all levels and in all fields. China stands ready to work with ASEAN and its member countries to jointly take BRI cooperation to a new height and contribute to the improvement of the livelihood and well-being of the peoples in the region.
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Chapter 4

Belt and Road Initiatives (BRI) in ASEAN within the Context of the American Indo-Pacific Strategy

Yang Baoyun and Patcharinruja Juntaronanont

1. The Indo-Pacific Strategy Put Forward by the United States

As economic interdependence in the Asia-Pacific region and the United States deepens, China and ASEAN have been continuously pursuing maximization of their power and influence by competing in multilateral mechanisms. The Indo-Pacific strategy proposed by the United States’ Trump administration is an exclusive system to balance and limit China’s rise by strengthening the cooperation among the regional countries in the economic and security fields, under the Indo-Pacific mechanism to reduce and limit China’s influence in regional affairs.

Long before the Obama administration opened its “Asia-Pacific Rebalancing” strategy, American academics and think tanks began to introduce the concept of “Indo-Pacific.” U.S. officials have also shown a strong interest in the concept of “Indo-Pacific,” consciously seeing the Asia-Pacific and Indian Oceans as a geographical whole, but this has not been elevated to the policy level.

When President Trump came to power, he began a massive adjustment of America’s internal affairs and the diplomatic policies to fulfill his election promise about making “America Great Again.” During his trip to Asia in November 2017, the concept of “An open and free Indo-Pacific” was formally presented at the APEC summit in Da Nang, Vietnam, thus making a high-profile announcement of the “Indo-Pacific strategy” and initiating consultations between the United States, Japan, India, and Australia in the Western Pacific Maritime Cooperation mechanism. This marks the beginning of a new change in the new U.S. administration’s Asia-Pacific strategy different from the Obama administration. In the United States National Security Strategy report issued on December 18, 2017, the Trump administration formally made “Indo-Pacific” as the most crucial area in the U.S. security strategy, making the “Indo-Pacific” region eventually surpass Europe and the Middle East and become the primary concern of the U.S. defense strategy.

In the year 2018, the United States took various initiatives to promote and enrich its “Indo-Pacific Strategy.” On May 30, 2018, U.S. Defense Secretary Mattis hosted a ceremony at Pearl Harbor, Hawaii, to change the U.S. military “Pacific Command” to “Indo-Pacific Command.” The change of name is not only for implementing the U.S. “Indo-Pacific strategy” both in the title and executive body but, more importantly, to demonstrate the United States’ determination. At the Shangri-La Dialogue 2018 in Singapore on June 2, 2018, Mattis elaborated systemically on the American “Indo-Pacific Strategy,” stated the principles and means of constructing the strategy, and suggested that the “Indo-Pacific” in the American idea should be a safe, stable, prosperous and free region. From these evident expressions, the outside world can see that the U.S. “Indo-Pacific strategy” is based on geopolitics and geoeconomics at its core. The geopolitical focus is to maintain maritime dominance and curb China’s rise at sea; the geoeconomic focus is on strengthening trade and investment cooperation with countries in the region to curb China’s growing economic clout in the region.

Subsequently, on July 30, the United States Secretary of State, Mike Ponta Pompeo, delivered an economic policy speech related to the Indo-Pacific strategy. He stated that the U.S. would set up a fund to invest in infrastructure construction in the Indo-Pacific region and formulate the guidelines and specific policies for continuing the region’s intervention. Pompeo also stated that the United States would invest US$ 113 million upfront in “prepaid funds” in the digital economy, cybersecurity, energy and infrastructure projects in the Indo-Pacific region to mobilize more private capital to participate in specific action plans such as “Energy for Development and Growth” (EDGE). The United States will also spend US$ 25 million on expanding U.S. technology exports to the region.1

In November 2018, Vice President Pence delivered the speeches on the series East Asian meetings and the summits of APEC to articulate America’s free and open Indo-Pacific strategy. He stressed that the Indo-Pacific Strategy’s main thrust is prosperity. Firstly, for all Indo-Pacific states, large or small, would prosper in a free and open imprint through mutual cooperation and keeping its sovereignty. Secondly, the Indo-Pacific states should respect each other’s territorial integrity, ensure freedom of information, freedom of the sea, and air navigation. The third is security and peace, including the final and verifiable denuclearization of the DPRK and the conclusion of a binding code of conduct on the South China Sea.2

The basis of the U.S. Indo-Pacific Strategy is to focus on third party participation, thus actively engaging Japan, Australia, India, and other countries to join. For example, on behalf of President Trump, Vice President Pence on November 14, 2018, at the opening session of the 33rd summit of the Association of Southeast Asian Nations (ASEAN) in Singapore, met with Indian Prime Minister Narendra Modi and said: “Mr. Prime Minister, the president (Trump) and I thank you for your strong support for free and open Indo-regional cooperation.”3 This shows the important role played by India in the Indo-Pacific strategy that the U.S. has seen.

The countries of the Indo-Pacific region have reacted differently to the new strategy of the United States. For example, the United States hopes to implement its investment plan in partnership with Japan and Australia. The Government of Japan also intends to provide collaboration. The White Paper on development cooperation, 2017, includes the role of government for development assistance to advance the “free and open Indo-Pacific strategy” proposed by Abe, saying that it would support developing countries and contribute to global economic development by “ensuring maritime traffic safety and improving the rule of law.”4 As soon as Ponta Pompeo proposed the fore payment plan for the implementation of U.S. Indo Pacific strategy, Abe said: “he wants to build a force for high-quality infrastructure in the Indo-Pacific region.” In fact, on July 1 of that year, Japan International Cooperation Bank (JICA) has announced that it would set up a new financing mechanism to provide about US$ 50 billion over the next 3 years to help Asian countries implement the projects that would help reducing carbon dioxide emissions, including the construction of power generation facilities such as geothermal and wind energy, and the development of smart cities with high energy efficiency. The essence of Japan’s “Indo-Pacific” geopolitics is to seek its status as a political power to compete and play games with China. Japan certainly has a positive welcome attitude toward the Indo-Pacific strategy proposed by the United States focused on China.

Australia, a staunch ally of the United States, has sought to expand its influence in the Asia-Pacific region, and has therefore been particularly active in its response to the U.S. Indo-Pacific Strategy and has been heavily engaged in the U.S. financial and investment plan to implement the Strategy. On July 31, 2018, Australian Foreign Minister Bishop announced the United States Investment Plan containing cooperation and development guidelines with Japan and the United States in the Indo-Pacific region to construct the infrastructure.5

For its part, India has a more neutral stance on the U.S. Indo-Pacific Strategy, far less positive than Japan and Australia. India rejected the United States and Japan’s proposal to elevate the rank of the Conference to higher than vice-ministerial levels. Indian Prime Minister Narendra Modi delivered a keynote address at the Shangri-La Dialogue Conference 2018 in Singapore, stressing that Indo-Pacific is a geographical concept rather than a strategic concept. “India does not see the Indo-Pacific region as an exclusive club or a group of strategy, seeking to dominate,” he said. “Nor would we consider it to be directed against any one country.”6 Modi’s speech is not consistent with the beat of the U.S. Indo-Pacific Strategy. India will continue to uphold its “strategic autonomy” policy and adopt a balanced policy among the major powers for getting benefit from all parties.

The Department of Defense of the United States released the first Indo-Pacific Strategy report on June 1, 2019. In the report, the Pentagon’s role in the Indo-Pacific region’s overall strategy is comprehensively set out. As an implementation document, the report identifies the U.S. defense strategy that applies to the region and highlights allies and partners’ role in achieving the so-called “shared vision” of the Indo-Pacific region.7 The document claims that the United States has a natural and enduring interest in the Indo-Pacific region and that the United States will continue to strengthen its activities and deployment in the Indo-Pacific region. It shows that the U.S. government has viewed the Indo-Pacific Strategy as a crucial global strategy for the “Trump era” and will step up its progress in the future to demonstrate the importance it attaches to the Indo-Pacific strategic position with the Pacific region.

2. The Indo-Pacific Strategy of the United States and China’s “Belt and Road” Initiative

What is the purpose of the United States to put forward the Indo-Pacific Strategy? What exactly is its strategic goal for it? Given the time and space, it is clear that the Trump administration has proposed and vigorously advanced its Indo-Pacific Strategy with the fundamental aim of confronting China because, in the view of the U.S., China is strengthening its regional influence through the Belt and Road Initiative (BRI).

The Indo-Pacific Strategy has been eventually formed and enriched during the Trump period, but it is closely linked with China’s BRI. In a sense, it can be interpreted that the BRI gave birth to the Indo-Pacific Strategy. This is mainly because the United States believed that the “Belt and Road” has the potential to make China a “Eurasian bully” especially among the countries along the “21st Century Maritime Silk Road” that are located on the edge of Eurasia, which are crucial for the United States to control the Pacific Ocean and the Indian Ocean. After World War II, one of the U.S. National security strategy’s core goals was to guard against the emergence of hegemonic countries in Eurasia. After the collapse of the Soviet Union, the key and long-term goal of the U.S. foreign strategy was to prevent the rise of new regional or continental forces in the region and to prevent the United States from being too concentrated on a Eurasian power to pose a similar global challenge to the Soviet Union. With the gradual implementation of the BRI, the United States feels that its influence in these countries has been weakened and threatened. Therefore, in the eyes of many members of the U.S. strategic community, the BRI is another version of “Indo-Pacific Strategy” with Chinese characteristics, believing that China is using the “One Belt One Road” to launch a geoeconomic offensive throughout Eurasia and will challenge the hegemonies basis formed by the United States after World War II. Therefore, the United States and the region’s democracies should work together to build a transnational maritime alliance system to counter the powerful countries located in Eurasia. Obviously, the Indo-Pacific Strategy embodies the competition between the United States and China, and the BRI is an important link in its geostrategic competition with China.

The United States government is not willing to publicly acknowledge this strategic intent. Brian Hook, a senior policy adviser to the U.S. Secretary of State Pompeo, has said the U.S. move is not intended to rival China’s BRI, which includes mainly infrastructure projects that connect countries in Asia, parts of Africa and Europe, while the U.S. approach is to keep the role of the government low-key and to help the businesses. He said Washington “welcomes” China’s contribution to regional development and wants China to comply with international standards on transparency, the rule of law, and sustainable financing. He also claimed that the U.S. model of economic participation is the healthiest for countries in the region because it is of high quality and transparent, and economically sustainable.8

However, international analysts do not share Hooker’s claim. They generally agree that one of the main purposes of the U.S. strategy is to curb China’s growing influence in the Indo-Pacific region and even worldwide through the Belt and Road Initiative, thus shaking up the status of the United States. This is also evidently shown in the statement of senior U.S. officials. On November 14, 2018, Vice President Pence speaking at a summit in East Asia, pledged to keep the region safe. He stated that the United States‘ commitment to the Indo-Pacific region is firm and lasting and will be committed to working with the Indo-Pacific countries to maintain freedom of navigation at sea and in the sky. He also stated that the United States is determined to guarantee these countries’ sovereign security, including land, sea, and the digital world. Pence also added a threatening tone: if China is to avoid an all-out Cold War with the United States and its allies, there must be a fundamental and substantial change. During his visit to the Asia-Pacific region, Pence announced that the United States would provide US$ 60 billion in development financing, mainly for Indian infrastructure projects.9 Ted Yoho, Chairman of the Asia-Pacific panel of the Foreign Affairs Committee of the United States Congress, bluntly said, “Our goal is to build the economy and to provide a strong and different choice over the countries.”10 While Chinese President Xi Jinping declared in his speech at the APEC meeting in Papua New Guinea that the “One Belt, One Road” project was not a “trap” and had no geopolitical purpose, Pence encouraged countries along the belt and road “not to lose sovereignty over foreign debt, protect your interests, protect your independence, and do like the United States, always put your country first.” It is clear from these statements and actions that the U.S. Indo-Pacific Strategy is focused a lot on China.

3. Responses of Countries in Southeast Asia to the US Indo-Pacific Strategy

The countries targeted by the United States as in the frame of the “Indo-Pacific region” are a large number of third-party countries or regions, such as Russia, Japan, South Korea, North Korea, India, Australia, ASEAN, and its member states, as well as China and Taiwan. These countries and regions have very complex relations. In particular, they tend to have very close economic ties with China. But there are also problems caused by historical legacies and actual world disputes, and even induced by internal political entanglements. At the same time, most of them maintain security obligations or partnerships with the United States. These countries and regions and regional cooperation organizations constitute third-party competition between China and the United States in the Asia-Pacific region, and their enthusiasm and level of participation can often have a substantial impact on the success of China and the United States’ geostrategic strategy.

Due to its location in the Pacific and Indian Oceans Asia and Australia’s junction, Southeast Asia has a unique geographical advantage in China’s “Belt and Road” initiative and the U.S. Indo-Pacific Strategy concept.

It is the reason why the United States, from the very beginning of the Indo-Pacific Strategy has vigorously engaged ASEAN. ASEAN is one of the most successful regional cooperation organizations today.

On June 7, 2018, the United States, Japan, India, and Australia held a second security dialogue in Singapore. In addition to focusing on connectivity, maritime security, regional order, and security issues, United States stressed the “Central position” of ASEAN in the Indo-Pacific region, trying to pull the ASEAN countries into its Indo-Pacific Strategy concept.11 From August 1 to 5, the United States Secretary of State, Pompeo, launched a visit to Southeast Asian countries such as Malaysia, Singapore, and Indonesia, where he touted the U.S. Indo-Pacific Strategy in an attempt to put it into practice in the Southeast Asian region. He once again made clear ASEAN’s core position in the Indo-Pacific Strategy. He specified that the U.S. side would provide US$ 113 million in aid to ASEAN’s technology, energy, and infrastructure sectors, as well as US$ 300 million in security assistance.12 His intention to hire Southeast Asian countries to constrain China’s “Belt and Road” initiative is very evident.


Since then, Vice President Pence has spared no effort to persuade some Southeast Asian countries to participate in its Indo-Pacific Strategy during his time at the series of summits held in East Asia. During his meeting with Vietnamese Prime Minister Nguyen Xuan Phuc at the East Asia Summits on November 2018 in Singapore did not only talk about the issue of economic and trade cooperation between the United States and Vietnam but also used the issue of the island sovereignty dispute between Vietnam and China, for discussing the subject of a “code of conduct (COC)” to regulate the conduct of the claimant in the South China Sea. As a large out-regional power, the United States used the South China Sea to provoke conflict between the concerned countries in Southeast Asia and China and his purpose is obvious.

However, Southeast Asian countries’ response to the Indo-Pacific Strategy forward by the United States have shown a clear trend of diversification. Of all the 10 ASEAN member States, only Vietnam and Indonesia have expressed clear support for the Indo-Pacific Strategy, while other countries’ attitudes have been relatively reserved. During the ASEAN–Australia Special Summit held in Sydney in March 2018, Australian diplomats have tried to discuss the possibility of implementing the Indo-Pacific Strategy with ASEAN members. But many Southeast Asian diplomats questioned its feasibility and raised the question of the specific meaning of the concept of “Indo-Pacific.” At the ASEAN Foreign Ministers meeting held from January 17–18, 2019 in Chiang Mai, the northern part of Thailand, there was a discussion on the meaning of the Indo-Pacific Strategy. In the presidential statement issued after the meeting, the expression “attention to the progress of the deliberations of the ASEAN Common Mechanism” was incorporated into the Indo-Pacific Vision, strengthening the core role of ASEAN. At the closing press conference, Don Pramudwinai, Foreign Minister of Thailand and Chief of ASEAN presidency pointed out: “all Member States have expressed their support to the principles,” and stated that “there will be more in-depth discussions at the next meeting.”13 However, ASEAN is not trying to advance the “free and open Indo-Pacific Vision” advocated by Japan and the United States. But it was the first formal reference in the presidential statement of the ASEAN Summit held in April 2018 under the Singapore Presidency to the autonomous concept of “Indo-Pacific Vision,” in which ASEAN played a central role. As chair at the foreign ministers meeting, Thailand has only made further coordination to reach an agreement.

In the 34th ASEAN Summit, during June 22–23, 2019, in Thailand, ASEAN had the common outcome about Indo-Pacific Strategy, which is the adoption of “ASEAN Outlook on Indo-Pacific.” Suriya Chindawongse, Director General of the Foreign Ministry’s ASEAN Affairs Department, explained that “the ASEAN Outlook on Indo-Pacific is a regional proposal initiated by ASEAN to promote concrete cooperation based on the concept of ASEAN centrality in the regional security architecture. The main idea is about connecting the Pacific and Indian oceans to move forward with everyone’s interest in mind, and it is not a direct response to the superpowers’ strategies on Indo-Pacific.” The ASEAN Outlook on the Indo-Pacific has the main principles: strengthening ASEAN centrality, inclusiveness, complementarity with existing cooperation frameworks, equality, mutual respect, mutual trust, and mutual benefit. It recognizes the continuous importance, relevance, and positive contributions of the principles emphasized in the Treaty of Amity and Cooperation in Southeast Asia (TAC) to sustain peace and stability in the region. The outlook comprises four concrete areas of cooperation: maritime cooperation, connectivity, the 2030 United Nations Agenda for Sustainable Development, and economic cooperation. DG Suriya emphasized, “this document is not meant to be protectionist, we will go forward together and leave no one behind.” The cooperation from other partners can use the existing mechanism such as ASEAN+3 (China, Japan, and South Korea), and ASEAN + 8 (East Asia Summit) for accommodating any proposals.14

This outlook did not only mention any country or major power not just China and the U.S., but also Japan, India, and Russia. It avoids any strategic language or tone and does not mention any problems like the South China Sea dispute or trade-war in the document. Instead, it is more consistent with ASEAN’s “comprehensive security” approach, emphasizing on ‘implementing existing and exploring other ASEAN priority areas of cooperation, including maritime cooperation, connectivity, the Sustainable Development Goals (SDGs), and economic and other possible areas of cooperation. The outlook expresses using the existing ASEAN mechanisms and not creating new mechanisms or replacing the existing ones. This reflects a determination to enhance ASEAN’s Community building process and preserve ASEAN centrality in the development of Indo-Pacific architecture and counter any linking of the Indo-Pacific to a balance-of-power approach. So, this outlook strongly recalls the traditional “ASEAN way” of avoiding legalistic institutionalization. It is meant to be a “guide,” not a legal document or treaty.

There are also many reasons why ASEAN and its member states have adopted different kinds of attitudes toward the Indo-Pacific Strategy in the first place.

Firstly, as a regional cooperation organization in the Asia-Pacific region, ASEAN has not fully understood the concept of “Indo-Pacific” put forward by the United States. The geographical concept and its substance are not yet unanimously accepted by its member states. For example, there is a clear divergence of views between Singapore and Indonesia on the concept of “Indo-Pacific.”

Indonesia is leading in the effort to adopt the common vision of the Indo-Pacific Strategy and be the main initiative. The current Indonesian government has openly expressed its goal for Indonesia to evolve as a primary power from its current status as a middle power in the Indo-Pacific geostrategic theater. An Indonesian scholar explained that the Indonesian government has mentioned that Indonesia might have been uncomfortable with existing Indo-Pacific visions proposed by regional powers and wished to offer an alternative ASEAN-centric vision instead. Indonesia did not want the bandwagon to either be America’s Free and Open Indo-Pacific or China’s BRI. Given Indonesia’s image of being the primus inter pares in the regional grouping, this initiative of coming up with an ASEAN vision of the Indo-Pacific would help in elevating Indonesia’s image in the international fora and among the primary players in the Indo-Pacific like India, U.S., Australia, and Japan. These players have championed the archipelagic nation to play a more significant role in the Indian Ocean region for a long time. This effort of Indonesia would also alleviate the international community’s fear that the ASEAN’s importance in the country’s foreign policy calculus has been relegated now, given that the Indian Ocean and the broader Indo-Pacific have become the primary areas of interest for Indonesia.15 In January 2019, Indonesian Foreign Minister Retno Marsudi, in an informal meeting of ASEAN Foreign Ministers held in Chiang Mai, Thailand, stressed the need for ASEAN as its core to ensure that “the Indian Ocean and the Pacific Sea must not be used for competition for natural resources and ocean dominance.”16

Singapore’s attitude toward the Indo-Pacific Strategy tends to be lukewarm. Singapore’s Prime Minister, Lee Hsien Loong, said in response to a question about the Yusof-Ishak Southeast Asia Institute (ISEAS) in March 2018 that the current concept of the Indo-Pacific Strategy was vague.17 In a lecture held in May that year, Singapore’s Foreign Minister Vivan directly questioned whether the Indo-Pacific Strategy could still respond to the vision of a future regional order, such as whether to remain compliant with ASEAN-centered regional mechanisms, to continue the principles of multilateralism and the rule of law, and so on.

Thus, Singapore and Indonesia are all countries with strong influence in the ASEAN organization. Although both countries emphasize ASEAN’s central position in Southeast Asia, there is a significant difference between these two countries’ attitude toward the Indo-Pacific Strategy.

Secondly, the Trump administration in the United States, in comparison, has pursued a counter-globalization trade policy, pursues protectionism and unilateralism, and has often waved tariff that sticks to threaten and punish others, including some Southeast Asian countries. President Trump’s unscrupulous approach to making “America Great Again” has also provoked a backlash among Southeast Asian countries. At the ASEAN Foreign Ministers’ meeting, there was almost consistent opposition. Moreover, the Trump administration’s move that abandons the previous cooperation with some ASEAN countries in building TPP shortly after coming to power inevitably caused the ASEAN countries to doubt the continuity and sustainability of the U.S. and ASEAN policy. As it can be seen, ASEAN countries’ trust in the United States is decreasing, while skepticism is rising, and it is logical for ASEAN members to adopt a wait-and-see approach to the Indo-Pacific Strategy proposed by the United States.

Thirdly, China has achieved remarkable results since its reform and opening up. As China’s economic strength continues to increase, China’s influence on international and regional affairs has been expanding. China’s responsible attitude in the Asian Financial Crisis that originated in Southeast Asia in 1997 and the financial turmoil caused by the United States in 2008 made Southeast Asian countries fully aware of China’s important role in the region’s economic development. Since China put forward the BRI in 2013, many ASEAN countries have actively participated and gained tangible benefits. Although the United States still has a strong influence in Southeast Asia, and many ASEAN countries have high hopes for it, they also see China’s importance. Therefore, in their respective countries’ interests, to continue to promote the balanced diplomacy of the major powers, to maintain their independence and autonomy, ASEAN and its Member States have no intention of “picking the side” between China and the U.S.

Fourthly, the diplomacy of value pursued by the United States is an attempt to draw a gap between the United States, China, Japan, India, and other Indo-Pacific powers, and to divide ASEAN. In pursuing the Indo-Pacific Strategy, the United States has repeatedly stressed the importance of “democracy” and sees it as a shared value of its participants. This means America’s Indo-Pacific Strategy is underlined by “democracy.” By such standards, however, many ASEAN member states are not “democracies” in the sense of the United States and may thus be the object of their exclusion, which is bound to harm the division of ASEAN. Today, ASEAN has established an ASEAN community based on political security, economic, and socio-cultural cooperation to continuously advance the process of regional integration to preserve the diversity of ASEAN countries and not to underline them with ideological and political systems. Therefore, ASEAN member states have no intention of undermining ASEAN’s unity to participate in the Indo-Pacific Strategy of the United States.

Finally, Southeast Asian countries have also seen an explicit consideration of their interests, even among allies who support the U.S. Indo-Pacific Strategy. As one of the core countries of the “Indo-Pacific Strategy” in the eyes of the United States, India adjusted its previous confrontation with China after the meeting between Prime Minister Modi and President Xi Jinping in Wuhan at the end of April 2018. It prompted its economic cooperation with China to continue to heat up, and bilateral relations have also been back on the path of cooperative friendship. On May 31, 2019, U.S. President Trump announced that the U.S. would end its “Generalized System of Preferences” (GSP) trade treatment granted to India with effect from June 5.18 This U.S. approach gives India significant misgivings about the reliability of the “Indo-Pacific Strategy” and the need to participate in it. For its part, Japan says it works with countries such as Australia and India to secure infrastructure demand in the region. U.S.–Japan relations have been contradicted by the U.S. government’s push for “America first” and its stride against Japan in areas such as tariffs and market development. Therefore, while supporting the “Indo-Pacific Strategy” of the United States, Japan has gradually adjusted its policy of “going against the China,” proposing that it should be promoted by linking it with the Chinese-led “One Belt, One Road” initiative, to a certain extent weakening the restraint imposed by the United States on China. Even though Australia’s relationship with China is currently poor, as China is Australia’s largest trading partner, the country’s economic community has urged the government to keep calls for improved relations with China, making it compelled to consider some flexible measures. For example, according to the Sydney Morning Herald in Australia, 3 warships and more than 700 naval officers and soldiers of the Chinese navy arrived in Sydney on June 3, 2019, without the prior release of information and “suddenly” made a friendly visit to Australia. Moreover, ASEAN, as a center of each multilateral cooperation mechanism, such as ASEAN+3, ASEAN+6, has become a tradition. So, if Indo-Pacific Strategy expects to receive a good response from ASEAN countries, accepting this tradition may be needed.19 Against this background, it is very difficult for the United States to actively ask ASEAN and its member states to support and participate in its Indo-Pacific Strategy.

The outlook is an act of diplomatic and political assertion by ASEAN. ASEAN is telling the world that it has its own way of developing the Indo-Pacific idea — previously pushed by outside powers such as Japan, Australia, India and the U.S. — and that it would not let outside powers dominate the “discourse” on the Indo-Pacific.20

4. Implementation of Belt and Road Initiatives in Southeast Asia in the Context of the American Indo-Pacific Strategy

Due to the geographical advantages of Southeast Asia in the guarded Pacific and Indian Ocean transport routes, the region has become an important target for competition between China and the United States.

Since the Trump administration’s Indo-Pacific Strategy emerged, as its main goal is to target China and its proposed BRI, many senior U.S. officials have repeatedly talked about or hinted that China is seeking hegemony in the Indo-Pacific region through the “predatory economy” and “militarization of the South China Sea,” undermining the “sovereignty” of the countries concerned, trying to replace the United States in the Indo-Pacific region, expanding the influence of the government-driven economic model and reshaping the regional order in a way that is good for China. Advocating China’s use of “coercive” means to undermine ASEAN’s dominance in regional cooperation. The long-standing regional cooperation in East Asia, such as the “ASEAN-led, large-country participation” model could be changed, and ASEAN’s role in regional affairs be marginalized. This is why some ASEAN countries, such as Indonesia, have stressed the need for an ASEAN-centric “Indo-Pacific vision” that does not allow the major powers to determine regional security and economic order, and ASEAN voice.

In contrast, China’s response has been relatively modest to Indo-Pacific Strategy, put forward by the U.S. that targeted China. China does not regard the BRI as a “strategy”; instead, it attempts to achieve connectivity through transport corridors in countries along the route through policy communication, facilities connectivity, smooth trade, financing, and popular sentiment. On this basis, it constructs a pluralistic cooperation mechanism to build a “Community of Destiny” jointly, a new type of regional cooperation mechanism. China also stressed the openness of the BRI. The first is to create a new pattern of China’s further opening up to the outside world and promote a higher level of opening up at a new starting point, to work better with all countries in the world to achieve a win– win cooperation. Secondly, in the process of “Belt and Road” construction, the region and the rest of the world have opened up, through “joint cooperation, co-construction and sharing” to promote the continuous deepening of international cooperation, promote the process of regional economic integration, and inject more “sources” into the world economy. According to a new research by international agencies such as the World Bank, the “One Belt, One Road” partnership will reduce global trade costs by 1.1%–2.2% and boost global economic growth by at least 0.1% in 2019.21 The prospect of the Belt and Road has attracted international attention and interest of a high degree. Hence, more than 150 countries and 90 international organizations participated in the second Belt and Road International Cooperation Summit held in Beijing from April 25–27, 2019, which significantly exceeded the number of participants in the first summit in 2017.

In particular, it is worth to point out that this situation emerged after the Indo-Pacific Strategy proposed by the United States against the BRI, which shows that facing the rising trend of protectionism and unilateralism in the United States, the “One Belt One Road” construction advocates promoting economic linkage among countries through bilateral cooperation, tripartite cooperation and multilateral cooperation in order to promote the process of economic globalization and this idea of jointly improving the uncertainty of the current world economy has been widely recognized by the international community.

Southeast Asian countries are China’s neighbors and have a great significance in China’s good-neighbors diplomacy. China has always regarded Southeast Asia as the pivot area for the implementation of the BRI. Southeast Asian countries have the characteristics of geographical dispersion and large differences in economic development. It needs to accelerate growth and promote regional integration by strengthening regional connectivity. The BRI put forward by China is providing an integrated participatory mechanism and a new model of cooperation for the region, which is conducive to the further expansion and deepening of intraregional trade. Simultaneously, the BRI emphasizes that China and its neighbors will achieve common development and shared prosperity by building regional core competitiveness and establishing a safe and stable environment in the region.

There is a wide gap in development among Southeast Asian countries, such as Singapore, which has entered the ranks of the developed countries, and highly underdeveloped countries such as Laos, Myanmar, and Cambodia. How to achieve balanced development in the region and accelerate regional integration has always been regarded as the greatest challenge faced by the ASEAN in attaining the goal of building a “greater ASEAN” since the 21st century. For the countries of Southeast Asia, “Development is the hard truth.” As a result, ASEAN and its member States have avoided taking a “side-picking” position between China and the United States after the U.S. proposed the Indo-Pacific Strategy.

China has also taken full account of the specific situation of ASEAN and its member states. In implementing the BRI in Southeast Asia, it has paid special attention to connect it with the development plans of ASEAN and Southeast Asian countries. The concept of the “Belt and Road” initiative proposed by China, which creates co-winning cooperation and promotes mutually beneficial development, is entirely in line with the ASEAN Master Plan for connectivity, launched in October 2010, and is linked to the strategic objectives of the ASEAN Connectivity Master Plan 2025 released in July 2017. This has helped ASEAN countries to participate in the ambitious plan linking Eurasia, to achieve the goal of regional integration, to strengthen their central position in the new round of Asia-Pacific economic integration.

Implementation of the Belt and Road Initiative in Southeast Asia, has brought many tangible benefits to the region. One is a significant increase in the size of the trade. China and ASEAN trade amounted to US$ 514.82 billion in 2017, accounting for 1/8 of China’s total foreign trade. China has become ASEAN’s largest trading partner for nine consecutive years, and it has become China’s third-largest trading partner for seven consecutive years. From January to May 2018, China–ASEAN trade increased to US$ 232.64 billion, 18.9% by year-on-year ratio. Second, investment cooperation has been effective. China–ASEAN have accumulated more than US$ 200 billion in total two-way investment. Chinese enterprises have invested more rapidly in ASEAN. The investment field has gradually expanded from manufacturing, mining, wholesale and retail to infrastructure construction and richer business services such as electricity, water supply, and telecommunications. China has set up more than 4,000 direct investment enterprises in ASEAN, employing more than 300,000 local staff, effectively promoting local economic and social development. Third, the “Belt and Road” construction cooperation results are remarkable. China has signed memorandums of understanding on intergovernmental cooperation with ASEAN countries such as Singapore, Myanmar, and Malaysia, and signed intergovernmental bilateral cooperation plans with Laos and Cambodia’s governments. China actively carried out mutually beneficial economic cooperation, such as infrastructure construction and economic and trade cooperation zones. Fourth is the rapid development of regional economic integration construction. The China–ASEAN Free Trade Zone, completed in 2010, was successfully upgraded in 2015. Both China and ASEAN are important members and active promoters of the RCEP negotiations. China has always firmly supported ASEAN’s central position in the RCEP negotiations and further strengthened cooperation with the ASEAN side to reach an early agreement. China and ASEAN also attached great importance to cooperation under the framework of regional cooperation such as the Lancang–Mekong River, the Greater Mekong Sub-region Economic Cooperation mechanism, and China–ASEAN Eastern Growth Zone cooperation to promote the active participation of relevant local authorities and enterprises in the process of regional economic integration. These results have also contributed to the implementation of the BRI in Southeast Asia.

Due to the multifaceted reasons of history and actuality, the relations between China and Southeast Asian countries are complex. Some historical legacies remain unresolved, giving a pretext for the United States to carry out its Indo-Pacific Strategy. For example, when the United States marketed its Indo-Pacific Strategy, it often used the South China Sea issue as an important pretext to counterbalance China’s interests in the South China Sea with the so-called “right to free navigation.” In “China’s vision and action to promote the construction of the Silk Road Economic Belt and the 21st Century Maritime Silk Road” released in 2015 stated out: “The 21st Century Maritime Silk Road focused on moving from China’s coastal ports through the South China Sea to the Indian Ocean to Europe, from China’s coastal ports through the South China Sea to the South Pacific.” It can be said the eventual success of the 21st Century Maritime Silk Road depends to a large extent on maritime security and cooperation in the South China Sea. In recent years, China has actively negotiated with ASEAN to sign of the Code of Conduct for all Parties in the South China Sea (COC), and a single text has been formed. China hopes to maintain the maritime channel security in the South China Sea by providing regional public goods and expanding international cooperation and striving to build the South China Sea into a sea of peace, friendship, and cooperation. But some countries outside the region, such as the United States and others, regardless of China’s joint efforts with Southeast Asian countries, used various pretexts and tried to create friction between them and China secure their strategic interests.

Simultaneously, the United States, Japan, and Australia, and other countries proposed the Indo-Pacific Strategy. They advanced the so-called “debt trap,” “debt crisis,” and other economic factors to counter China’s BRI. They have touted the Indo-Pacific Strategy’s vital role in advancing regional infrastructure construction and assured it as a more superior strategic plan than the “Belt and Road,” thus weakening the attractiveness of the BRI. After Malaysia’s election in 2018, the new Prime Minister, Mahathir, once decided to shelve the project’s implementation on the grounds of the Eastern Railway construction project due to heavy debt burden. The incident was widely publicized as a classic example of what the so-called BRI has created a “debt trap” for Southeast Asian countries and has even become an election proposition for some politicians in Thailand’s general election.

Admittedly, the BRI is put forward in the contemporary complex and changeable international environment, inevitably needing a process of continuous exploration and improvement in the implementation process. However, in pursuing its Indo-Pacific Strategy the United States exaggerated and attacked the problems encountered by countries and the projects implementing to achieve its goal of curbing the BRI.

China has also been carefully listening to the views of different sides, summarizing the experiences and lessons learned in the implementation of the BRI, expressing its understanding of the problems and demands put forward by the countries concerned, and discussing solutions with them to achieve the goal of win–win cooperation. At the opening ceremony of the second Belt and Road International Cooperation Summit held in April 2019, Chinese President Xi Jinping explained doubts about the BRI in his keynote address. He suggested that in implementing the Belt and Road, we should adhere to the concept of openness, green, and integrity, not engage in a closed and exclusive circle, and insisted that all cooperation should operate in the sunshine and jointly combat corruption with zero tolerance. China has also launched the Beijing Initiative for the Clean Silk Road to express its determination to build a well-founded Silk Road with all parties. Besides, China should strive to achieve high standards, benefic and sustainable goals, to introduce rules and standards that are generally supported by all parties, and to promote enterprises to carry out project construction, for all steps such as operation, procurement, bidding and other related steps under generally accepted standards of international rules, while respecting national laws and regulations. Simultaneously, China should adhere to the people-centered development idea; focus on eradicating poverty, increasing employment, and improving people’s livelihood. Thus, the results of building a “belt and road” are beneficial to the whole population and tangibly contribute to local economic and social development, while ensuring commercial and financial sustainability. China tried to make it as an initiative of doing well for a better ending. In response to the “debt trap” problem, China has also formulated the “Belt and Road” financing guiding principles, issued the “Belt and Road” debt sustainability analysis framework, guiding the construction of the “Belt and Road” financing cooperation. To better promote the further implementation of the BRI, China will also take a series of major actions to promote a higher level of opening up to the outside country. Such as: expand market access for foreign investment in a broader range of areas; strengthen international cooperation on intellectual property protection; increase imports of goods and services on a larger scale; implement international macroeconomic policy coordination more effectively; pay more attention to the implementation of the policy of opening up to the outside world.22 China’s initiative to expand openness is conducive to promoting high-quality economic development. It is conducive to meeting the people’s yearning for a better life, and is conducive to world peace, stability, and development.

China also believes that openness should be mutual. China hopes that countries worldwide will create the right investment environment, treat Chinese enterprises, international students, and scholars equally, and provide a fair and friendly environment to carry out their normal international exchange and cooperation activities. China firmly believes that a more open China will form a more benign interaction with the world, bringing about a more progressive and prosperous China to the world. The statement also has the meaning of hitting back at the U.S. for pursuing an exclusive “Indo-Pacific Strategy.”


To avoid the misgivings of some countries, China further emphasizes the openness of the BRI and strives to attract more countries, especially the participation of third parties mainly from developed countries, and strengthen cooperation. With the addition of third-party investments, the countries’ dependence along the route on Chinese investment will inevitably decline. Simultaneously, with the injection of third-party investment, the “Belt and Road” project is no longer a bilateral project, but a trilateral or multilateral project. In a multilateral cooperation project, doubts about China’s attempts to achieve its long-term political and strategic intentions through these projects will be mitigated, reducing concerns about Chinese investment’s political and strategic consequences of Chinese investment.

Besides, to ensure that countries along the route control the progress of project implementation, China is exploring the phased development of “One Belt, One Road” major infrastructure projects. As the major projects are mostly infrastructure construction projects, characterized by large-scale investment and high financing demand, the phased implementation will help reduce the countries’ debt burden along the route and help Chinese enterprises reduce investment risk. Phased implementation would also help to alleviate the concerns about the possible political intent of the project. For example, the subsequent phase of construction could be discontinued once the countries along the route considered that the project would pose a threat to their national security. It will not affect the completed pre-engineering and will also minimize the loss.

Some countries are concerned about the disproportionate share of Chinese enterprises in major investment projects, which affects their sovereignty and national security. Therefore, China is considering to reduce the proportion of Chinese enterprises in project operation; to reduce their demand for Chinese loans, to dispel speculation that China is using building-specific projects of great strategic value to achieve long-term strategic objectives.

China’s in-depth description and new initiatives on the BRI have responded to the accusations made by the United States about the BRI when it launched the Indo-Pacific strategy. To some extent, it reduces the doubts and concerns of countries along the route about the initiative. According to statistics, 127 countries and 29 international organizations have signed the “One Belt, One Road” cooperation document with China. During the second Belt and Road Summit Forum, relevant countries and international organizations have signed more than 100 bilateral cooperation documents with China in transportation, taxation, trade, auditing, science and technology, culture, think tanks, and the media. Several national and international financial institutions have signed documents on third-party market cooperation with China.23 According to the list of results issued by the second Belt and Road Summit Forum, the initiatives or cooperation initiatives launched by China, the multibilateral cooperation documents signed during or on the eve of the Summit Forum, the multilateral cooperation platform established within the framework of the Summit Forum, investment projects and project lists, financing projects, cooperation projects carried out by Chinese and foreign local governments and enterprises, a total of 6 categories of 283 items are included.24

In this context, Southeast Asian countries have become more active in the belt and road approach. During the second Belt and Road Summit Forum, the leaders of Southeast Asian countries generally expressed the need to strengthen cooperation with China within the BRI framework. For example, Bounnhang Vorachith, General Secretary of the Lao People’s Revolutionary Party’s central committee and President of Laos said that the BRI had become an important platform to strengthen connectivity between countries along the route, playing an important role in regional and global economic development. The Lao side will continue to accelerate cooperation in major projects such as the Laos–China railway, to further promote the development and prosperity of the two countries and the region25; Singapore’s Prime Minister, Lee Hsien Loong, said: Singapore is willing to continue deepening cooperation with China in areas including connectivity, investment, and finance under the Belt and Road framework, and jointly push forward regional economic integration and the development of ASEAN–China relations26; Cambodian Prime Minister Hun Sen said: the BRI has set an example for international development cooperation and Cambodia has significantly benefited from the initiative. Cambodia is ready to work with China to implement the action plan for building a community with a shared future and promote practical cooperation in trade, investment, and other areas under the framework of the BRI27; Brunei Sultan Hasanal said: Brunei is ready to work with China to promote the synergy of Wawasan 2035 and the BRI, expand cooperation in various fields as well as people-to-people and cultural exchanges, and inject more vitality into bilateral relations28; Thai Prime Minister Prayut Chan-o-cha said: Thailand benefited greatly from the infrastructure and data connectivity since the inception of the BRI almost six years ago, adding that Thailand will continue to support and actively engage in the BRI cooperation29; Indonesian Vice President Carla said that Indonesia is an important partner in international cooperation under the BRI and is willing to strengthen exchanges and cooperation with China in trade, investment, education, and other fields. Indonesia is willing to work with China to uphold multilateralism and jointly promote global and regional peace, stability, and prosperity30; Malaysian Prime Minister Mahathir said that the international community should better know and understand the Belt and Road, which will be beneficial to the world. Malaysia supports the BRI and looks forward to accelerating its own development by jointly building the Belt and Road31; Vietnamese Prime Minister Nguyen Xuan Phuc said: Vietnam has long supported the “Belt and Road” initiative, is willing to strengthen the construction of the “Belt and Road” and “Two Corridors and One Circle” planning and docking, deepen mutually beneficial cooperation in a wide range and promote regional development32; Philippine President Duterte said: The Philippines is full of confidence in building the “Belt and Road,” is willing to use the opportunity brought by the “Belt and Road” cooperation to achieve the national development goals33; Myanmar’s State Minister, said: Myanmar has supported the BRI since the very beginning and has been active in expanding cooperation with China, and it believes joint construction of the initiative will lead to greater well-being in the world and the region, enhance Myanmar–China friendship and cooperation, and bring concrete benefits to the two peoples.34 Several Southeast Asian countries involved in the South China Sea issue have also expressed their efforts to regulate island sovereignty disputes between the parties concerned without adversely affecting bilateral and multilateral cooperation in the Southeast Asian region. As the United States and other countries vigorously promote the “Indo-Pacific Strategy” in the East Asian region, Southeast Asian countries still have high hopes for the BRI. Thus, regional and international cooperation can be carried out to promote the development of their economies.

In particular, Chinese Premier Li Keqiang, on April 25, 2019, met with Malaysian Prime Minister Mahathir, who came to China to attend the second Belt and Road International Cooperation Summit Forum. They jointly witnessed the signing of bilateral cooperation documents, including the development and restoration of the “Malaysia City” project along the East Coast Railway in Malaysia.35 The reactivation of cooperation projects between China and Malaysia under the framework of the Belt and Road, which is conducive to bilateral cooperation between the two countries, has set an enlightening and exemplary example for other Southeast Asian countries.

At the same time, China has also achieved some results in promoting third-party cooperation within the BRI framework. On April 2, 2019, a Sino-Japanese third-party market Cooperation seminar was held in Bangkok, Thailand. China, Japan, Thailand tripartite enterprise representatives discussed the three-party market cooperation on key areas of cooperation development such as transportation logistics, energy environment, and smart city. Participants said that China and Japan have advantages in capital, technology, talent, and other aspects, and China and Japan have broad prospects for third-party market cooperation in Thailand. The business and industry of China, Japan, and Thailand should further deepen cooperation, create a good cooperative environment, strengthen information exchange and sharing, give full play to the role of trade promotion agencies, and work together to create an “industry + technology + Capital + Market” mode of cooperation. Participants also considered that the development potential of the economic corridor project in eastern Thailand was enormous, and that Chinese, Japanese, and Thai enterprises should grasp the development opportunities, further deepen mutually beneficial cooperation, and strive to make the economic corridor in eastern Thailand a demonstration zone of third party market cooperation between China and Japan, to achieve the so-called “three wins model.”36 China and the European Union have made some progress in third-party cooperation. At the ninth round of the China–EU high-level strategic dialogue meeting, held on March 14, 2019, the European Union’s High Representative for Foreign Affairs and Security Policy Mogherini said: The EU is willing to deepen Europe–China connectivity, explore the Euro-Asian connectivity strategy and China’s “Belt and Road” initiative docking, and vigorously carry out third-party cooperation.37 As some important EU member states have close historical relations with Southeast Asian countries, there are also good prospects for China–EU cooperation under the BRI in Southeast Asian countries.

Conclusively, we can see that although the Indo-Pacific Strategy pursued by countries such as the United States has the apparent purpose of curbing the BRI, and Southeast Asian countries are important targets of competition between the two sides. ASEAN and its member states have made efforts to avoid side-picking positions according to their own interests’ internal and external complexity. Therefore, it is difficult for the U.S. Indo-Pacific Strategy to prevent Southeast Asian countries from continuing their desire to participate in the BRI. At the same time, China must actively adjust its policies and measures in implementing the BRI. Thus, Southeast Asian countries can understand and accept the possibility of achieving a win–win and all-win situation and jointly establish the goal of the Destiny Community of China and ASEAN.
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Chapter 5

Measuring China’s Influence in Europe: Contextualizing the Impact of the Belt and Road Initiative

Maria Adele Carrai

1. Introduction: EU Perception of China and the BRI

The EU and China have had an enduring and evolving relationship since 1975. They are committed to a comprehensive strategic partnership, and they are two of the largest economies and traders in the world. China is now the EU’s second-largest trading partner after the US, and the EU is China’s biggest trading partner. However, China, with its Belt and Road Initiative (BRI), reflecting its aspirations as an emergent global power, have been increasingly perceived by Brussels as a threat due to the fact that China not only can contribute to divide et impera the EU while spreading authoritarianism but it might also challenge the rules-based international order, reciprocity, non-discrimination, and openness of international markets. While the most vocal critic of the Initiative has been the United States (Mearsheimer, 2006; Kurlantzick, 2007),1 more recently also the EU, which has not yet officially supported the BRI, has become more outspoken and critical toward China. In this sense, it is significant that the recent European Union Commission’s Joint Statement taking a position similar to the one of the United States, has defined China not only as a “systemic rival” but it also further states that it promotes alternative models of global governance.2 This new rhetoric and tone have already been accompanied by the creation of a new EU-level screening mechanisms framework that could particularly impact Chinese investors and the possible creation in the coming years of a new EU procurement mechanism, which would be even more challenging for the Chinese investors.

This change of the EU attitude is not surprising. In the past few decades, China has been continuing to transform its growing economic power into political and military might. The trend of inflows into China of foreign direct investment and foreign aid has been reversed into outflows, and now China is at the forefront of international donors and investors, giving China more leverage to influence countries’ behavior and shape international norms.3 This has been accompanied not only by a strong rhetoric of Xi Jinping for China’s new place in the world as a responsible global power but also by new initiatives, above all the BRI, that could reshape the international geopolitical and legal order.4 The Initiative, Xi’s signature foreign policy, was launched in 2013 to expand infrastructure networks connecting China with Eurasia, Africa, and Latin America. The BRI will require over a period of 36 years (ending with the centennial anniversary of the foundation of the People’s Republic of China in 2049), a massive investment of over US$ 1 trillion, which could contribute to embedding Eurasia and Africa in a Sino-centric world. To seal the launch of the BRI, new multilateral development institutions were created, such as the Asian Infrastructure and Investment Bank (AIIB) and the Silk Road Fund (SRF). While the AIIB is modeled mostly on the World Bank and the BRI is still at an embryonic stage, Xi’s stronger rhetoric and the launch of the initiative contributed to foster anxiety about China’s rise and its global influence in media and scholarly discourse (On AIIB see Lichtenstein, 2018).

Due to the strong rhetoric of Xi, the fact that China, with its different political and economic system, has emerged as a great power and that the endpoint of the Initiative is Europe, China is started to be perceived as a rival and a threat in Brussels. For some authors, China is biding the time to become strong enough to promote a more aggressive foreign policy overseas that would likely be oppressive and threatening to liberal values, as described, for instance, by Nadège Rolland in her in-depth work about the BRI (Friedberg, 2012; Sutter, 2012; Shirk, 2007). Other worries for the EU include the fact that China challenges not only the rules-based international order, reciprocity, non-discrimination, and openness of international markets but also because it might excerpt undue influence in the periphery of Europe, promoting a policy of divide et impera (Corre, 2019; Turcsányi, 2014; Meunier, 2014).5 There is a sense in Brussels that China, with its economic statecraft, will bring weak countries under its new economic and political authoritarian clout (Gat, 2007; Cooley and Heathershaw, 2017; Diamond, 2008; Ambrosio, 2010a; Ambrosio, 2010b; Alon and Chang, 2009). Such concern is even stronger in Europe that presents itself as a normative actor that promotes globally human rights, democracy, and the rule of law. Many other European think tanks also warn about Chinese authoritarian influence, especially in Central and Eastern European Countries (CEEC).6

Whatever the perception of China as a rising power is, there is no doubt that Chinese growth and the potential geopolitical and economics of the BRI are transforming the attitudes and potentially also the behaviors of other countries. China, a country with a population of 1.4 billion people, is growing strong and fast, shifting the international power distribution to the detriment of the political and economic hegemony of the US and the liberal world to which Europe is part. China became the world’s second-largest economy, and it is the main trading partner of an increasing number of countries, including the EU. There is a burgeoning literature on Chinese influence and how it is reshaping the international order (See for instance, White, 2009; Jacques, 2009; Lampton, 2008; Mearsheimer, 2006; Kurlantzick, 2007; Kastner, 2008; Lampton, 2008; Kang, 2007; Foot and Walter, 2011). Various international relations scholars have argued that since 2009 there has been a gradual transformation of the international system from a unipolar order under the liberal hegemony of the U.S. to a bipolar one, increasingly characterized by the competition of China and the US for their respective spheres of influence. This can be observed in the different strategies adopted by the U.S. and China, where there was a transition from more peaceful hedging to a now more confrontational balance of power (Øystein, 2018; Ross and Øystein, 2017).

This anxiety is not without a basis. While China inscribes its actions mostly within the current international legal order, its domestic political and economic structures are often different from those that characterize liberal states. This is further complicated by the lack of transparency of the Initiative and its financial institutions. China’s global rise could thus correspond to a profound transformation of the world we live in. If the BRI is successful, it could, on the one hand, bring prosperity to countries that have been left aside, integrating them with international markets. On the other hand, however, it could create a world unfamiliar to Western nations, in which not only what used to be the resource-rich backyard of Europe, Africa, will be increasingly under the influence of Beijing, but also in which, as Rolland has described, the development of new digital infrastructures created around a 5G mobile network provided by Chinese State-Owned Enterprises (SOEs), such as China Mobile and China Unicom, could lead to the creation of a digital market in which data are controlled by Chinese government using standards that incentivize censorship and that limit freedom of speech. In such a world, we could expect people to buy Chinese goods through Unionpay using as a currency the renminbi and adopting the Silk Road e-commerce platform, such as Alibaba’s Tmall.com or Jindong’s JD.com. The world-leading universities could be Chinese and could train on socialism with Chinese characteristics rather than freedom of expression and democracy. The dispute resolution and arbitration systems could be based in China and independent from the International Center for Settlement of Investments Disputes and could operate without complying with the standards of due process. Google, Twitter, WhatsApp, or Facebook would be replaced by Chinese counterparts. These are just a few examples that allow us to imagine the possible extreme and completely realistic repercussions of Chinese growth on some of the key principles that underpin the EU and the so-called liberal world.7 This transformation, some fears, could also take place within Europe, especially in the countries of Eastern and Central Europe that have been only recently integrated within the Union or other, like the Balkans, that still struggle to become members.

However, as it will be discussed in this contribution, if Chinese influence should not be underestimated, it should not be conflated. Not only Chinese influence in the EU has been often exaggerated but also an increase in power, being military, economic, or political, in fact, does not necessarily translate into an ability to shape rules and change the behavior of other actors. This is clear, for instance, in China detaining most of U.S. debt without being able to influence its financial or trade policies, and the same is true for North Korea, where China has been mostly unable to direct the behavior of Kim Jong-un. In some cases, China’s expansion has created the opposite results, and countries like Myanmar have attempted to look for other allies. In other words, the effects of Chinese growth have been often not properly contextualized or exaggerated, creating false alarmism and unjustified resentments. Another aspect to consider when dealing with Chinese global influence is a general misconception about the current international system and China’s relation to it. The international system and the values underpinning it have never been fixed and have been constantly contested and reshaped according to the evolving international society and its actors. China, since the Republican period, has contributed to shaping the current rule-based international order and for most part, has been part of it. By pointing the finger against China, sometimes we forget how the EU and other Western powers in the name of development influenced, not always through peaceful means, the course of action of other countries without respecting the liberal values of which they claim to be the standard-bearer (See for instance Raudino, 2015; Krasner, 1999; Anghie, 2007). We also underestimate how, as recently the author Anthea Roberts has argued, there is not even one single international order or international law, but as many as the different understandings and applications of it (Roberts, 2017). Within the future world order, different interpretations of international norms might continue to be held in place in an increasingly multipolar world.

In the face of the alarmism and anxiety in Brussels and the possible serious consequences of China’s rise as a great power, this chapter aims to look at Chinese influence and economic statecraft in the EU to see whether and to what extent the BRI is changing the EU. What are the objectives China is promoting through its BRI’s economic statecraft in Europe? Is it promoting divide et impera? Through economic means, is it bringing small European countries outside the orbit of the EU and rather under the ever-larger Chinese political and economic clout? Is China through the BRI spreading authoritarianism and threatening liberal values? After having presented the BRI as a China strategy and looked at the ambitions of China in Europe and its actual economic and financial presence and its impact on the EU unity and values, Section 5 assesses the success of Chinese economic statecraft along the BRI in Europe. It concludes offering a much more nuanced picture of China’s influence in Europe, in which Chinese economic statecraft effects are at best mixed and lack systematicity.

2. The Belt and Road and Its Strategy in Europe

The BRI, broadly speaking, is a development strategy promoted by the People’s Republic of China according to the five goals of policy coordination, facilitating connectivity, unimpeded trade, financial integration, and people-to-people bonds.8 Its aim ultimately is to create a more secure environment for China’s global rise, increasingly inseparable from its domestic stability. It would be easier to list what the BRI is not, rather than to define what it is, as its evolving character and its lack of a coherent regulatory framework make it difficult to pin it down. The Initiative originally brought together Eurasian and Northern African economies, and more recently also Latin America, through the inclusion of a pre-existing network of infrastructures, and the creation of new ones, that runs overland (the Silk Road Economic Belt, known as “the belt”), and sea (the 21st Century Maritime Road, known as “the road”).9 It is also becoming clear that the Initiative will have a third key component, the Digital Silk Road, which will integrate the regions’ digital industry, creating a common 5G market, through which the internet of things, clouding, big data, intelligent transport, entertainment, and media could be rethought and brought together within a broader common framework under the control of China (Wu, 2017; Paulo, 2017). It is a very ambitious program that is perceived as being able to transform and redefine Eurasia and the global economy of the 21st century (Kagan, 2017).10 The project could have huge geopolitical implications. It will eventually span through over 70 different countries, covering more than 60% of the world’s population and a large portion of the world economy.11 Chinese geopolitical and geoeconomic strategy behind the BRI relies on the large Asian infrastructure vacuum, which cannot be answered by the existing International Developmental Financial Institutions (IDFIs).12 Its pragmatic nature and lack of rigid framework allow it to never fail, especially now that its success or failure is tightly tied to the person of Xi Jinping that aligned the Initiative to himself and his unlimited presidential terms. At the same time, it leaves much interpretative leverage to the periphery that is likely to interpret the initiative that best promotes fit with their interests. BRI impact is nevertheless real, and it has shifted priorities in China’s financing priorities. Although the real money for the initiative still comes mainly from China’s policy banks, new IDFIs, such as the AIIB and the SRF, were created to implement the BRI.

The BRI serves multiple purposes for China, both domestically and for its foreign policy, but it should be understood primarily as a strategy that contributes to increase security for China as an emerging global power and to help it gain its rightful place in the world.13 Since its inception, the BRI has been described by many Chinese observers and academics as a highly important “strategy” and not just an economic “initiative,” and there have been various debates about its nature.14 The Chinese government, however, did not seem prone to call it strategy, and has officially emphasized that the Belt and Road should be called an initiative, 倡议, in the singular, and not a strategy, 战略.15 The reason for this is that the Chinese government wants the BRI to appear as an initiative more an open call for voluntary action for the public good rather than a deliberate plan for action that could imply inducement, and intimidation and that is usually self-interested.16

Despite all the official efforts to present the BRI as a non-threatening and open initiative, it has more the character of a strategy that contributes to promote China’s Grand Strategy and to increase China’s security in its global rise, especially now that China has become entangled with the global market, and its “go out policy” (走出去战略) has become a necessity.17 A Grand Strategy can be considered as a combination of economic, military and political means to achieve a state national interest, which ultimately concurs to grant security to the country (Goldstein, 2007; Norris, 2016). Chinese Grand Strategy, understood as strategic guidance for foreign policy behavior, is characterized by a realist understanding of international society, based on anarchy and competitive nature of states that act rationally to pursue their national interests and find remedies against threats according to their political, military and economic means (Nathan, and Scobell, 2012).

The importance of a policy is determined by how much a certain issue threatens the security of China, which the CCP ultimately makes correspond to its very security and self-preservation seen in a zero-sum game international society. The party’s security can be threatened not only by an external threat, like the US, but also by internal unrest for lack of jobs, ethnic tensions, questions of territorial integrity, economic stability, and good government performance (Nathan and Scobell, 2012). Externally, the Initiative can be considered as a reaction to both the Trans-Pacific Partnership (TPP) and the United States’ declaration of the “Pivot” or “Rebalance” to Asia strategy in 2011. The latter prompted responses from Chinese scholars for new Chinese strategies to cope with Obama’s policy. The proposal by the prominent Peking University Professor of international relations Wang Jisi was among the most influential ones. In 2012, he published an article in the Global Times, where he articulated his “March West” (sijin 四进) strategy.18 In the article, Wang argued that the US wanted to limit Chinese advance in the East by sabotaging China’s ties to ASEAN by promoting the TPP and strengthening its military alliances. Wang suggested that China’s advancement in the East could have produced an undesirable military confrontation with the US, but if China moved forward in West in Central Asia, such risk could have been limited. Moreover, by advancing West, China could have also achieved the goals of the policy of “Grand Western Development” (西部大开发), launched in 2000 to promote the growth and the integration of China’s western provinces, left behind in Chinese economic development.19 Not only was the US retreating from the Central Asia area, but Chinese operations could have been perceived as being in line with US goals in the region, as both powers would have aimed to achieve regional stabilization through anti-terrorism policies, economic integration, and non-proliferation.20

The “March West” strategy is at the core of the BRI and China’s Grand Strategy and was conceived not only as a form of balancing against the US but also as a way to allow China to enhance its presence in Eurasia, create new friends, have better access to resources and access to new markets. The BRI and the “March West” strategy are also in line with the most recent and popular idea of peripheral security and diplomacy (中国周边安全,周边外交), according to which creating a strategic fulcrum (战略支点) in peripheral countries is essential in order to counterbalance the U.S. (Lukin, 2014; Wong and Lye, 2014; Szczudlik-Tatar, 2013).21 Despite being the cradle of civilization, and at the beginning of the 20th century, Halford John Mackinder considered Eurasia the heartland or the central pivot of the word, and Central Asia has been for long considered peripheral, with a series of misconceptions and stereotypes, which has contributed to its marginal position in international affairs (Mackinder, 1996; Brzezinski, 1997; Beckwith, 2009). China’s peripheral countries in the context of the BRI and its peripheral strategy do not only solely include Central Asia countries, which are literally at its borders, but also peripheral countries in Europe or Africa that are marginal to financial and aid flows and international politics.

The investments in infrastructures of the BRI would be hard to justify without a perceived strategic risk. The BRI is aimed at decreasing vulnerability by obtaining access to new markets and natural resources and developing control over the resources at their point of origin or other strategic assets. Through the land and sea routes, China will increase its control over key points of maritime and land transportation, as China receives the majority of its imported energy, grain, and minerals. It will also help to diversify the supply networks through the construction of new roads, rail links, and pipelines that will extend across Eurasia from east to west and north to south, developing at the same time the Western regions. The BRI is also the response to China’s economic transformation and upgrading. China is no longer the place where cheap products are produced or assembled. China, with its “Made in China 2025,” is upgrading its economy, moving away from heavy reliance on infrastructure, basic industries, and export of low-end manufacturing products. It focuses on innovation, advanced technology and a developmental model that relies more on domestic demand and the export of advanced products, like self-driving cars or airbuses. This is one of the reasons why both the EU and the U.S. have changed attitudes toward China in recent years. As long as China offered cheap labor for products consumed in advanced Western economies, China was not threatening. Now that it wants to upgrade its economy, China has become a competitor effectively to the EU, and the U.S. and technology transfer has become an even more sensitive area, hence the rise of screening mechanisms in Europe. The BRI, in China’s perspective, would not only give it assesses to a new market but its labor-intensive, low to middle-tech manufacturing could also be potentially transferred to other developing countries along the BRI, to which China could provide technology, know-how, and capital they need to become manufacturing powers. Its new economic leverages could then be transformed into political ones, helping shape target states’ behaviors and preferences, promoting new friendships with countries that recognize China as a great power and that do not criticize its behavior or challenge its political system.

Within the BRI strategic context, Europe plays an important role. Although the BRI is open and flexible, and various countries and regions claimed to be the official starting or ending points of the Initiative, it is evident that since the launch of the Initiative, Europe has been considered the BRI’s endpoint. There are several reasons why the EU is important for China and its global strategy. Amid the US–China trade war, the EU offers a mature alternative market. The Trump administration destabilized not only US relations with China but also with the EU, leaving the Paris Agreement, the Iran nuclear deal and defining the EU as a foe. This has paved the way for a new common ground for collaboration between Europe and China. The large European common market and its 500 million consumers will continue to have a strong purchasing power to buy many Chinese products, especially now that China plans to upgrade its economy. Moreover, the EU is ahead of China in various technological sectors from which China can learn. It is not a coincidence that the largest Chinese investments in the EU tended to be M&A, often driven by the interest in transfer of technology. We can already see a gradual business collaboration shift from more traditional manufacturing to advanced manufacturing and new information technology, internet security, biopharmaceutical, renewable energy, and “new energy” automobile industries.22 Although there has been an overall good relationship in terms of trade and investments, as it will be further discussed in the following section, the EU did not support the BRI officially due to lack of transparency, uneven playing field, and concern for norms and standards that the EU will further details in a new White Paper on the BRI. While large EU countries continue to do business as usual, the EU seems to have hardened its tone toward China, as the last statement of the EU Commission and the last EU–China Strategic Outlook demonstrates, as well as the rising of the first EU screening mechanism mostly aimed at target Chinese investments.23

3. Measuring Chinese Influence through Economic Statecraft

The EU is very concerned with Chinese influence. Especially now that China’s BRI investments in the Union have increased, reaching a pick in 2016 with EUR 44.2 billion, there is a fear that the new Chinese economic leverage could bring countries in the periphery of Europe gravitating in Chinese orbit, creating a lack of cohesion within the EU and contributing to spread authoritarianism.24 However, influence, especially now with China’s vast repertoire of toolsets, is hard to pin down. Studies on influence have focused only on the process through which policy is made, and some have confused power with influence. These latter are two different things: Influence is an actual effect of power; power is only an “opportunity” for its actual effect. In other words, power can be transformed into influence, but it is not necessary. Influence instead has necessarily actual effects (Goh, 2016). There is a need for more systematic studies of Chinese influence that look at the causal process through which China exercises its influence, and that investigates what conditions under which China is successful in doing so. Trying to aggregate into one of the many variables that condition influence, like the recent debate on China’s sharp power, would be hopelessly difficult and potentially misleading (Kastner, 2016; On sharp power see Nye Jr., 201; Walker and Ludwig 2017).25 One possible point of departure to see how China can exercise its influence is to disaggregate this latter into its various components.

To disaggregate the various explanatory variables that determine Chinese influence, one could look at the different types of statecrafts and how particular types of resources are effectively translated to serve political objectives and exercise actual influence on the target countries. Here one could use the old but still valid distinction of Harold Lasswell between four types of statecraft classified from the softer to the harder: propaganda, which corresponds to a state’s deliberate manipulation of verbal symbols aimed at influencing a certain target country; diplomacy, which refers to the attempts to influence that rely primarily on negotiations; economic statecraft, which refers to the attempts to influence that rely on economic instruments; and military statecraft that relies on violence, weapons, and force (Lasswell, 1945). The studies that look at “China models,” Confucian institutes, Chinese media propaganda, and the activities of the United Front, for instance, look at the first category of statecraft (Kokas, 2017; Edney, 2014). Propaganda has not so far helped the PRC to improve its image internationally, including, as we will see, in Europe. For long, China has suffered from a poor international image that hindered international acceptance as a global power. Simultaneously, the CCP’s propaganda efforts to raise global awareness of the country’s economic transformation have been effective, especially in African countries, as have its efforts to shape the discourse on Taiwan and silence the one of Hong Kong and Tibet (Brady, 2015; Strauss, 2009; Thussu, 2018).26

As for the second type of statecraft, recent studies show how Chinese diplomacy is characterized by its continuing attempts to influence other countries through partnerships rather than more traditional diplomatic strategies of forming an alliance (Goldstein, 2001).27 Such partnerships are substantiated by frequent high officials’ visits and are inserted within the official rhetoric of inclusiveness, mutual learning, win–win cooperation, and respect for each other’s sovereignty (Haacke, 2002).28 This is certainly the case of the 16+1 of China and Eastern and Central European countries, as it will be further discussed later, which, however, in the case of Europe has attracted even more critics from Brussels that saw the new format as an instrument for dividing Europe. Military statecraft has become more important in China. While the military spending as a percentage of its GDP has remained similar at around 2% in the past two decades, given the increased GDP of China, this translated into a significant difference: in 1989, the spending was US$ 20,226 and now it has increased over 10 times to around US$ 215,176.29 China, moreover, begun to create its own military bases outside of its own territory, such as the People’s Liberation Army logistics base in Djibouti. It also reinforced its units in UN peacekeeping operations, humanitarian assistance and disaster relief, non-combatant evacuation operations, counter-piracy operations, and the protection of sea lines of communication (McReynolds, 2016; Saunders and Scobell, 2015).30 Chinese increased military presence abroad is due to China’s expanding interests overseas and the need for the People’s Liberation Army to operate in extensive geographical areas and at a strategic depth to protect China’s investments and people. In Europe, China has no military bases, but it controls over a dozen ports, and some scholars have warned about the possibility of China shifting the commercial use into a military one in the future in case of emergencies or crises. The Chinese navy occasionally visited the Greek Port since 2002, usually after concluding counter-piracy patrols in the Gulf of Aden and before returning to China. The recent Chinese order to make all civilian shipbuilders convertible into military use in case of emergency raised concerns about the militarization of the Greek Port of Piraeus in the future.31 China’s Strategy of Peaceful Development, however, poses a puzzle for those who focus on military statecraft. Despite the increase of military expenditures and Chinese military presence outside, economic power has been more attractive to China. For instance, in Taiwan, due to the inefficiency of the more coercive strategy, China has shifted to sophisticated economic statecraft rather than military statecraft. For instance, in 2005, it used a strategy of public power (公权力) to leverage pressure against the pro-independence party, the Democratic Progressive Party (DPP), appealing directly to citizens of Taiwan. It provided economic concessions (elimination of tariffs on Taiwanese fruit) in order to create local support (fruit farmers) for the KMT leader Lien Chen against President Chen Shui-bian of the DPP, mitigating in this way Taiwan’s quest for independence (Norris, 2016). Moreover, China’s use of military power could raise concern among its regional neighbors that could see in it a sign of a revisionist China that could threaten the regional order. China could thus risk to isolating itself both regionally and internationally, being perceived as a country that does not abide by the international rules, and this could create an unfavorable environment for China.

One key aspect that has not yet been sufficiently investigated in the context of the BRI is economic statecraft, which can be broadly defined as the use of economic power to achieve strategic objectives. David Allen Baldwin, one of the founder theorists of economic statecraft, defines economic statecraft as a range of tools, policies, and others used to pursue a state’s interests in the international system (Baldwin, 1985). China has accumulated great wealth in the past decades. Its gross values of agricultural and industrial output are the world’s largest, with China being the largest trading partner for over a hundred countries, the largest exporter (US$ 2 trillion, 2017), and the second-largest importer (US$ 1.7 trillion, 2017) after the United States.32 It is the major foreign holder of US treasury securities, and in 2017 it became the third country after the US and the United Kingdom for Foreign Direct Investments.33 As part of China’s rising great power strategy, it seems that this wealth has been increasingly used domestically to promote the country’s unification through investments in the less developed regions of China, and serve its foreign policy objective and broader national interest. The BRI constitutes the most recent case of Chinese regional strategic economic logic that aspires to shape the international environment and increase Chinese influence without triggering counterbalancing reactions (Norris, 2016; Alves, 2013; Shu Guang Zhang, 2014; Kastner, 2016; Segal, 2007; Flores-Macias and Kreps, 2013; Struver, 2016).34

Since the BRI was launched in 2013, China has been expanding its influence externally following a long-term vision and a gradualist and hierarchical approach (Peng, 2013). The economic statecraft instruments that China has used include: foreign aid, generous preferential trade agreements that give access to Chinese domestic market for closer relations with China (FTA), China SOEs’ purchase of prominent commercial goods or merge and acquisition to reward or punish foreign states, financing of cross-border infrastructure projects that give access to strategic natural resources while meeting the needs of China’s neighbors. These are done not only for economic advantages and acquire resources but also in the hope that the sustained economic engagement will produce a political transformation and desirable changes in the target country’s behavior. Then one key question is what Chinese central government objectives are in the EU? In line with its strategic goals, the objectives of China are various, but here I will refer to: (1) easy access to the EU common market, including advanced technology and procurement, (2) create new partners and friends that support the One China policy, accept China’s new status as a great power and avoid criticisms of China’s human rights, and policies in the South China Sea, (3) recognition of China market economy status, and (4) overturn of EU arms embargo that started in 1989. I argue that rather than directly trying to divide and rule Europe or promoting a China authoritarian Model, Chinese interest lies primarily in the creation of an environment favorable to China’s economic growth. The EU is interested in elevating the EU–China economic relationship into a comprehensive agreement for investments in the form of a Bilateral Investment Treaty and increasing reciprocity. Specifically, the EU wants to create reciprocal market access, easier procurement access, and transparency for its investors in China, having more balanced economic and trade relations and create rules that limit China’s state industrial subsidies. The EU has not recognized the BRI, and instead, it has started its own “Strategy on Connecting Europe and Euro-Asia” based on its economic and institutional norms. Although there is no evidence that China’s main objective of its statecraft is to divide et impera the EU and spreading authoritarianism, these will also be tested in the analysis following section.

4. China–EU Relations and Measuring the Influence of the BRI

In light of the BRI and its Going Out Strategy, China has expanded its investments globally. China’s outward FDI jumped to almost US$ 200 billion in 2016 (an increase of 40% from 2015), targeting mostly high-tech, services and infrastructure assets, and in the same year invested US$ 14.43 billion in 53 BIS countries.35 However, in the last three years, China’s FDI has dramatically decreased due to a global rise in screening mechanisms and an increased capital control, and a tightening of China’s liquidity. A similar pattern can be seen in Europe, where Chinese investments reached their peak in 2016 with a total of FDI in Europe of EUR 37 billion. In 2018, Chinese FDI continued to decline to EUR 17.3 billion for similar reasons as the general global decline of Chinese FDI. The main recipients of Chinese FDI continue to be the “Big Three”: The United Kingdom (UK) (EUR 4.2 billion), Germany (EUR 2.1 billion), and France (EUR 1.6 billion).36 As for trade, in 2018, China (11%) was the second-largest partner for EU exports of goods with a total EU export of goods of EUR 209 billion and the largest partner for EU imports of goods (20%), where EU imports Chinese goods for a value of almost EUR 400 billion.37

Europe is one of the endpoints of the connectivity plan, and since the BRI has been announced, China showed a new interest in the CEEC. This is not surprising. The main Chinese investment plans in Europe for the BRI, which aims to create a cross-border transport corridor for reducing transportation costs while improving and increasing presence in the EU market, include the north Eurasian Land-Bridge, which starts in China and reaches Europe via Xinjiang, Central Asia, Russia, and the CEEC, and the South maritime route that begins in the South China coasts and ends at the Piraeus Port in Greece, or the “South Gate to Europe,” via the Mediterranean Sea (Zuokui, 2017).38 The Piraeus port, which in the mid-2016 was acquired by the Chinese ocean shipping company COSCO, allows Chinese goods to be delivered directly in Europe through the Red Sea, and the Suez Canal avoiding the circuitous route of the Indian Ocean, rounding the Cape of Good Hope in the south of Africa, crossing the Atlantic and traveling through the West African coast (Zuokui, 2017). Due to the Port, Greece–Macedonia–Serbia–Hungary Railways part of the BRI, as sealed during the Chinese Premier Li Keqiang’s visit to Serbia in December of 2014, became geographically strategic. Such projects are clearly aimed at reshaping China’s access to Europe, giving China advantages in trade, logistics, finance, cyber, and technology. They could also help to create a block of country friends to China, which not only promote China’s image globally but that could also potentially function as military allies in the future. But are the fears of Brussels of China divide et impera and spread of illiberal values founded? And is China successful in its economic statecraft in promoting the key objectives it aims to reach? In the following sections, after having contextualized Chinese economic statecraft in CEEC in the context of the BRI and looked at whether China is attempting and whether is successful in divide et impera or spreading authoritarianism, I will look at China’s success of failure given the objective of its economic statecraft along the BRI.

4.1. Chinese economic statecraft seen by Europe: Divide et impera and authoritarian spread

China’s economic penetration in Europe has raised concern about its influence, especially with regard to the smaller and less institutionally and economically developed CEEC. China officially declares that it supports the unity of the EU and that, in no case, it aims to threaten it. However, according to a recent report of the Mercator Institute for China Studies, China, by presenting its alternative non-democratic political and economic models to European countries as superior, is seeking to build global support for its agenda among European politicians, business people, media, and academics. In doing so, China is weakening European Union unity and its “liberal DNA” while pursuing its ultimate objective of securing regime stability at home (Benner et al., 2018). Accordingly, through the promotion of the BRI, China is now putting more political and economic pressure on smaller and fragile countries to fragment the European Unity following a policy of divide et impera.39


There have already been cases in Europe of China’s successful use of economic tools that could influence the behavior of target states. The key Chinese actors of economic statecraft are the Ministry of Foreign Affairs, International Liaison Department of the CCP, United Front Work Department of the CCP, and Overseas Chinese Affairs Office of the State Council, Ministry of Commerce, SOEs and Private Companies.40 The influence is sometimes clear but sometimes is subtler, as European countries can adjust their policies preemptively to obtain Chinese favor. So far, China has been able to influence EU political elites using economic tools for punishing or rewarding countries that are more or less in line with its national security priorities.41 This is evident with the Dalai Lama’s visit to EU member states, which provoked political and economic “freezing” by China of the countries in question. If developed states, with strong democratic institutions and the rule of law, partly compromise their values and beliefs, as in the case of Norway that will be discussed in the next part, one wonders what Chinese economic statecraft could produce in smaller and less institutionally advanced states. As discussed before, the CEEC is seen as a lynchpin between Eurasia and Western Europe in the context of the BRI (Éltető and Szunomár, 2016; Szunomár, 2014; Brocková and Mráz, 2014).42 Chinese investments in these countries are relatively new phenomenon and go hand in hand with the BRI promotion. China’s own official data suggests that as of June 2017, roughly US$ 8.2 billion of foreign direct investments had flown into CEEC.43 Even if the investments are small when compared to Chinese investments in Western EU member states (France, Germany, and the UK in 2016 received more than half of Chinese FDI, and more than 40% went to North and Southern Europe), and are marginal if compared to EU aid and FDI to these countries, if one takes into account the size and output of CEEC economies, the investment is not insignificant.44 Moreover, as Ágnes Szunomár remarked, the role of Chinese investments within the CEEC region increased significantly after the 2008 economic crisis, and their importance for the region will increase.45

To further cooperation, in 2012, during the visit of Wen Jiabao to Poland, the format 16+1 (evoking the Forum on China–Africa Cooperation), was established as a platform for cultural, economic, trade cooperation between CEEC and China. The forum includes Albania, Bosnia and Herzegovina, Bulgaria, Croatia, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Macedonia, Montenegro, Poland, Romania, Serbia, Slovakia, and Slovenia. The group is made of 11 EU members, 12 North Atlantic Treaty Organization (NATO) members, and five EU accession countries from the Balkans. Greece is also considering becoming more involved in the project.46 Xi Jinping stated in 2015 that CEEC occupies an important position in China’s foreign policy, and that “The 16+1 Cooperation must be fully complementary to the construction of the One Belt, One Road.”47 The 16+1 Initiative should not be considered simply as a plotting of China against the EU. The CEEC has always had a hard time having a bilateral relation with China, and they lamented that they were often excluded or marginalized from the EU–China forums. They saw the possibility to have high-level meetings with Chinese officials as a unique opportunity, not only for cementing new economic opportunities but also creating some leverage with the policies of the EU. China, in this sense, could be used as a bargaining chip in the negotiations with the EU and a way to diversify the trade portfolio and reduce dependency on the EU market. Moreover, the availability of loans, often below-market price, to finance new infrastructure capacity as part of the BRI was welcomed by the Balkans countries that are non-EU members and that often do not meet the requirements of Brussels or other IDFIs (Grgić, 2017).

The Balkans in CEEC are interesting for observing the repercussion of Chinese economic statecraft. For a long time, the Balkans had been neglected and considered marginal even within the EU, they have now become geographically central for the development of the BRI. China sees the Balkans as a point of connection between the Mediterranean and Central Europe. Confronted with China’s increased presence and afraid of losing control over the Balkans, the EU quickly came up with its connectivity projects.48 In the Balkans, Serbia is the non-EU member country that received the most investments from China. If, in the words of a Serbian Foreign Ministry Official in 2012, Serbia and the Balkans have not much to offer to a rising global power like China, the launch of the BRI has significantly changed the situation, and China has become an important player in the Balkans.49 This did not happen in a political vacuum. Serbia recognizing China’s support for Kosovo, and hoping for an increase in commercial opportunity with China, signed a strategic partnership with China in 2009, in which China became together with the US, Russia, and the EU, the “Fourth Pillar of Serbian Foreign Policy.”50 In 2010, Serbia wanted to boycott the ceremony for the Chinese Nobel Prize Liu Xiaobo in a sign of support of China, but it did not due to the EU’s pressure.51 Besides this earlier sympathy for China, not much was conveyed in actual economic or strategic relations between China and Serbia. The establishment of the BRI was a turning point. In fact, in 2014, China pledged an investment fund for CEEC, including the Balkans, of US$ 3 billion together with US$ 10 billion credit lines offered the previous year for supporting Chinese investments.

The successful completion of the over US$ 200 million worth project of Pupin Bridge (the largest Chinese infrastructure investment in Europe to date) across the Danube in Belgrade, which was financed mostly by China Exim Bank before the BRI’s official announcement in 2013, was promptly used as a symbol of BRI accomplishments and Chinese benevolence. It was the first big infrastructure investment of China in the European continent.52 The construction, completed according to schedule, was opened in December 2014 with the ceremonious participation of Premier Li Keqiang.53 China gained a positive perception from the Serbian public, as a result. Despite the fact that Chinese investments pale in confront to the EU, a survey in 2016 by the Serbian European Integration Office (the precursor to the Ministry of European Integration) found that 21% of people polled believed China was the largest investor in Serbia. Moreover, various Serbian stakeholders interviewed by a study believed that Chinese loans did not come with explicit EU-style conditionality, but that often the financial burdens were much more substantial, as the interest rates offered are not concessionary.54 According to the survey done by the Belgrade Centre for Security Policy regarding the public perception of Serbia’s foreign policy, China is evaluated as the second most successful economic power after the US, second-most credible investor after Germany; and the most successful technological power. However, China is only seen as an average military power, a relatively unsuccessful political power (after the EU), and the least successful actor in democracy, the rule of law, and human rights.55 Nevertheless, we can also observe a shift in public opinion about joining the EU, and now it seems that an increased number of Serbian people are unfavorable to Serbia’s access to the EU (72% were pro-joining the EU in 2002, while in 2017, the number dropped to 52%).56 The various Chinese investments project not only contributed to establishing a better reputation of China in the region but they also paved the way for later projects.57 Chinese infrastructure projects in Serbia have also led to concerns regarding its environmental standards, worker’s safety standards, lack of fair and transparent procurement, and also possible political implications, and therefore some of the projects have been blocked.58 But the Balkans, in the same way as CEEC, or Italy, are still very much in line with the EU, from which more funding comes. They use China as a bargaining chip, but it is not an alternative to Brussels.

Some of the CEEC lamented that they needed more options rather than simply conditions from traditional IDFIs, and China’s increased economic and political engagement in the region was seen by various political elites not only as an economic opportunity that could have contributed to diversity the trade portfolio and reduce dependency on the EU market but also as a way to have their own political leverage against what is perceived by some to be the “Brussels rule.” China, in this sense, is giving options, and it could contribute to further the stability and the economic integration of a region in which countries like Greece are on their knees after EU austerity policies. Moreover, Chinese engagement in the region is generating as a reaction EU’s new policies for connectivity, especially for integrating the Balkans.59 Chinese loans are not necessarily more favorable than the EU’s one, but they tend to be more flexible and quick, and countries can avoid cumbersome bureaucratic practices and strings attached to the loans, especially from outside of the EU that have to prove their progress on the rule of law and good governance. Sometimes, moreover, they represented the last and only resort for non-EU member countries like Montenegro, in which other IDFIs were not willing to put money for the construction of a Montenegrin highway, funded by China in the end (Grgić, 2017). For infrastructure projects within the BRI, China’s hands are often limited by EU regulations and target state law, as it has been the case in various instances in which projects were blocked, or acquisition failed.60 Often the reason lied in BRI projects’ questionable adherence to labor laws and safety standards and the lack of sure financial viability and violation of EU’s regulations on infrastructure tenders.61 CEEC overall is still anchored to Europe, which besides remaining an attractive community, it continues to dictate the rules while remaining the major source of cheap financing and aid.62 Although the public opinion on China is changing in places like Serbia, Montenegro, and Greece, this is not the case in places like the Czech Republic, in which despite the propaganda efforts, China is perceived as a threat to liberal values. Moreover, even in places where China is better perceived and admired, one has to see how much this admiration will correspond to a transformation of preferences and behavior. Chinese presence in Europe is still too weak to make countries shift entirely on China’s side. They rather tend to leverage their position in between China and the EU to gain the most from both. As Jean-Christophe Defraigne discussed, the North-Western European economies, especially Germany, are still “uncontested regional center of Eastern European and Mediterranean regions.” Moreover, the lack of geographic proximity, no matter how much the investments, limits the potential for trade and FDI of China in CEEC, and reconfirm the resilience of the traditional economic center of Western and Northern Europe of the EU. Moreover, the Chinese ODA and FDI flow “do not constitute a game-changer compared to existing European financial flows” (Defraigne, 2019). Playing the Chinese card helps countries that, due to austerity policies, saw almost no flux of investments decreasing, negotiating with Brussels, and gaining more political and budgetary autonomy from Brussels. Also, in terms of the effects of Chinese investments on the rule of law, corruption, or the spread of authoritarianism, there is no evidence. Chinese investments rather seem very adaptive and often reveals corruption or authoritarian elements already present in the host countries, rather than importing or imposing them as strategy or objective.

4.2. Measuring Chinese economic statecraft and its objectives in Europe

As we can already see from above, the picture of Chinese influence in the periphery of Europe is very mixed, and sometimes it created backlashes. If we look at China’s objectives in its economic statecraft, the results are even more mixed. Now I will look at how Chinese economic statecraft helped China in reaching its objectives of: (1) Easy access to the EU common market; (2) Creating new partners and friends that support the One China policy; (3) Recognition of China market economy status; (4) Overturning of EU arms embargo that started in 1989. As for the first objective of better accessing the EU market, the BRI was not successful. The rise of EU’s screening mechanisms and single-member states screening mechanisms and the possible creation of procurement mechanisms demonstrate that China’s objective of continuing to have unimpeded access to the EU market failed despite its attempts at economic statecraft. A group of countries that includes Greece and the Czech Republic attenuated the language of the European Council’s statement announcing a planned EU investment screening mechanism aimed in particular at China’s increased investments in strategic areas such as defense and telecommunications.63 Greece openly mentioned that Chinese investments were one of the reasons for opposing the announced EU screening investment mechanism.64 Although China was able to encourage target countries to lobby to play down the possibility of creating financial screening mechanisms, the new screening mechanism is in place, and according to a new report, it is likely that it will negatively affect the M&A of China in Europe. According to the report, 82% of the Chinese M&A transactions in Europe in 2018 would fall under at least one of those criteria imposed in the new screening mechanism.65 Also, in the “Big Three” EU economies that received the largest amount of Chinese FDI, their share in total Chinese FDI declined from 71% in 2017 to 45% in 2018. Several European governments have also updated or established their own FDI screening regimes in 2017 and 2018, and several more are in the process of doing so. This strengthening of review mechanisms has already impacted Chinese investment patterns in 2018, including the first-ever instance of a blocked Chinese acquisition in Europe and several delayed transactions. China not always succeeded with its economic statecraft. It is often the case that even economic leverages failed because they clash against EU norms and target the country’s own laws and regulations. It seems that the stronger the rule of law, democratic institutions, and ties with the EU of the target countries are, the harder it is for China to have political leverages in European countries, no matter how peripheral they are.

As for creating friends, through its investments and boasted opportunities of economic benefit, China was able to find support for its BRI through MoU signed with Albania (2017); Bosnia and Herzegovina (2017); Bulgaria (2015); Croatia (2017); Czech Republic (2015); Greece (2018); Hungary (2015); Italy (2019); Latvia (2016); Malta (2018); Montenegro (2017); Poland (2015); Portugal (2018); Romania (2015); Serbia (2015); Slovakia (2015). The most symbolically relevant MoU was the one signed by Italy March 2019. Italy was the first G7 country to sign the Memorandum. However, this raised much concern in Europe and many criticisms. China has been able to transform the preferences of some of these countries. These leverages contributed to limit the criticisms of China’s human rights situation, political regime, and behavior in the South China Sea and the visits of Dalai Lama while promoting China’s image. China has adopted freezing mechanisms to punish countries that did not fully support the One China Policy inviting the Dalai Lama. The freezing entailed excluding the country states from investment opportunities and other forms of economic collaboration, a reduction of diplomatic exchanges, and banning the political elites of the country from travelling to China (Fuchs and Klann, 2013).66 One case that stands out as the most high-profile is Norway, which saw a complete freeze of its economic and political ties with China after Liu Xiaobo received the Nobel Peace Prize in 2010.67 The relationship normalized only recently through efforts that could be almost considered as a form of self-censorship of the Norwegian leaders to avoid addressing issues sensitive to China. For instance, the Norwegian Prime Minister Erna Solberg, avoided putting at risk the negotiations over a free trade agreement with China instead of commenting on calls for Liu Xiaobo’s release in July 2017.68 Another example was in July 2016, Hungary, where Serbia and Greece both had received Chinese financing and investments and fought to avoid a direct reference to Beijing in an EU statement about a court ruling that criticized China’s legal claims in the South China Sea.69 In March 2017, Hungary hindered the EU’s consensus by opposing to sign a joint letter that denounced the reported torture of detained human rights lawyers in China.70 In June 2017, Greece rejected an EU statement at the UN Human Rights Council criticizing China’s human rights record. This was the first time that the EU had failed to make a joint statement at the Council.71

Within the CEEC, the Czech Republic serves as an interesting example not only of how China has started to shape the country’s preferences and international behaviors but also how its economic engagement can create backlashes in the public opinion of more democratic or institutional mature societies. Until 2014, the Czech Republic was one of the staunchest critics of China regarding human rights. But now its political elites have become supportive of China, and the country has become the regional leader of the 16+1 cooperation, especially after Premier Xi Jinping visited the Czech capital in 2016 and signed a US$ 9.15 billion-worth package of investments for the period of 2016–2020.72 In the 1990s, voices critical to the communist regime in China were quite common in all CEEC, and the Czech Republic under Vaclav Havel’s presidency was one of the prominent voices.73 The Dalai Lama visited the country various times for high-level meetings, and since his visit to Prague in 2009, there was no political dialogue between China and the Czech Republic until 2014, the year in which Milos Zeman, the Social Democratic Party representative, was elected. The same year, the Czech Minister of Foreign Affairs went to China to apologize about the Dalai Lama visits in 2013, and in 2016 as a consequence of Dalai Lama private meetings with Czech officials, President Zeman, Prime Minister Bohuslav Sobotka, and the heads of the Czech parliament’s upper and lower chambers criticized the meeting and reiterated the “One China” principle.74 This new pro-China atmosphere, and later Zeman’s rebuke, did not, however impede Ambassador to Beijing Bedrich Kopecky to sign an appeal for human rights observance in China in 2017.75 The Czech Republic, moreover, did not endorse the joint statement condemning the human rights crackdown in China in March 2016 and did not join the EU in criticizing Chinese behavior in the South China Sea.


Zeman and the Social Democrats admire China and maintain strong links with the Chinese Communist Party. It is interesting to see how since the inception of Zeman as president, the Czech Republic saw a sharp increase in Chinese investments in the automotive, electronics, business services, telecommunications, food, and real estate sectors. The investments came mostly from the Shanghai-based China Energy Company Limited (CEFC), whose Chairman Ye Jianming was later appointed by Zeman as an advisor on Czech economic policies. Although CEFC is not an SOE, it has close relationships with political institutions in China and with the Chinese Communist Party.76 Ye Jianming, currently under investigations for suspected economic crimes, admitted that his investment in Czech was not purely for economic reasons but also for serving the PRC’s national strategy, especially for the Belt Road Initiative.77

CEFC established its European headquarters in Prague in 2014 and was appointed as President of the former Defense Minister Jaroslav Tvrdik.78 Since then, the company has invested over US$ 1 billion in media, industrial and metallurgy companies, and football. In the same year, CEFC became the first-ever Chinese private company to have a majority stake in a European bank with its acquisition of 50% of the shares of J&T Finance Group (the second largest Financial Corporation in Czech, which owns US$ 115 billion of assets).79 It also bought minority stakes in publishing house and television broadcaster Empresa Media and marketing communications services firm Medea Group for undisclosed sums.80 In 2015, it bought 60% shares of Czech SK Slavia Prague when the football club was facing a severe financial problem, and in 2017 CEFC bought for US$ 78.46 a 79.4% stake in the brewer Pivovary Lobkowicz Group.81 Moreover, in terms of infrastructure investments, CEFC, together with the Beijing Municipal Road and Bridge Group, agreed to buy 80% (US$ 297 million) of the Czech company TSS Cargo, the largest Czech railway transporter.82

While the political and commercial elite economic ties with China has been strengthened and contributed to the transformation of the used-to-be more value-oriented Czech foreign policy, Chinese investments have not necessarily contributed to promoting more broadly China’s image in the Czech Republic. For instance, in 2016, during his visit to Prague, Xi Jinping received the key to the city, the “token of highest honour” from Prague City Mayor Adriana Krnáčová after having signed an agreement with Wang Anshun, Mayor of Beijing, to seal a sister city status with Beijing.83 The agreement however raised controversies, as it included a provision regarding the need for Prague to uphold the One China Policy and referred to Taiwan as an “inseparable part of China.” As Kowalski noticed, although the Czech Republic, as the majority of CEEC accept the One China Policy, “placing a similar note in a regional-level agreement was, at least in case of Sino-Czech relations, unprecedented.”84 The domestic mainstream media often interpret Chinese investments negatively. They are perceived as being inefficient, hardly contributing to increase tax revenues and exports, and serving China’s espionage operations. Moreover, Czech media tend to portray China as a direct opposite to the values and preferences of the Czech Republic, especially for issues like censorship of the Czech Internet.85 One can see even in the case of the Czech Republic that received an increasing amount of Chinese investments and has strong political elite ties with China, how the image of China has worsened, and this is true more broadly in Europe, where China’s image has become worse than perceived in the past years.86 Thus, China’s efforts to create friends and improve its image even in countries of CEEC that are more avid to investments are not obvious in terms of improving its image and making new friends, lifting the arms embargo, or having the market status recognized.

Moreover, China has been lobbying for the lifting of the arms embargo aggressively for decades. The EU lifted off the embargo conditional to the improvement of human rights situations, but the lift is increasingly related to security concerns and conditions imposed by the US, which threatened to stop defense technology transfer (Erickson, 2011). In 2017, the Czech Republic started to lobby for removing the EU’s arms embargo on China, but recently it even stopped using it as a bargaining chip in negotiations.87 As for the market status recognition, the EU, despite much lobbying from China, has not yet granted it to China and seems far from doing so.88 To conclude, the picture of Chinese economic statecraft and Chinese influence in Europe in the context of the BRI is very mixed, and China does not seem particularly successful in obtaining what it wants.

5. Conclusion: Assessing the Success of the BRI in Europe and China Influence

The regional economic strategy of the BRI aims to reshape the international environment to favor China and its rise, and it could have serious implications for the target countries’ international behavior and domestic system. Despite the changing position of countries that receive aid from China in the UN, Aiddata shows that there is no noticeable correlation between Chinese investments and the type of regime of receivers of the investments (Dreher et al., 2018; Lagerkvist, 2009).89 Besides promoting sovereignty and One China Policy, China’s foreign policy appears almost value free and adaptive, as long as its interests and political system is not threatened and challenged. The BRI main documents are very far from the Maoist proletarian revolution model. They rather emphasize concepts of sovereignty and respect for each country’s chosen political and social system and development path.90 The BRI, according to the main official documents, is based on openness and tolerance and is not interested in changing the political system of countries. So far, there is no evidence, besides anecdotes, that China is not trying directly to promote an authoritarian model, a policy of divide and impera of Europe, or assert a new system of values. China’s economic engagement in the CEEC has created political leverages, which, if they do not backlash against it, help China cultivate an environment in which countries at least do not antagonize against its global rise. If changing the government structures of the target countries in a more authoritarian sense is not in the interest of China, the promotion of China’s national interests indirectly forces countries not only to adjust their foreign policy as a consequence of Chinese economic freezing but also pre-emptively. There is certainly anecdotal evidence for this. For instance, the joint statement on the human rights situation in China in 2016 was endorsed only by the United States, Ireland, the U.K., Australia, Germany, the Netherlands, Japan, Norway, Iceland, Denmark, Sweden, and Finland.91 In February 2017, only 11 embassies, of which 7 were EU member countries, signed on to a joint letter criticizing China over “credible claims” that lawyers and human rights activists have been tortured while in detention.92 The avoidance of sensitive issues to China, however, seems not only limited to the CEEC but it also appears to have become a broader, more common phenomenon. In 2016 at the 36th Session of the Human Rights Council, China responded to the Joint Statement on the human rights situation in China with another statement by a Chinese delegate on behalf of 140 countries argued for ‘a less politicized’ debate on human rights and the building of a Community of Shared Future for Human Beings.93

Moreover, China, by providing an alternative of financing, gives the options to countries that are still not EU members to opt for easier and faster Chinese loans, creating, if successful, more incentives to support China, or to give more legitimacy to countries that have already authoritarian tendencies. For instance, this is the case of Hungary’s Prime Minister Viktor Orbán, who openly called for an “illiberal state on national foundations” against the EU model of liberal democracy. In 2016 at China-CEE Political Parties Dialogue in Budapest, Orbán, going against the EU’s commitment to promoting the universality of human rights, endorsed Beijing’s rejection of universal values and norms based on claims that each country needs a system that fits its unique national conditions.94 The gravitational pull of China could be felt more in countries that are more marginal and in which there are not yet strong institutions, and also given to the fact that China-backed projects often lead to top-down rather than market-driven procurement decisions, political elites not only can bring economic growth but also fuel patronage networks and boost electoral advantages.95


Not only the influence of China’s BRI economic statecraft is less threatening than what it has been described in media, but China’s economic statecraft results are mixed and sometimes negative for China, and it does not seem that the approach of China is cohesive or able to influence in a more systematic way the EU. This can be observed in the creation of screening mechanisms and possibly also procurement mechanisms, the increasingly worse public opinion about China, and the fact that neither the market status economy has been recognized nor that the arms embargo has not been overturned. Ultimately the picture of Chinese influence in Europe is mixed and nuanced, and the biggest challenge to the unity and the core values that have defined the EU seems to come from the EU itself, especially after Brexit. While the EU should remain united and vigilant, it should not oppose opportunities for cooperation on the ground of an inflated sense of China threat. The new, more “realistic” European Commission’s comprehensive strategy toward China is a first positive step in the direction of remaining vigilant while continuing engaging China.
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Chapter 6

China’s Belt and Road Initiative and ASEAN Connectivity in Development: Can Both Bring Synergy and Opportunities Together?*

Suthiphand Chirathivat

1. Introduction

At the 22nd ASEAN–China Summit held in Bangkok/Nonthaburi on November 3, 2019, following the previous 21st ASEAN–China Summit held in Singapore on November 14, 2018, ASEAN leaders welcomed China’s support for enhancing ASEAN Connectivity through the implementation of the Master Plan on ASEAN Connectivity (MPAC) 2025. With Thailand’s ASEAN Chairmanship, both sides agreed to promote synergies between MPAC 2025 and the Belt and Road Initiative (BRI) as part of the “Connecting the Connectivities” approach, with the adoption of the “ASEAN–China Joint Statement on Synergizing the MPAC 2025 and the BRI.1


Such departures should be seen as an important development, work-in-progress. But too early to conclude its success as far as China’s acknowledgment and involvement with MPAC as a whole is concerned. To a certain extent, the two sides will explore synergies and opportunities between MPAC and the BRI, while looking forward to the implementation of such cooperation “in an open, inclusive, transparent and mutually beneficial manner.”2

Both ASEAN and China also agreed in “ASEAN–China Strategic Partnership Vision 2030” to strengthen the strategic partnership with mutually beneficial cooperation on ASEAN integration and community-building. Further on “including capacity building and resource mobilization, synergizing common priorities in the Master Plan on ASEAN Connectivity (MPAC) 2025 and China’s Belt and Road Initiative (BRI), as part of efforts to synergize the various connectivity strategies in the region in a manner that would be mutually beneficial.”3 Such a new framework for strategic cooperation between the two represents a new departure, distinct from how China used to ignite the imagination of leaders and policymakers around the world, ASEAN included, with the China-proposed multi-trillion-dollar BRI from 2013 onward.

Before, China had embarked and advanced its BRI projects in individual ASEAN members without even mentioning a word on how these BRI projects could link to MPAC. For mainland Southeast Asia or ASEAN, China’s BRI only refers to the region as the “Indo-China economic corridor,” linking several parts of the region to China’s border provinces of Yunnan and Guangxi, and other inland and coastal provinces. But in practice, China’s BRI in ASEAN only involves China’s intervention into each of the individual ASEAN countries, where China would like to move into: as the small and less-developed Cambodia and Lao PDR; to other more populous countries as Indonesia, Myanmar, and Vietnam; or even to more developed ASEAN as Malaysia and Singapore.

With President Xi’s grand vision and strategy, since 2013, several BRI projects have been rolled out. These projects are under concrete implementation in various forms, from hard to soft infrastructure. It is still difficult to know what constitutes the BRI projects, and whether such a comprehensive list of BRI projects could be established for the region like ASEAN (see the attempt made by Guaping, 2019). It is in contrast to MPAC, which also has its objectives and work plans, well crafted by ASEAN policymakers. But due to lack of funding, in particular, for hard infrastructure, several projects of MPAC have not been taking off. These projects might not necessarily meet the needs of BRI. So, there is no interlinkage between them except the recent policy initiative to link them. Both MPAC and BRI have their distinct tracks of record in project development, progress, and implementation. The bilateral approval for mutually beneficial cooperation and the efforts to synergies, as the ASEAN–China Strategic Partnership Vision 2030 states, is new.

This chapter aims to reflect upon the salient features of BRI projects in strategic context and intent, driven by President Xi Jinping’s vision since 2013, as well as possible implications and progress so far for ASEAN countries. It examines possible synergies and opportunities between BRI and MPAC that are part of their common strategic cooperation into the future. In 2009, Thailand was able to advance MPAC 1 into reality when it hosted the 15th ASEAN Summit. In 2019, as the ASEAN Chair, Thailand advanced synergies between MPAC 2025 and BRI under the “Connecting the Connectivities” initiative. Further, this chapter will explore the advocacy of China’s BRI to enhance ASEAN Connectivity, as a way to strengthen ASEAN–China strategic partnership, in relation to other strategic partners in the ASEAN region.

2. China’s BRI in ASEAN: Salient Features

China’s rising influence has helped to foster its global and regional role, both on geopolitical and economic dimensions. Simultaneously, it comes with complex challenges to other global and regional powers that maintain peace, security, and prosperity in the current liberal international order. A few years after the global financial crisis of 2008, China initiated the BRI in 2013 as one of Beijing’s strategic moves to challenge the current economic and international institutions. Most notably for ASEAN and through the BRI since then, China is advancing this ambitious framework for greater integration and connectivity with individual ASEAN members with bilateral agreements as a continuation of its foreign policy to help to fill mainly infrastructure needs in these countries.


2.1. Strategic context and intent

At the strategic level, it can be argued that the overall interests of BRI are economic as China wants to reinforce its role as the center of the global supply chains and logistical networks, covering expansive regions and the world in the coming decades.4 The initiative is well suited to China’s emphasis on connectivity with the whole Southeast Asian region to the world. ASEAN, with over 650 million people consisting of young workforces, dynamic growth prospects, complementary production framework, is a natural choice and a logical partner to BRI extension. From Chinese perspectives (Daojiong, 2018), China’s ASEAN connectivity is important for the Southeast Asian presence in China’s domestic markets, a way to help Southeast Asian products to be directly accessible to the Chinese consumers.

At another level, BRI is a set of new tools of China’s bid to advance her geopolitical interests and influence in the region. For ASEAN countries, China’s speed, insistence, and drive for connectivity cause nervousness. These countries are apprehensive about aligning their development strategies as they anticipate more projects under BRI. Many ASEAN countries feel unease about their asymmetrical relationships with China. With increasing market dependence on China, their economies become vulnerable to ebbs and flows of Chinese economy and strategies, leaving little room to maneuver their strategic interests vis-á-vis China.

China uses BRI as all possible means to extend its new economic and strategic corridors beyond the South China Sea maritime transport route, which is also the main corridor of any goods transport to reach the eastern coastal cities of China. China feels particularly limited for its security when it comes to the Malacca Strait’s transport corridor for any essential goods as energy, food, and other raw materials, that might not be secured in case of unprecedented and uncontrollable events. Looking from this perspective, the whole Southeast Asia or ASEAN, both mainland and maritime, seems to offer an important alternative and landscape to China’s growing connections (Chirathivat et al., 2019). And this could be done only, and by-product, if China draws a careful grand vision. So, China’s BRI is a perfect response to secure its utmost strategic needs.

The next question is, how individual ASEAN countries have responded so far to China’s BRI to prevent falling into “China’s backyard,” as China prefers to deal with each country separately while advancing these jigsaws of China’s grand plan of BRI in ASEAN. Thus far, each ASEAN country is feeling that any resistance to such a trend is not constructive. The best possible way to deal with China’s BRI is to work closely with China while striving to attain maximum benefits with minimum risks associated with project implementation. The success of these projects lies in their potential to generate growth prospects for industrialization, urbanization, and infrastructure linkages, from hinterland through road/rail/port projects.

For instance, China has made quite a project-oriented BRI entry into each ASEAN country, particularly the smaller and less-developed ones. This strategy seems to respond well as these are important partners of China. Meanwhile giving way for inroad BRI projects, in addition to other aids, they might need from China. But this does not mean the implementation of all BRI projects is going well and progressing smoothly without any controversies. Examining the implementation experiences of individual ASEAN countries gives a better glimpse of what is going on the ground. It will also help to portray a more balanced view of what China’s BRI is all about for the whole Southeast Asian region or ASEAN as an experience.

In more than six years through this initiative, several BRI projects have been realized or ongoing. It should offer a better understanding of President Xi’s vision and reality on the ground. China has also designed new institutional arrangements with specific objectives that seem to support BRI, and to a certain extent, challenge the existing global and regional frameworks. In our case, the institution is the Asian Investment Infrastructure Bank (AIIB). AIIB functions in tandem with the activities of the Asian Development Bank (ADB) or the Lancang–Mekong Cooperation Mechanism (LMCM), overlapping with the Greater Mekong Subregion (GMS), or the Mekong River Commission (MRC), to cite a few of them. All existing regional and sub-regional organizations have been working for sometimes on the issues related to their competencies, which could overlap with the new institutional frameworks set up by China, specifically to support China’s BRI.

2.2. Possible implications

According to a recent study by the UN ESCAP, for all of its content, ASEAN, particularly the mainland (in China’s term, China-Indochina Peninsula (ICP)), is set to offer the best opportunities and project feasibility for BRI among the six regions of the world (UN ESCAP, 2017). At the request of the People’s Republic of China, it aims to inform the aspects of the implementation of BRI, while assessing macroeconomic, social, and environmental implications of BRI economic corridors. The study examines possible returns on investments in trade infrastructure and facilitation, improved connectivity in transport, ICT, energy, and explores public and private partnerships to meet financial needs. The outcome of the study confirms benefits, quite significant, of BRI for countries involved. As shown in Table 1, the study ranks ICP as the region to draw the highest economic benefits, with an average of 6% increase in economic output. The region stands in the fourth position in the lowest investment requirement criteria, of the six regions.

The study confirms the following:

•The overall ranking of economic corridors: the ICP offers the highest economic benefits among the six economic corridors after taking into account investment requirements.

•Changes in exports are evidence of how BRI could help to improve, particularly for less-developed ASEAN: Lao PDR, Cambodia, and Myanmar.

•With a 30% reduction in trade and investment in China-Indochina Peninsular corridors alone, it could help to generate a 2% growth in China and up to 17% growth for many participating countries in BRI.

•Gains would be higher where trade agreements already exist (like ASEAN Economic Community, ASEAN–China FTA), or are to be concluded (RCEP, for example). All this helps to underscore the importance of multilateral cooperation.

Table 1: Ranking of Economic Corridors Based on Economic Benefits and Investment Requirements for China








	BRI Corridor
	Highest
Economic
Benefit
	Lowest
Investment
Requirement



	China-Indochina Peninsula (ICP)

	1
	4



	New Eurasian Land Bridge (NELB)

	2
	6



	China–Central Asia–West Asia (CAWA)

	3
	3



	Bangladesh–China–India–Myanmar (BCIM)

	4
	5



	China–Mongolia–Russia (CMR)

	5
	2



	China–Pakistan (CP)

	6
	1




Note: Lower value means better ranking (higher benefit or lower investment requirement).
Source: ESCAP Analysis. Economic benefits are based on GTAP CGE simulations. Investment requirements are based on literature review and estimates reported in the media.


For the benefits to accrue, the main transport hubs need to be in place and connected along BRI corridors, and transport system integrated. Issues of trust (geoeconomic and geopolitics) and understanding of BRI’s long-term plan will become a key to deepen economic integration, support trade, investment and, infrastructure development between China and ASEAN. A clearer and more transparent BRI is needed to assess proper preparation from ASEAN member countries. It should be far more desirable for them to work for each other and take further steps, rather than staying alone and heading on an individual course without coordination.

As BRI is broad in its extent and ambitious in its scope, its success will depend, among others, on intelligent implementation built upon strong policy analyses and support. Missing rail links alone along BRI priority corridors, alias, China-Indochina Peninsula Economic Corridor, is one of the obvious priorities with a distance of 4,763 km, which will require an estimated construction cost of US$ 49.58 billion (UN ESCAP, 2017). The overall infrastructure China would like to invest in the years to come includes hard infrastructure with railways, roads, waterways, soft infrastructure with transportation and trade agreements, down to people-to-people exchanges, both study, and cultural ties. But, it is difficult to estimate how China’s BRI could evolve in ASEAN. Only through close cooperation with China through bilateral assessment and closely monitoring work process that should bring a greater understanding and trust in the long run.

For sure, China is leading, more than any other country, in regional cooperation and integration with its BRI, covering ASEAN and beyond. China is strengthening its intracontinental and intercontinental ties. Its progress and far-reaching consequences for market integration and strategic interests are yet to realize. It is a grand design, which will not only help ASEAN connect to Asia internally, but will also bridge it indirectly closer to Europe and Africa. Over the years, China’s shift from quietly forging bilateral relationships to also building regional and broad-based relationships has underscored its commitment to deepening its footprint in ASEAN. Thus, giving ASEAN’s integration and connectivity a new shape. The initiative has a more integrated and connected frame of a scale that ASEAN also needs to understand and assess its current MPAC II, 2016–2025.

2.3. Progress so far

After more than six years’ inroads of BRI’s development and implementation, it is interesting to ask questions and make an assessment on how these projects, particularly hard and soft infrastructure, have advanced on the ground in each of the ASEAN countries. On one side, there is a need to clarify the issue as the BRI gradually evolves from Xi’s strategy into the implementation phase, which involves bilateral agreements and coordination with the government and institutions from home to host country. On the other hand, BRI action on the ground looks varied, from the Chinese borders to the nearby areas, down to a more distant ASEAN peninsular and archipelago.

Questions abound as most ASEAN countries are in a smaller position to bargain vis-à-vis China’s power, with its rising influence in the region and the world. As China extends BRI projects, her strategic interests, to the region, these countries have to decide whether to take it or to postpone; although official processes of such bilateral agreements are often unknown and behind the scene. Thus, implying how China’s BRI projects are proposed to host individual ASEAN countries, then getting approval after evaluation of the benefits and costs involved. Of course, these benefits and costs are the cornerstones of the debate on how each ASEAN country has come about for each of their own decisions to take up China’s BRI projects, which are not that easy exercises. Some are more controversial than others. The debate on these projects is still going on in each ASEAN country.

Since these projects are often oversized for each ASEAN member country to handle alone, they will depend, by nature, on China’s offer in negotiating the size of the projects, loans to take, engineering and technical aspects, and human resources involved, to cite a few. Now that project implementation has taken off the ground, one could ask what sort of new challenges and opportunities of these projects would bring about, for both China and ASEAN, which could come closer to build cooperative relationships to deal with various dimensions, in particular, those of sovereignty, debt trap, and various aspects of trans-boundary in nature, like the fate of people in those affected areas. There should be ways and means to set proper platforms to address all these concerns in each of the countries effectively and inclusively.

Several concrete BRI projects have taken place in most of the ASEAN region, with some more advanced than the others. The central project of all is China’s grand plans to connect ASEAN with railways. This project has geopolitical as well as economic implications for ASEAN as a whole. China’s ASEAN-wide railway project aims to ultimately link sizable China and smaller countries in mainland ASEAN, with the possibilities of further connection to maritime ASEAN eventually. Under its planned 3,000 km ASEAN-wide railway network, China’s first rail projects will extend the connectivity of southern Chinese provinces to Lao PDR, then, via Thailand, stretch to further south through Malaysia and linking up to Singapore (see Figure 1).

China, for instance, has managed to push ahead with the construction of 160 km/h high-speed railway (HSR) project in Lao PDR that would form part of the first leg of China’s pan-Asia railway network. Since the project broke ground in 2015 and the construction began in late 2016, the project was reaffirmed following Xi’s visit to Lao PDR in 2017. Despite Laos’ terrain challenges that include 167 bridges and 75 tunnels to cut through the mountainous areas, the project has advanced past half of the construction, with a 417 km route linking the Laotian capital of Vientiane to the southern Chinese city of Kunming, Yunnan (Obe and Kishimoto, 2019).

Of the total construction costs of about US$ 6 billion, China agreed to finance 70% of the project; and 30% will be covered by the Lao government via a loan from the Export-Import Bank of China at 2.3% interest, with collateral revenues from bauxite and potassium being mined in Lao PDR (Kuronuma and Maulia, 2018). Besides the benefits, Lao PDR’s immediate concerns are its ability to service debt and compensating the people in affected areas, which include a huge inflow of Chinese immigrants related to the ongoing railway project, due to be completed by December 2021.

Next is Thailand’s China railway links to Lao PDR. Thailand historically has close ties with China. Viewing from the regime of Thailand’s military rule since 2014, China courted Thailand successfully to enter into the HSR scheme at the end of 2015. China has offered tremendous opportunities to the Kingdom in recent years. Nonetheless, Thailand has also voiced unease about the country’s growing dependence on China, whether it is trade, tourism, investment, which will now grow due to the new connectivity, with its planned HSR.


[image: figure]

Figure 1: China’s Pan-Asian Rail Vision

Source: Nikkei Asian Review (January 9, 2019).


In the beginning, it was supposed to be an almost China-owned project, like the one in Lao PDR and other deals in ASEAN. After several rounds of negotiations, there was a 180 degree turn to Thailand’s earlier decision, with the project to be owned by the country. As Chongkittavorn (2019) put it, “domestic opposition was getting stronger, targeting the lack of transparency and shared benefits, forcing Prayut Chan-o-cha’s government to retreat. Forceful voices from some academic circles also argued that the country’s bargaining power had been compromised due to the government’s decision to pick China as the investor to transform Thailand into ASEAN’s transportation hub” (Chongkittavorn, 2019).

Thailand’s sovereignty at risk made the country to take the project in its hand. From that point on, Thailand is in a better position to voice its best interests in the overall design, costs and benefits, particularly the comprehensive economic, social, and environmental impact assessments, set based on a balanced view from different stakeholders on the ground. For instance, after almost 30 rounds of bilateral negotiations, Thailand and China are yet to agree and sign the final contract of the multiple-phase 607 km railway. The railway was supposed to begin in 2016 and the completion in three years. Reportedly, key terms and divisions of labor are to be clear and transparent on both sides. China is responsible for, among others, the design of the railway, supervision of the construction, and manufacturing of trains and signal systems.

The first phase of 252 km connection between Bangkok and Nakorn Ratchasima did cost 179 billion baht; and the cost of the second phase of 355 km connection between Nakorn Ratchasima and Nong Khai is estimated around 211 billion baht. Understandably, the country needs to assess all aspects more carefully, particularly the project feasibility, financial viability, and on how to work with China toward its end. It is no surprise, with the insistence of China and commitment of Thailand, that the first 3.5 km in Pak Chong district of Nakorn Ratchasima was inaugurated in December 2017, which has also served as Thailand’s intention of going ahead with the project despite the delay.5


Further, it seems both sides have gained ground on working closely on the details, which is helping to forge a better understanding of how the institutions and practices are functioning on both ends. In particular, it serves China a great deal of information on how to work with the host country, Thailand, and without infringing its sovereignty. Indeed, Thailand’s railway project will not only limit to the 607 km between Bangkok and Nong Khai but will also extend across the Mekong river into Vientiane, Lao PDR, as it is now part of the Sino-Lao-Thai railway connectivity.6

Besides, Thailand has planned to connect, by 2024, Bangkok, with its three airports links: Don Mueang–Suvarnabhumi–U-Tapao, Rayong, by a high-speed train, covering 260 km, to the Eastern Economic Corridor (EEC). The EEC’s three-airport links could benefit China’s joint venture with Thai partners in a public–private partnership (PPP) project.7 Thus, China has urged Thailand to think more about future railway development across the country and beyond, and China will continue to push through and benefit from Thailand, an important hub for railway connectivity in mainland ASEAN.

Apart from Thailand’s potential to transform into a logistics hub and door to mainland ASEAN, Malaysia also figures very high on China’s BRI. Due to Malaysia’s strategic location in mainland ASEAN’s peninsular linking both Thailand and Singapore, as well as the two sides of the oceans, China sees HSR extension further south: stretching to Malaysia and then Singapore, which is the gateway to the Strait of Malacca. More importantly, Malaysia’s development and performance are increasingly associated with China in all aspects: trade, investment, and new development projects in many of the regions beyond Kuala Lumpur.

Earlier on, Malaysia had initiated hi-speed train projects. The projects included China as the main partner in the joint venture. However, a dramatic shift in Malaysian politics began since the elections in May 2018. The Malaysian Prime Minister Mahathir Mohamad decided to hold up the 688 km East Coast Rail Link, worth US$ 20 billion, connecting Southern Thailand to Kuala Lumpur. Also, the 350 km Kuala Lumpur–Singapore high-speed rail link was postponed until December 31, 2020.


Under PM Mahathir, Malaysia has backed away from the hugely funded infrastructure projects favored by his predecessor, former PM Najib Razak, who faces corruption charges in the court now. More importantly, the project is overvalued and needs to be revalued, while Malaysia’s negotiations with China for new terms of loans and project costs are on for the East Coast rail link. The recent participation of PM Mahathir in the BRI Forum in Beijing is part of the new strategic move of Malaysia, as much as China, on dealing with China’s BRI in the coming years.

For archipelago’s ASEAN member Indonesia, the HSR is also one of the major projects under China’s BRI. Launched in January 2016, the planned 142 km railway aims to connect Jakarta, the capital, to Bandung, Indonesia’s third-largest city. However, the project suffered much delay, with officials stating about completing only more than 10% of the work, making it difficult for railway operations to start anytime soon, not to mention the scheduled plan for completion. The funding issue is a growing concern for the health of the project, or even for the Indonesian companies involved. In addition to procedures and permit problems, the project got stuck with land acquisition, with only half of the total land secured so far. Rising land prices during the project delay are raising the project cost excessively, that is, from an original estimated cost of US$ 5.5 billion, up to more than US$ 6 billion at present.

Interestingly the delay issue has also caused the China Development Bank, the main source of funds for the project that earlier agreed to finance 75% of the cost involved, to delay disbursement. It is furthering the difficulties in the overall works on the ground. Increasing critics at the local level are assessing whether China’s BRI in Indonesia is yet on hold, and to what extent Indonesia could leverage its strategic importance as ASEAN’s largest economy. China, for many, is unlikely to drop out of this strategic BRI project, which still has a strong potential to connect and fit into overall China’s BRI railway vision in ASEAN. However, China, for some, might like to refocus on other priorities, as on how to strengthen its railway connectivity in ASEAN mainland that is not separated by seas (Kuronuma and Maulia, 2018).

3. China’s BRI and ASEAN Connectivity

Until the late 2000s, ASEAN connectivity was yet to figure high, as it is now the cornerstone of ASEAN integration. With development assistance since the beginning of the 1990s from the ADB, mainland and maritime ASEAN began to see the implementation of sub-regional transport and economic corridors in different parts as GMS, IMTGT, and BIMP-EAGA. Without such earlier and steady efforts by the ADB, ASEAN connectivity might not have been able to take off, see its day, and have shaped ASEAN integration as it is today. In a way, the ADB economic corridors’ assistance in ASEAN had helped to form a strong basis for ASEAN’s connectivity to take off with MPAC I.

3.1. Implications for ASEAN connectivity

Understandably, ASEAN, as an entity, is still a developing region. Its underdeveloped infrastructure, hard and soft, explains why the ASEAN connectivity is designed to bolster the ASEAN integration, as stated in the MPAC, 2009–2015. Along the way, with the launch of the ASEAN Community in 2016, the MPAC II, 2016–2025, or MPAC 2025, is developed and fully integrated into the ASEAN Community Building. Thus, one could say ASEAN has started to put together connectivity and integration and envision its aims of connecting subregions and parts of ASEAN to further integration. Improving connectivity among ASEAN member states is crucial for bridging the gap between the poorest and richest sub-regions and between the mainland and maritime ASEAN (Duval and Feyler, 2016).8

Now China’s BRI in ASEAN is imminent and has become a major agenda for the regional connectivity of ASEAN. The next big question is: How China’s BRI, initiated in 2013, before the launch of the ASEAN Community in 2016 and MPAC 2025, could help to foster ASEAN integration via MPAC, within the framework of the ongoing ASEAN–China integration? In the absence of a concrete answer, ASEAN integration, via MPAC, could lose its direction amid the increasing prominence and role of China’s BRI in the region; thereby failing to leverage the potential of MPAC 2025 toward fostering ASEAN integration. Evidence show how the dominant role of China in ASEAN’s global value chains (GVCs) in recent years is shaping ASEAN integration, besides Japan, and ROK (Jetin, 2017).

On the surface, China’s BRI and MPAC have some commonalities, with vision and action plans of implementation to bring countries closer together. In the case of ASEAN, it could involve the 10 member countries; and China, given its close links with neighboring ASEAN countries, through facilitating better access to trade, tourism, investment, and people-to-people contacts. Similarly, both China’s BRI and MPAC are looking to increasingly connect soft and hard infrastructure, with some differences in vision, where each has come up with building their initiative. A stark difference is China has abundant means, money, in particular, to finance all these projects; and ASEAN does not, especially some of its members. Also, ASEAN has a clear plan for MPAC implementation; China’s BRI has not spelled out its concrete plan and implementation strategy in the ASEAN region.

China has been able to advance its trade with ASEAN, with China as ASEAN’s largest trading partner since 2009, and ASEAN as China’s third-largest trading partner since 2011. Given such dynamics of ASEAN and China economic relationships, both see the potential in improving connectivity for further regional integration — ASEAN with MPAC and China with BRI. Until recently, the two sides have not given serious thought to connect through transport connectivity plans. Only when they discovered what their geographical proximity would offer, they started to explore thoroughly how ASEAN–China connectivity could help to deepen their relationships.

Due to the timing, China’s BRI makes ASEAN also to think of connectivity as a bridge between the regions, with ASEAN already having multiple connectivity agendas and strategies, extending from its MPAC 2025 to China’s BRI, and other connectivity initiatives (Chindawongse, 2018) (see Figure 2). In addition to BRI’s crucial role in bridging ASEAN and China, the big question for ASEAN is how China’s BRI could help the growing ASEAN region to improve its connectivity among the members as envisioned in MPAC 2025. The Chinese initiative must help to address the ASEAN infrastructural deficit in many of its subregions while supporting industrial and technological development.

ASEAN has no objection to increasing opportunities with the Chinese economy and linking the GVCs. But from the beginning, the fair share and notion and elements of inclusiveness must be ensured for ASEAN’s future development through China’s BRI projects. For ASEAN, both MPAC 2025 and China’s BRI should support and improve the China– ASEAN economic relationship embedded in trade, and now, extending more to investment, tourism, and people-to-people exchanges. However, China’s BRI also raises concerns for ASEAN member states, in particular, that China could use special incentives and close partnerships to lead many of the ASEAN participatory states into China’s BRI, thus threatening ASEAN centrality and unity. This might increase China’s weight and strategic leeway in ASEAN, pressuring ASEAN member states to reposition their strategic alliances, thus giving more to the Chinese way of doing things and away from their real global and regional interests.
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Figure 2: MPAC 2025 and Other Connectivity Initiatives

Source: Adapted from Lim (2018), MPAC 2025, ASEAN Secretariat.

3.2. Synergy in the making?

The implementation of China’s BRI can take place at a much faster pace than the MPAC. MPAC is different in terms of modalities, level of cooperation, and understanding among the ASEAN member states as compared to China’s BRI in ASEAN, which is up to now, the matter of China’s bilateral relationship with the ASEAN member states. Alongside the enforcement of policies and risk analyses between and among the ASEAN member states and China, this should lead to bolster economic development and linkages between and among mainland and maritime ASEAN and China (see Table 2).

Table 2: ASEAN Connectivity and China’s BRI in ASEAN: Some Basic Facts








	
	ASEAN Connectivity
	China’s BRI



	Starting Date

	2009–2010

	2013




	Type of Initiative

	Regional

	Country-based




	Status

	MPAC 2

	China-Indo China Corridors




	Framework

	Hard, soft and people-to-people
connectivity

	All types of infrastructure
and connectivity




	Responsible
Institutions

	ASEAN Secretariat and ASEAN
member countries

	China-centric institutions




	Project Financing
and Management

	Coordination of ASEAN
Secretariat and ASEAN
member countries

	Through ASEAN members’
national governments





For instance, one could see China’s BRI in the mainland and maritime ASEAN flourishing in recent years. Those ASEAN member states, located in the GMS, seem to benefit more from MPAC and China’s BRI projects. These projects could be considered as priority areas, focusing on bridging the divide between the mainland and maritime ASEAN, or narrowing the development gap between the richest and poorest subregions of ASEAN. Increasing awareness among ASEAN countries about ASEAN connectivity is not only about reducing transaction costs, time, and travel costs but also to distribute all expected benefits and growth opportunities to all parts of ASEAN, thus reducing the development divide within ASEAN.9

MPAC’s weakness is the lack of financial means to carry out and implement projects as planned. This is contrary to the required US$ 60 billion per year, as specified by the ADB, for its infrastructural development in the road, rail, energy, water, and other critical infrastructure (ADB, 2016). Additional obstacles have hampered MPAC’s implementation, policy. Institutional bottlenecks exist as rules and regulations are different and are yet to harmonize among the ASEAN member countries. This is why China’s BRI in ASEAN responds to the gap in almost all of these infrastructural development areas. Also, China’s BRI projects operate bilaterally with local rules and regulations. Nevertheless, financial conditions with obligations to use Chinese companies, and often with Chinese experts and workers, reduced skill development and job opportunities for the locals.

Large BRI projects in ASEAN, like railway projects, part of Singapore– Kunming Rail Link (SKRL), introduced in 1996, and included in MPAC in 2010, never took off. But the China–Lao and China–Thailand hi-speed railway projects are under construction. It has far-reaching implications in the sense that China’s BRI in ASEAN could be an instrument to stimulate the implementation of large projects that ASEAN will not be able to do alone, even with the regional institutional support, like the ADB. However, the issue is these projects seem to align with the needs of China’s economic interests. But it is not clear how much of these interests will be in conjunction with the needs of the ASEAN member states. Particularly the projects in adjacent ASEAN member states will match up to the needs of the locals, which is of vital importance and might not be covered by China’s BRI projects. The high risk from core-to-periphery connectivity’s structure is possibly rendered by the physical landscape of infrastructure, thus emphasizing China’s increasing role as hub and other countries as spokes, in such a system which fits perfectly well in the logic of GVCs (Jetin, 2017: 13).

Concerning the maritime ASEAN, large projects that fit China’s BRI priority seem to be having similar trends that could be observed from project implementation. For instance, China does not invest much in ASEAN Roll-on Roll-off network (ARN) projects, which are part of the MPAC. ARN projects are supposed to be crucial to the development of Indonesia–Malaysia–Thailand–Growth Triangles (IMT-GT) and Brunei–Indonesia–Malaysia–Philippines-EAGA (BIMP-EAGA). These sub-regions of ASEAN are far from the projects described by the main “Maritime Silk Roads.” As it stands, the maritime ASEAN has, as shown in MPAC, at this stage has different interests compared to China’s BRI. Indeed, the hi-speed railway projects in Indonesia and Malaysia are an exception in this case, as these projects could help foster rail development in those countries, but not yet extending to the regional network as done in mainland ASEAN.


Looking into the present trends of China’s BRI in ASEAN, it seems that potential synergies and opportunities for these projects have to be considered, for instance, with the national connectivity development plan of each ASEAN member state. The issue is how much and how far these projects will contribute to the host country, which is in the hands of leadership and government, and varies from country to country. Malaysian projects, under China’s BRI and former PM Najib, were more controversial. It ended up with abrupt changes under PM Mahathir. Cambodia and Lao PDR, despite the uneasiness of some quarters and stakeholders, the Chinese projects under BRI have been progressing in these two countries. Between the two extremes, other ASEAN countries more or less need to advocate the increasing support of China’s BRI, besides the planned infrastructure each has committed with MPAC. These few examples have helped to push for further deliberation on how ASEAN, as a whole, should focus on synergy and opportunities with China’s BRI, whether and on how these projects will be compatible and will reinforce ASEAN’s integration under MPAC.

3.3. Landscape changes from Thailand’s HSR

As shown earlier, the three countries’ development of HSR, from Kunming, China, to Vientiane, Lao PDR, continuing to Bangkok, Thailand, is of importance for China’s BRI strategy in ASEAN. Thailand alone might not be able to move such an ambitious agenda, even with MPAC 2025 on her side. This is why on such a development, Thailand, besides Lao PDR, has become a case in point. Also, it is of national and regional interests, particularly in the context of greater integration within the ASEAN–China framework.

A recent study by IDE-JETRO looks into the first HSR in Thailand and also in the mainland ASEAN. It aims at the issues of landscape changes in Thailand and its neighboring countries by 2030, once HSR’s services begin and its possible dispersion might affect Thailand’s neighbors (Hiratsuka, 2018). With HSR in service, it will first reduce travel time for users, faster than before. At the same token, HSR will also force the service sector to adapt and possibly disperse to neighboring cities located within a short distance from the core city. And conversely, the manufacturing sector will also disperse to cities located farther from the core city.


With a Geographical Simulation Model (IDE-GSM), the research results provide support for the aforementioned argument with main findings as follows (Hiratsuka, 2018):

•Bangkok–Rayong route of 240 km will increase the service sector in the three HSR provinces and some provinces neighboring Bangkok, but decrease the service sector in Bangkok and most of the provinces except a few of them. The manufacturing sector will decrease in most provinces, including the HSR provinces, except for a few provinces.

•Bangkok–Nong Khai route of 615 km, which is longer than the one of Bangkok-Rayong, will generate a much greater impact than the Bangkok–Rayong route. Bangkok–Nong Khai route will increase both the service and manufacturing sectors, which will disperse to many provinces. The simulation result indicates the longer the distance of HSR, the greater the impact will be. If taking the choice factor into HSR service, the longer distance routes will encourage a shift from the road and air transport possibly to HSR service, and as a result, will help yield a much greater impact.

•The Bangkok–Rayong route, by linking the three international airports of Don Muang, Suvarnabhumi, and U-Tapao, could generate up to a five-fold greater impact than no links among the three international airports. At the district level, the service sector dispersion will spread to many districts within the provinces of the HSR stations. This suggests that improved connectivity could encourage travelers to use the HSR service.10

•The economic impact on Thailand’s GDP from HSR service, however, is still small, only 0.1%, even in the frequent service case. To generate a greater impact from HSR, urban and rural planning would be needed to improve both urban amenities, rural adjustment, and overall productivity as provoked by the HSR service. Only by generating the service sector’s productivity by 10%, an increase of 9.3% of Thailand’s GDP can be feasible.

•As an impact on neighboring countries, HSR, as it stands, will generate a much smaller impact than expected. Cambodia, Laos, and Myanmar will increase their GDP by around 0.1% of their present size. For this reason, Bangkok–Rayong HSR and the EEC will not impact much on the neighboring countries, unless it is linked well with Bangkok–Nong Khai, then to Vientiane, Lao PDR, and Kunming, China, which are the first phase of China’s BRI railway in mainland ASEAN.

The aforementioned findings should serve to remind about China’s BRI in mainland ASEAN and its linkages to MPAC, and individual ASEAN member countries that will be engaged in such a major framework. China’s BRI has a huge potential for helping the ASEAN Community Building and with the rest of the world, in addition to integrating with China and ASEAN together. The potential is also the most crucial for ASEAN where it could help achieve MPAC 2025, and for them, or each of the countries, to work upon the mutual interest and trust with China in the years to come. To achieve this goal, ASEAN needs to find a balanced strategy that reflects not only on how to develop connectivity with China’s BRI but also the connectivity of ASEAN member countries as reflected in MPAC.

4. Challenges for ASEAN Connectivity

While the whole world is watching China, particularly on BRI, no other region is experiencing China’s rise and BRI as closely as ASEAN. China’s BRI projects are sprouting in so many places of individual ASEAN countries, in different areas, and seem unstoppable, but without knowing how these projects will play out. This is in conjunction with a proliferation of infrastructure initiatives that are going on in ASEAN, whether it is India’s “Act East Policy,” or the new “Indo-Pacific Strategy,” Korea’s “Southern Policy Initiative,” and Japan’s “Partnership for Quality Infrastructure: Investment for Asia’s Future.” To a certain extent, the search for balancing all these initiatives will not only have to focus on MPAC and link to BRI but also avoid the possibility of overlapping and non-complementarity among these initiatives.11 Other dimensions for ASEAN on China’s BRI will be the way China’s BRI will play out in practices and in terms of institutions and mechanisms that will support ASEAN, which seems to be different from other countries that ASEAN has come to work with already for sometimes.

4.1. Too much of “good” things?

Taking the case of GMS, and before China’s BRI becoming an imminent strategy, China had gradually advanced its role in trade, development, and cooperation with countries and sub-regions along the GMS corridors. Encouraged by the ADB since the beginning of the 1990s, both of China’s provinces, Yunnan and Guangxi, were the first two to integrate with ASEAN’s GMS countries; Cambodia, Lao PDR, Myanmar, Thailand, and Vietnam. Quite interestingly, it was Japan, the main stakeholder of the ADB, who emphasized ADB’s role, and the importance of economic and transport corridors, which were of special programs to help assist these subregions to integrate with the outside world, and also with ASEAN.

In the meantime, China has greatly benefitted from ADB’s economic and transport corridors’ programs and development, and even before the ASEAN MPAC taking up the shape in the late 2000s. A most concrete realization of economic and transport corridors would be China’s increasing trade and economic transactions, and road transport development along North–South economic corridors such as Route no. 3A, linking Kunming to ASEAN’s GMS, as well as several road projects linking Nanning to Vietnam and other ASEAN’s GMS as well. For many, the development of North–South economic and trade corridors in GMS seems to benefit China tremendously beyond the two connecting provinces, in addition to ASEAN’s GMS countries. This success even causes the rethinking of ADB’s strategy and Japan’s engagement with the region. ADB has also shifted its efforts toward North–South economic corridors to give more importance to other corridor priorities in mainland ASEAN.

Regional unease for China’s GMS strategy, before its BRI in ASEAN, is due to the development of China-initiated Mekong river projects. China’s insistence and drive for building dams and using water from the river have been making most of ASEAN’s GMS countries nervous over the years (see Figure 3). To make peace, China’s official GMS strategy has recently evoked the linkages of Lancang–Mekong. The new initiative indicates how China would deal with lower Mekong countries and other ASEAN mainland countries. Many still wonder, though, to what extent they want their development strategies to be aligned and coordinated with China in this regard. The weaving of interests might be happening to some extent as China is working hard to convince all quarters of ASEAN’s Mekong countries to join in different areas of cooperation.
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Figure 3: Dam Projects Along the Mekong River

Source: Bangkok Post (March 23, 2016).


With an increasing role of China, Mekong subregion architecture is also becoming more complex than ever before, reflecting on geopolitical and geoeconomic interests and expanding cooperation beyond mainland ASEAN and China per se. Because of China’s use of the upper Mekong river, lower Mekong river countries face more of the uncertain future and risks of China’s hydropower, in addition to GMS countries’ similar projects. Such controversial building — both on its section of the river upstream and, increasing, in mainland ASEAN — is dramatically changing the livelihoods of many of the 60 million people living in the region, who depend on the Mekong for water, fish, transportation, and irrigation (Ono, 2018).

However, the latest risk is China’s plan to put dynamites under numerous small islands of the Mekong rapids, thus threatening far more livelihoods and sustainability than aesthetics and transportation. In a way, such steps are, perhaps, consistent with China’s BRI, to build more alternative modes of transportation. This will complete, more or less, “International Navigation on the Lancang–Mekong River Project,” exploit all means of transportation from the inner part of China, directly to mainland ASEAN (Deetes, 2019). Thus, it seems that China has its framework in the present context, for its BRI to expand its role in all parts of ASEAN, which, in China’s perspective, should benefit to ASEAN too. But whether the reverse is possible? This is still a question, too much of “good” things for ASEAN, and in this case, road, railway and river transportation, and economic corridors to facilitate both sides from China’s perspective.

4.2. BRI institutions and governance in practice

Describing how China’s BRI is functioning in practice, particularly in ASEAN, is not easy (see Figure 4). Even before China’s BRI took place in 2013, several Chinese projects were already ongoing in the region. Only after China’s BRI emerged with concrete geopolitical and geoeconomic strategy, China started to move in a big way, like never before in its recent history, with several new projects introduced throughout the region of ASEAN. China is not only a big spender, but the country also has funding agencies and institutional support. As Chinese projects are more specific and less open to local and international participation, understanding project rationality, assessment, and governance in practice are difficult.
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Figure 4: China’s BRI in ASEAN, with Chinese Characteristics

Sources: Adapted from EU Significant Distortions Report 2017; US 301 report, March 2018; EU IP enforcement report, February 2018; EU Cham China, Position Papers, various years; AM Cham China, various years.

By nature, China’s BRI projects are China-centric, with all mechanisms and institutions, multi-stakeholders: the state, state-owned enterprises (SOEs) to the private sector, that involve increasingly in such a framework. China’s BRI also gives rise to an unprecedented new hybrid model of investment governance that is still to be determined and understood. Only time will tell how these projects could be evaluated that are not yet clear in its present state of development. At present, ASEAN should work with China, demand more data and information on the Chinese-funded projects across the region. To evaluate these projects, ASEAN must get closer to examine players, penetration method, and status levels of these projects in their current operations. Transnational governance under China’s BRI will combine elements of a traditional state-driven model, in which China and other states shape rulemaking either directly or through agents; elements of transnational policy networks, in which non-state actors play significant roles in shaping rule-making (Feldman, 2019).

From project design to implementation, BRI projects, if carried out as an effective and sustainable hybrid model, with investment governance, due rulemaking throughout the project, from authorization through disputes, and practices could contribute tremendously to progress and success. However, it would also need transnational policy networks, cooperation, and coordination to support and to shape desirable outcomes. For instance, existing structure and systems, that will support BRI projects, are pretty loose, but flexible enough for its future adjustment and implementation. The entity associated with BRI implementation, i.e., the AIIB, identifies “openness, transparency, independence, and accountability,” as its “core principles” (Feldman, 2019).12

President Xi Jinping at the opening of the Second Belt and Road Forum for International Cooperation, held in Beijing in April 2019, stated “everything should be done in a transparent way and we should have zero tolerance for corruption.” China has rejected complaints that BRI is a “debt trap” and a geopolitical strategy for Beijing’s ambitions of becoming a global superpower. Rather, “the Belt and Road is not an exclusive club,” and “we also need to ensure the commercial and fiscal sustainability of all projects so that they will achieve the intended goals as planned.” At the Forum, China presented a debt sustainability framework — a move that was welcomed by Christine Lagarde, the Managing Director of the IMF — and labeled it as 2.0, and said the scheme needs “increased transparency, open procurement with competitive bidding, and better risk assessment in project selection.”


For instance, BRI is not coordinated by a single entity. Rather, it is overseen by the Leading Group for advancing the development of BRI, under China’s top planning agency, the National Development Reform Commission. Its members include senior government officials, headed by Vice Premier Zhang Gaoli, also a member of the Communist Party of China’s Politburo Standing Committee. Little is known about the exact role of the group, but the seniority of its members shows clearly the importance of how the government places this initiative (Inclusive Development International, 2016). China, on the other hand, is reportedly working on sector-specific plans for areas including transport, energy, agriculture, environmental protection under BRI, which is a flexible process and likely to differ from place to place. In essence, China is cooperating with other countries along the BRI to “work out relevant timetables and roadmaps, and align national development programs and regional cooperation programs” (National Development and Reform Commission et al., 2015).

5. Conclusion

China’s BRI is no longer President Xi’s vision and ambition only, but a reality with all kinds of projects under implementation throughout ASEAN. ASEAN must not only take a proactive role in dealing with increasing BRI projects but also be able to make an assessment, cooperation, and coordination all along, from the national standpoint as well as to enhance ASEAN connectivity, and other concerned connectivity initiatives. For instance, the regional grouping has started to realize the importance of harmonized efforts, instead of leaving the BRI projects to China alone to deal bilaterally with the ASEAN member countries. The latest developments and trends are more encouraging to ASEAN and China to mutually agree on how China’s BRI and ASEAN Connectivity, MPAC 2025, should come together for its future development and cooperation to enhance regional trade, development, and integration.

By and large, BRI projects in ASEAN are rolling out in several parts of ASEAN member countries, and in different forms, from roads, railways, bridges, ports, and other investments connecting China to ASEAN, which could create tremendous opportunities for the region. However, the speed and the magnitude of such BRI investments are also difficult to assess, thus causing concerns about significant risks associated with such projects like public procurement, financial viability, and adherence to social and environmental standards. Hence, the costs of new BRI projects could outweigh the benefits, if checks and balances are unaccounted for, in particular, the aspects of distribution between China and participating countries.

As it stands, resistance from ASEAN to BRI projects may, therefore, be futile. ASEAN should work closely with China to maximize the benefits and minimize the risks. The advantages, as discussed earlier, lie mainly in China’s BRI intention to invest in much-needed ASEAN infrastructure — upgrading roads, railways, and other infrastructural projects — to advance ASEAN’s development and integration. The risks, equally crucial to bear in mind, are China’s BRI projects will not come for free, but with a financial burden, and feasibility, besides other conditions on projects as labor and material use. Managing these risks will require ASEAN’s BRI partners to insist on more balanced, inclusive, equitable, and transparent terms and conditions, which will be hard if these countries do not have alternative policy options. All ASEAN member countries need to unite to work with China in instituting reforms to improve their investment climates, including stronger legal protections and regulations.13

In the meantime, China has begun to feel an economic squeeze, fighting a trade war with the U.S. as well as facing criticism from countries receiving BRI funds. In China, this has caused debate, and perhaps, a need to rethink, how to put BRI funds to the right use, which could have consequences on future BRI projects. China’s recent external environment has changed tremendously from the time when President Xi Jinping rolled out BRI in 2013. With China’s economic slowdown, triggered in part by capital flight, China might be unlikely to generate sufficient exchange reserves to finance BRI projects on the same scale as in the past. Choosing between BRI and China’s macroeconomic stability is a tough call for China. But China will go for the latter, to defend the country during this uncertain and difficult period. Time will tell how this factor might add up risks and uncertainties to ongoing and future BRI projects in ASEAN.
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7 CP Holdings, MRT Public Company Ltd., China Railway Construction Corporation, and C. Karnchang Public Company Ltd.

8 ASEAN Connectivity’s impetus is obvious when one focuses on trade flows and trade costs. The launch of the AEC by 2016 to achieve a single market and a production base does not mean the ASEAN member countries are already fully integrated. Only around 25% represents intra-ASEAN trade and also another 25% or more is with Northeast Asia. Non-tariff comprehensive trade costs within ASEAN-4 (Indonesia, Malaysia, the Philippines, and Thailand) according to Duval and Feyler (2016), remain higher (77%) than those with China, Japan, and ROK (51%), despite no formal trade agreements among the 3 Northeast Asian countries.

9 MPAC states “the challenge is in ensuring that GMS and ASEAN programs and projects mesh together very well,” cited in Jetin (2017).

10 The same study looks into the frequency issue, if double from one train every hour to one train every half an hour, the impact could increase more than four-fold. This is why the frequency of HSR service operation will be a very crucial factor for the project.

11 Under Thailand’s ASEAN Chairmanship, “ASEAN Plus Three Leaders’ Statement on Connecting the Connectivities Initiative” was well advanced to address this issue of overlapping and non-complementarity among these initiatives.

12 It has established an International Advisory Panel that is composed of former government officials, private-sector executives, and academics to support AIIB senior management in decision-making.

13 The World Bank report recently said, “Moving toward international good practices such as open and transparent public procurement would increase the likelihood that BRI projects are allocated to the firms best placed to implement them,” see Bangkok Post (June 20, 2019).
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Chapter 7

BRI Projects in ASEAN: Implementation, Mechanism, and Suggestions

Zhang Guoping

1. Implementation of BRI Projects in ASEAN

As a key strategic partner of China, ASEAN is an important participant in the development of the Belt and Road Initiative (BRI). China has been ASEAN’s largest trading partner for 10 consecutive years, while ASEAN has been China’s third largest trading partner for 8 consecutive years. ASEAN has made a commitment to link its Master Plan on ASEAN Connectivity 2025 (MPAC 2025) with the BRI and accelerate its infrastructure development on a great momentum brought about by the BRI. At present, the BRI has achieved general strategic alignment with the ASEAN countries. Cooperation on electric power, oil and gas, and renewable energy has witnessed a strong growth. Cooperation on infrastructure, especially high-speed rail, is steadily progressing. Flagship projects including the Jakarta–Bandung High-speed Railway, the China–Laos Railway, and the China–Thailand Railway have been launched. Cooperation on production capacity, especially industrial parks, has yielded significant outcomes.


1.1. Cooperation on trade and investment

The trade volume between China and ASEAN was US$ 587.87 billion in 2018, up by 14.1% year-on-year, reaching a historical high (Figure 1). China has been ASEAN’s largest trading partner for 10 consecutive years, while ASEAN has been China’s third largest trading partner for 8 consecutive years after the European Union and the United States. Among China’s seven largest trading partners, trade with ASEAN has the highest growth rate (Wan, 2018). Indonesia, as the largest ASEAN country, is seeing ever closer trade ties with China. In 2018, the total trade volume between Indonesia and China reached US$ 77.4 billion, up by 22.2%, showing the fastest growth rate among 10 ASEAN countries.

By the end of 2018, the accumulated investment by China to ASEAN reached US$ 89.01 billion, and that by ASEAN to China reached US$ 116.7 billion, with two-way investment stock growing by 22 times in 15 years. By far, China has established over 4,000 enterprises in ASEAN countries through direct investment, employing over 300,000 local people with investment areas expanded from manufacturing, mining, retailing to electric power, water supply, and telecommunications, etc.

[image: figure]

Figure 1: China–ASEAN Trade Volumes between 2005 and 2018

Source: Ministry of Commerce, People’s Republic of China.


1.2. Cooperation on energy

China and ASEAN countries have launched a number of energy cooperation projects, especially in the areas of electric power, oil and gas, and renewable energy.

In the power sector, China has gained a foothold in the ASEAN market by capitalizing on large state-owned enterprises and striving to meet emerging needs for power development in the region. State Power Investment Corporation Limited (SPIC) has business in Malaysia, Indonesia, Myanmar, Laos, Cambodia, Vietnam, and the Philippines, representing 7 out of 10 ASEAN countries. There are 3 projects under construction with an installed capacity of 9.896 GW, and 1 investment project in operation with an installed capacity of 99 MW. SPIC runs 7 EPC projects in ASEAN countries with an installed capacity of 12.566 GW, 13 site-prospecting and consulting projects representing an installed capacity of 9.8 GW, 2 operation and maintenance projects with an installed capacity of 1.339 GW. China has also participated in the construction of some power stations and has successfully transmitted power from China’s Yunnan province to Vietnam and Laos, while incorporating a portion of Myanmar’s hydroelectric power into Yunnan’s grid, which helps achieve coordinated regional power distribution. In oil and gas, the China– Myanmar oil and gas pipeline is important for both countries to achieve win–win results. It is an energy route for China in terms of diversifying the sources of oil imports and it is also a vital energy route for Myanmar. In the field of renewable energy, China and Vietnam, Myanmar, and Laos have signed multiple agreements on technology transfer in solar power through the China–ASEAN Technology Transfer Center (CATTC). China General Nuclear Power Corporation (CGN) has also signed cooperation agreement with ASEAN Centre for Energy, jointly contributing to the establishment of the China–ASEAN Clean Energy Capacity Building Center to help ASEAN with capacity building and personnel.

1.3. Cooperation on infrastructure

Infrastructure is a core pillar of the BRI. China is bringing more and more projects to Southeast Asian countries, helping these countries develop world’s top infrastructure.

First, the establishment of financing platforms has helped infrastructure connectivity. The Asian Infrastructure Investment Bank and the Silk Road Fund, with an initial capital of US$ 50 billion and US$ 40 billion, respectively, provide long-term and low-cost funding for connectivity of road, rail, shipping, oil and gas pipelines between China and ASEAN.

Second, connectivity of transport infrastructure has made initial progress, with remarkable results having been made in the railway and road projects between China and ASEAN countries. The joint venture consortia of China and ASEAN have undertaken a number of major infrastructure projects, such as Indonesia’s Jakarta–Bandung High-Speed Railway, the China–Laos Railway, and China-Thailand Railway, etc. The Trans-Asian Railway (TAR) going through Vietnam, Laos, Myanmar, and Singapore is also expected to go operational after 2021.

Third, the first phase of the China–ASEAN Investment Cooperation Fund (CAF), with a total investment of US$ 10 billion, has been launched, covering multiple areas including port, shipping, communications, minerals, energy, building materials, and medical services, etc. In Cambodia, CAF helps companies with Chinese investment adopt Chinese technologies, equipment, and management personnel to build optical fiber backbone network and digital television networks for the region. CAF also helps companies extend Cambodia’s fiber network model to Myanmar. In addition, CAF also partners with domestic enterprises and Cambodian state television to invest in Cambodia’s smart TV project, providing comprehensive information services based on digital broadband networks for the Cambodian government, businesses and households.

1.4. Cooperation on industrial parks

By far, China has set up 15 overseas industrial parks in ASEAN countries, which represents a new model of cooperation between China and ASEAN. A total of eight overseas parks have been established in ASEAN, as confirmed by China’s Ministry of Commerce (MOFCOM), including Qinzhou Industrial Park in Guangxi, China and the Kuantan Industrial Park in Malaysia (Two Countries, Twin Parks), Sinothaizone, Sihanoukville Special Economic Zone (SSEZ), Vientiane Saysettha Development Zone (SCDZ), China–Indonesia Economic and Trade Cooperation Zone, Long Jiang Industrial Park in Vietnam, China–Indonesia Morowali Industrial Park, and the China–Indonesia JuLong Agricultural Industry Cooperation Zone.

The “Two Countries, Twin Parks” model sets a paradigm for bilateral cooperation on industrial parks between China and ASEAN. The Qinzhou Park has a number of projects in operation including the Sino-Malaysia cooking oil processing project, national cubilose laboratory and Hebabiz Pharmaceuticals, as well as projects under construction such as China– Malaysia International Technology Park, Vocational Education Practice Base, among others. A number of projects have moved in, including the financial lease project of China National Oil Stock Limited Company Authorize, the Beidou Satellite Industrial Park Project, the Guangxi Branch of the China–ASEAN Marine Product Exchange. As to the Kuantan Park, the overpasses and roads connected to the external highway have basically been completed; a joint iron and steel project with an annual output of 3.5 million tons of H-shaped steel beams is under construction; a number of projects have moved in, including the aluminum processing project of the Guangxi Investment Group Co., Ltd. and the Zhongli Ceramics Project, among others. The Kuantan Port, which went operational over a year ago and with 40% of shares held by Beibu Gulf Port Group of Guangxi, has doubled its throughput and revenue (Wu, 2016).

Established in 2006, Sinothaizone is a modern industrial park developed by Holley Group Co., Ltd. and Amata Corp. PCL of Thailand on the eastern coast of Thailand for Chinese investors. By the end of 2016, more than 60 companies from China operating in sectors including electronics, machinery, auto parts, and home appliances, had settled in, with an output value of US$ 3.75 billion and a cumulative tax payment of over US$ 70 million to the local government (Quan et al., 2018). While Chinese companies have successfully leveraged the advantages of Sinothaizone in transport, policy preferences, and infrastructure, Thailand has benefited from job creation, talent cultivation, and technology transfer, leading to win–win outcomes.

2. Models of BRI Projects in ASEAN

2.1. Participation of Chinese government in BRI projects in ASEAN

Ever since the proposal of the BRI by the Chinese government in 2013 was made, ASEAN has been a priority region. The Chinese government’s participation in the BRI in ASEAN mainly aims to build a China– ASEAN regional international cooperation mechanism, provide regional “public goods,” and facilitate partnership on overseas projects.

China is one of ASEAN’s partners that have established some cooperation mechanisms with ASEAN, including the leaders’ meeting, 12 ministerial meetings, and 5 working-level dialogues. These arrangements, along with the China–ASEAN Exposition (CAEXPO) and the China–ASEAN Center, fully demonstrate a comprehensive and multilevel strategic partnership. China–ASEAN regional cooperation mechanisms include China–ASEAN Leaders’ Meeting (“10+1” cooperation mechanism), China–ASEAN Comprehensive Economic Cooperation Framework Agreement, China–ASEAN Exposition (CAEXPO), China– ASEAN maritime cooperation mechanism; the China–ASEAN sub-regional cooperation mechanisms include the Greater Mekong Subregional cooperation mechanism, the China–Laos–Myanmar–Thailand Golden Economic Quadrangle, the China–Singapore Free Trade Area, the China– ASEAN Lancang–Mekong Cooperation Mechanism, and the Pan–Beibu Gulf Economic Rim (Quan et al., 2017). In addition, the Chinese government and ASEAN countries have reached a series of major cooperation agreements to further consolidate and implement the China–ASEAN regional cooperation mechanism, including “China–ASEAN Strategic Partnership Vision 2030,” “2016–2020 Plan of Action to Implement the Joint Declaration on the ASEAN–China Strategic Partnership for Peace and Prosperity,” “Joint Statement on Production Capacity Cooperation,” and “Joint Statement on Further Deepening China–ASEAN Infrastructure Connectivity.” At the same time, the Chinese government has also signed a number of memorandums of understanding on intergovernmental cooperation, bilateral cooperation plans, as well as agreements on projects in the areas of infrastructure construction, trade and investment, financial cooperation, and social and cultural undertakings.

As can be seen from the provision of regional and subregional “public goods” and the facilitation of partnership on overseas projects, the Chinese government has established the China International Development Cooperation Agency (CIDCA) as a direct agency under the State Council, integrating functions related to foreign assistance projects, thus reforming the previous “interministerial” approach to foreign assistance coordination led by the Ministry of Commerce, the Ministry of Foreign Affairs, and the Ministry of Finance. At the macro level, the new top design is conducive to the funding of overseas projects in line with the implementation of projects under the BRI; at the micro level, it can facilitate understanding of the development bottlenecks and needs of ASEAN countries, thus creating customized development plans for each of them.

The Chinese government has taken an active part in the establishment of the regional order and cooperation mechanism of ASEAN, such as advocating the Indo-China Economic Corridor and the Bangladesh– China–India–Myanmar Economic Corridor; and constructing cross-border economic cooperation zones with Vietnam, Laos, and Myanmar to explore a new model of integrated development of border economy. The Chinese government has also transplanted its own experience of establishing special economic zones and international trade and economic cooperation parks to ASEAN countries, establishing overseas economic and trade cooperation parks to help ASEAN countries create an enabling environment for investment. At the same time, the Chinese government proposed to set up the “China–ASEAN special loan for infrastructure development” with a total sum of US$ 10 billion to promote infrastructure construction and economic development in ASEAN countries. In 2015, the Chinese government proposed to add another US$ 10 billion to the “China–ASEAN special loan for infrastructure development” in its second phase at the “China–ASEAN (10+1) Leaders’ Meeting” to further finance infrastructure construction in the ASEAN region.

2.2. Participation of state-owned enterprises in BRI projects in ASEAN

State-owned enterprises, particularly central enterprises, are the main force of BRI projects in ASEAN countries. Many competitive central enterprises have engaged in the projects in the form of engineering contracting, equity investment, and joint ventures.

First, many Chinese central enterprises started contracting overseas engineering projects many years ago and have rather mature cooperation model, with projects mainly focusing on transportation, energy, communications, large-scale civil engineering, as well as some investment in manufacturing. Construction is usually carried out by a single enterprise and its subsidiaries at home or abroad, or by a consortium formed by several domestic central enterprises, or jointly contracted by domestic and foreign enterprises. Usually, the central enterprises that have won the bid will be responsible for project financing, deliver the project and get return on investment. The Sumsel-1 2 × 350 MW Coal-fired Power Generation Project in Indonesia is an exemplary project of the BRI, with SPIC in charge of general EPC contracting and construction. The project adopts Chinese design, manufacturing, construction (management), and commissioning. The Jawa 2 × 1050 MW Coal-fired Power Generation Project, a key national project of Indonesia, is China’s first overseas ultra-supercritical million kilowatt unit project, representing China’s advanced electric power technology. Upon completion, it will be the unit with the largest generation capacity in Indonesia. The project is run by an EPC consortium established by SPIC and Zhejiang Thermal Power Construction Co., Ltd. and expects to have two units start commercial operation by October, 2020.

Second, in the project/enterprise equity investment mode, usually central enterprises and their subsidiaries will invest in relevant businesses and projects in ASEAN countries through equity investment. Generally, the central enterprises buy the shares of relevant projects/ businesses through their head offices, domestic, and foreign subsidiaries or equity investment funds. The projects are mostly financed by the main investors themselves, and the income will be distributed according to the proportion of shares held. The China–ASEAN Investment Cooperation Fund is a large equity investment fund dedicated to the ASEAN region, and is funded by central enterprises including the Export–Import Bank of China, China Investment Corporation, Bank of China, International Finance Corporation, and China Communications Construction Company Ltd. The first phase of the Fund includes investment in Thailand’s largest biomass power generation company as well as joint investment with internationally established port operators in Thailand’s Linchaban City Port.

Third, single central enterprises (or as represented by their domestic or overseas subsidiaries) or a consortium formed by a number of central enterprises may establish joint ventures with ASEAN countries to carry out investment and cooperation. The advantage of setting up a joint venture is that it can improve adaptability and reduce transaction costs operating in foreign countries. At present, many central enterprises establish joint ventures with local companies through domestic or foreign subsidiaries, which might focus on specific projects or carry out long-term cooperation. The Jakarta–Bandung High-speed Railway Project is the first single project representing the export of “the industrial chain of Chinese high-speed rail” to foreign countries. The Chinese consortium led by China Railway Corp. established a Sino-Indonesian Joint Venture with Indonesia’s SOE Consortium to undertake the construction and operation of the Jakarta–Bandung High-speed Railway Project, with 60% of shares held by Indonesia and 40% by China. The total investment was US$ 5.5 billion (later adjusted to US$ 5.135 billion).


2.3. Participation of private enterprises in BRI projects in ASEAN

In recent years, private enterprises have played an increasingly prominent role in BRI projects in ASEAN countries. The operation mode of private enterprises participating in BRI projects in ASEAN countries mainly includes project contracting, labor cooperation, and collective investment in overseas projects through establishing industrial parks.

First, engineering contracting and labor cooperation in ASEAN countries represent one of the most common modes for Chinese companies investing and operating overseas. Talents are transferred to foreign countries through labor cooperation. In terms of construction engineering, the scope of project contracting covers consulting, planning, design, construction and operation, promoting the export of the whole industry chain, including advanced technology, equipment, standards, services, and labor. Private enterprises may cooperate with domestic enterprises to carry out equity investment in projects, set up overseas engineering companies through consortium, or establish joint ventures with overseas enterprises. For the Twin Tower World Trade Center in Phnom Penh, Shenzhou International Holdings, a wholly owned subsidiary of Sino Great Wall, and Wuchang Shipbuilding Industry Group Co., Ltd. won the bid of US$ 2.7 billion together (equivalent to RMB 18.781 billion). The project adopts the F+EPC model, with a tentative construction period of 60 months. The two major owners are Sun Kian IpGroup, a well-known overseas investment company, and Thai Boon Roong, one of the largest trading groups in Cambodia.

Second, one of the most popular ways for private enterprises to participate in BRI projects in ASEAN countries is to set up industrial parks, so as to support their collective “going out” efforts. For example, competitive private enterprises leading investment in the construction of overseas industrial parks will motivate more enterprises to participate in BRI together. By 2017, Chinese companies had built 23 overseas cooperation parks in ASEAN countries, attracting 421 Chinese enterprises to settle in, with a total investment of about US$ 21.3 billion. HODO Group, whose main businesses include textile and clothing, led the investment to establish the largest special economic zone — Sihanoukville Special Economic Zone (SSEZ) — in Sihanouk Port, Cambodia, focusing on traditional industries such as textile and clothing, suitcases and leather goods, and hardware and machinery. The park, which covers an area of 5 km2, has 148 factories, attracting 103 enterprises among which 88 are Chinese funded.

3. Challenges for BRI Projects

3.1.  Political concerns

Some ASEAN countries are ambivalent about the BRI and China’s opening up in general. On the one hand, they look forward to China’s continued effort in opening up, affirming its positive impact and hoping to obtain more funding and technology from China and export their domestic products to huge Chinese market. On the other hand, they worry that the purpose of China’s BRI is to export domestic excess capacity and to translate economic clout into political dominance, thus harming their own interests.

Most ASEAN countries are in the early to middle stages of industrialization along with rapid urbanization. Most countries, on the one hand, suffer from backward infrastructure and are eager to take a ride on China’s economic development and share the “public goods” of East Asian economic integration. On the other hand, ASEAN countries are concerned about sovereignty. In particular, countries having territorial disputes with China such as Vietnam and the Philippines are worried that China is trying to translate its economic clout through the BRI into leadership across Southeast Asia. Indonesia is worried that the BRI may become an instrument for China to force the export of production capacity upon other countries. Malaysia is concerned over the prospect of ASEAN countries being turned by the BRI into a new version of the “Banana Republic” (a derogatory term for a country subject to rampant corruption and strong foreign influence). Singapore worries that the BRI might disrupt the balance of power in Southeast Asia, leading to the loss of the “central status” of ASEAN.

3.2. Inconsistent standards

Current inconsistencies in technical standards and norms in infrastructure construction under the framework of the BRI in ASEAN countries can obstruct infrastructure connectivity among ASEAN countries. Therefore, technical standards and norms to some extent are even more important than physical connectivity.

China and many ASEAN countries have adopted markedly different transport technology standards and management systems, which constitute a major issue in fostering infrastructure connectivity, particularly regarding differences in track gauge standards between ASEAN countries and China. China currently adopts the standard gauge (1,435 mm), while most ASEAN countries, represented by Vietnam, Myanmar and Malaysia, adopt a narrow gauge of 1,000 mm in width. This has increased the technical difficulty and construction cost of the Trans-Asian Railway in Southeast Asia. At the same time, freight transportation across areas with different gauge standards must go through track adjustment, considerably increasing the time cost.

The Trans-Asian Railway plan was proposed and approved at the Fifth ASEAN Summit in 1995. The signing of the 2010 Intergovernmental Agreement on the Trans-Asian Railway Network marks the finalization of the Trans-Asian Railway Network plan. As far as the Southeast Asia section of Trans-Asian Railway is concerned, the overall progress has been slow. One of the major difficulties in the construction of the Trans-Asian Railway is the inconsistency in gauge standards in the countries along the line. China and Vietnam have a good historical record of cooperation, but the Yunnan–Vietnam Railway, which became fully operational in 1910, has experienced a constant decline in operation. This is largely because the Yunnan–Vietnam Railway uses a narrow gauge of 1,000 mm, while China generally uses a standard gauge of 1,435 mm. It will take a lot of human and material cost to renegotiate the route and plan if both countries wish to build a new standard gauge railway in order to close the east line of the Trans-Asian Railway Network (Xiang, 2016).

3.3. Differences in business environment

Currently, there are great disparities among ASEAN countries in economic development and industrial structure, as well as in investment environment and management system. There are also large and various inconsistencies among countries in legislation, market access rules and standards. Certain countries do not have a sound and stable legal system and have relatively high logistics cost, all of which have led to relative unstable business environment and high risks for project development. The situation is further complicated by different languages, customs, and religions in ASEAN member states, all presenting difficulties for the investment and operation Chinese businesses (Zheng, 2016).

Firstly, there are huge economic disparities among the 10 ASEAN member states, among which Indonesia and Malaysia represent relatively large economic volume while Singapore is advanced in economic system. Secondly, in terms of economic environment, the region is home to both open market economies as represented by Singapore and rather backward economic models as in the case of Cambodia, Laos, and Myanmar. Meanwhile, Vietnam, Myanmar, Laos, and Cambodia all face challenges in improving investment environment, reforming SOEs, developing the financial sector, advancing the market system and pressing ahead with anti-corruption. Thirdly, from the perspective of industrialization and industrial structure, ASEAN economies fall into four categories: (1) primarily agricultural economies in the inception stage of industrialization, such as Cambodia, Myanmar, Laos, Vietnam, and the Philippines, with per capita GDP in the lower-middle range; (2) economies in the middle of industrialization, which, despite the central position of traditional agriculture, have rather strong sectors of processing, manufacturing and tourism, as represented by Indonesia, Malaysia, and Thailand, with per capita GDP in the middle-upper range; (3) economy in the late stage of industrialization with advanced modern service and manufacturing sectors, namely, Singapore, with high per capita GDP; (4) special economy highly dependent on oil and gas export, namely, Brunei, which has high per capita GDP but is troubled by weak industrial foundation and high dependence on a single industry.

Due to historical and geographical factors, ASEAN countries have highly diverse ethnic cultures and religions. Myanmar, Thailand, Laos, Vietnam, and Cambodia located in the Indo-China Peninsula are mainly influenced by the Buddhist culture, with the main ethnic groups being Burmese, Thai, Lao-Thai, Jing, and Khmer. Indonesia, Malaysia, and Brunei are mostly influenced by Islamic culture, with the largest ethnic group of the former being Javanese, and the latter two being Malay. The Philippines is influenced primarily by the Catholic culture, with its largest ethnic group being Malay. Singapore is under the dual influence of Buddhism and Confucianism with a large Chinese community. Differences in ethnic culture and religion have shaped different thinking patterns and social customs, which pose challenges for Chinese businesses in developing BRI projects.


4. Suggestions

4.1.  To enhance mutual trust

Though the BRI projects in ASEAN are initiated and promoted by China, their final implementation depends on the joint implementation of ASEAN countries. Therefore, China and ASEAN countries should improve policy communication and strategic alignment, enhance bilateral mutual trust, and bring together main stakeholders to move these projects forward (Chen, 2017).

In response to the concerns of some ASEAN countries about the BRI, we shall promote in-depth alignment between the BRI and the development strategies of ASEAN countries, such as Vietnam’s “Two Corridors and One Ring,” Cambodia’s “Quadrangle-Development Strategy,” Indonesia’s vision for “Global Maritime Fulcrum,” among others. In terms of multilateral policy communication, strategic partnership with ASEAN countries shall be deepened toward the formation of an all-round and multi-level pattern of cooperation by building on the 12 ministerial meeting mechanisms already established by both sides and improving cooperation platforms including the China–ASEAN Expo, the China– ASEAN Business and Investment Summit, and the ASEAN–China Centre, etc.

At the same time, the role of dialogues between think tanks should be leveraged as an important complement to official diplomacy. From the theoretical point of view, the research results are only academic suggestions, not official commitments, no political bias, which helps to avoid political interpretation; moreover, research outputs of think tanks tend to be more convincing in objectivity and accuracy, and can help make policy communication more effective (Zhou, 2017). Thus, dialogue mechanisms of think tanks can avoid extreme views and help both sides understand each other better, which are conducive to building mutual trust between China and ASEAN countries regarding the implementation of BRI projects.

4.2. To align technological standards for infrastructure projects

Regarding the differences in technological standards for infrastructure projects between China and ASEAN countries, both sides should sign bilateral agreements in the fields of rail, road and aviation, etc., and create key demonstration projects toward achieving “connectivity.”

China’s rich experience in and strong record of delivering construction projects of railways, airports, and ports prove the feasibility of China’s technological standards. The technological planning and standards for infrastructure construction under the BRI, such as railways and roads, should be jointly discussed and formulated by the governments of ASEAN countries and China, and enterprises before the signature of bilateral agreements. It is recommended that the two sides establish a BRI railway or aviation company to serve multinationals operating under the BRI and to jointly plan and coordinate the operation of railways, roads, air routes, and other infrastructures. China should clarify policies and improve incentives to encourage enterprises to develop projects integrating investment, construction and operation overseas and to help international equipment, technologies, services and standards to establish international presence.

In view of the inconsistent railway gauge standards adopted by China and ASEAN countries in the construction of the Trans-Asian Railway Network, China should vigorously advocate the adoption of international standards for railway construction in relevant countries so as to accelerate the completion and operation of the Trans-Asian Railway Network in Southeast Asia.

4.3. To respect the national conditions of host countries

The disparities among ASEAN countries in economic development, industrial structure, investment environment, culture and religions have led to different types of risks for doing business in the region. China needs to be aware of the different endowments of the ASEAN countries, and optimize project cooperation and “going out” strategies for its enterprises by taking account of industrial complementarities and the development needs of the host country. At the same time, full respect shall be given to the national culture and religious beliefs of the host country in specific projects.

The focus of cooperation with ASEAN countries in the early stage of industrialization is to ensure that China’s technological advantages synergize with local production factors, such as cheap labor and land, and to help ASEAN countries industrialize; China can import from these countries’ much-needed energies and primary products. In contrast, cooperation with countries in their late stage of industrialization, such as Singapore, should achieve a reasonable division of labor in research and development, design and management of high-tech products. Under the “10+1” framework, China should strengthen bilateral economic and trade cooperation mechanisms with ASEAN countries, and contribute to geo-economic cooperation zones composed of several countries, such as the Lancang–Mekong Development Zone and the Pan-Beibu Gulf Economic Zone, among others.

Business management, marketing, and product design, etc., should all be based on full respect for and in-depth understanding of the local culture. In addition, it is necessary to be fully aware of the different values in the ASEAN region, so as to clear away barriers to the implementation of BRI projects.

References

Chen, J. (2017). “Belt and Road” Construction: Geopolitical Risks and Coping Strategies. China Economic & Trade Herald, 21, 9–12.

Quan, Y. and Yin, Z. (2017). China–ASEAN Regional and Sub-Regional Cooperation Mechanism and Cooperation Model Innovation. Southeast Asian Studies, 6, 16–20.

Quan, Y. and Gao, J. (2018). Research Report on China’s Construction of Overseas Economic and Trade Cooperation Zones in ASEAN. Around Southeast Asia, 6, 55–56.

Wu, C. (2016). The Study of Sino-ASEAN’s Cooperation of Capacity under the Framework of “One Belt One Road.” Southeast Asian Affairs, 3, 76.

Wan, N. (2018). Analysis of the Development of China–ASEAN Trade Cooperation. Market Modernization, 5, 57–58.

Xiang, L. (2016). The History, Present and Future of Trans-Asian Railway Construction in Southeast Asia. Retrieved from CNKI.

Zheng, X. (2016). A Study on the Strategy of Belt and Road Initiative and Religious Risks Entailed from the Perspective of Possibility and Necessity. Studies in World Religions, 6, 12.

Zhou, F. (2017). Three Major Challenges for the Implementation of “Belt and Road” Projects in Southeast Asia. Southeast Asian Studies, 4, 12.




© 2022 World Scientific Publishing Company
https://doi.org/10.1142/9789811241314_0008

Chapter 8

China’s BRI and FDI in Mainland ASEAN

Sineenat Sermcheep

1. Introduction

Since the launch of the Belt and Road Initiative (BRI) in 2013, China has played a significant role in funding and building infrastructure along with the land and maritime networks in the BRI countries. China’s overseas investment in these countries has increased steadily in recent years. In 2017, nearly 65% of the investment flowed into the Association of Southeast Asian Nations (ASEAN) alone (The Economist Corporate Network, 2019). This confirms ASEAN as an important strategic location for the BRI development.

Mainland ASEAN countries, including Cambodia, Laos, Myanmar, Vietnam, and Thailand (CLMVT), are located in a strategic area for China’s land connectivity and extension to the maritime route. Laos, Myanmar, and Vietnam serve as China’s gateway to ASEAN. The development of roads, rails, and the land network in the Indochina Peninsula, with the connection to the deep seaports in Myanmar and Cambodia, will provide the pathway to the oceans for China, especially for the provinces in the South and Southwest of the country.

China invests in many BRI-driven infrastructure projects in mainland ASEAN such as China–Laos Railway and Boten–Vientiane Expressway in Laos; and Kyaukphyu Deep Sea Port and Muse–Mandalay Railway in Myanmar. Investment from China also goes beyond infrastructure and flows into the strategic areas to create residential, commercial, and industrial hubs. These investments play an important role in facilitating the border crossing of people and cargos and also connecting different modes of transportation. The key strategic destinations for mega investment projects from China in mainland ASEAN are Boten in Luang Namtha, Laos; Shwe Kokko in Myawaddy, Myanmar; and Sihanoukville, Cambodia.

Chinese foreign direct investment (FDI) into these strategic areas has transformed the economic and business landscapes and the lives of people living there. The investment projects bring with them higher economic development and growth. However, the influx of Chinese workers and investors and the opening of new businesses in the areas can result in positive and negative effects for the residents and businesspeople.

Thus, the purpose of this chapter is to examine the progress of Chinese investment in mega projects in three locations — Boten in Luang Namtha, Laos; Shwe Kokko in Myawaddy, Myanmar; and Sihanoukville in Cambodia. This chapter also examines the effect of these investments on the destination countries — residents, investors, and countries — and the response from them.

2. Overview of China’s BRI and Mainland ASEAN

2.1.  China’s BRI

The BRI, proposed by Chinese President Xi Jinping in October 2013, is an international development strategy to advance global and regional connectivity. The BRI comprises two parts: a Silk Road Economic Belt which is a trans-continental passage that links China with Southeast Asia, South Asia, Central Asia, Russia, and Europe by land and a 21st Century Maritime Silk Road which is a sea route connecting China’s coastal regions with Southeast and South Asia, the South Pacific, the Middle East, Eastern Africa, all the way to Europe.

The initiative has five major priorities: policy coordination, infrastructure connectivity, unimpeded trade, financial integration, and connecting people. It is expected to involve largely in infrastructure investment including the development of roads, railways, ports, and airports, as well as power plants and telecommunication networks. With this trade and infrastructure network, China and the participating countries expect to have improving regional integration, increasing trade, and stimulating economic growth. Besides, Chinese companies can benefit from broader and deeper market access, higher global competitiveness, and a more secure supply of important natural resources (DBS, 2018).

BRI’s framework covers over 70 countries, accounts for approximately 65% of the world’s population, and one-third of the world’s GDP. In 2017, merchandise exports from these countries accounted for almost 40% of global exports, five times higher than those in 2000 (World Bank, 2019).

2.2. BRI and mainland ASEAN

Among the BRI countries, the ASEAN region is one of the strategic areas for China because of its connecting borders with China and India, and its location which stands between the Indian Ocean and the Pacific Ocean. Moreover, many ASEAN countries are on one of the six BRI’s overland economic corridors — the China-Indochina Peninsula Economic Corridor — where the infrastructure, investment, and trade network have been developing. China, through the BRI lens, sees ASEAN as part of the land bridge connecting China to Southeast Asia, South Asia, the India Ocean, and the sea route (Jusoh, 2018).

The progress in ASEAN’s community building enhances integration and cooperation not only among the ASEAN member countries but also extends to partner countries that include China. It creates a huge potential for China and ASEAN countries to cooperate in infrastructure construction and cross-border trade. China’s BRI project, in the short run, mainly focuses on infrastructure investment; however, the perspective, in the long run, will also extend to the investment in manufacturing and services sectors and the trade flows of goods and services among the member countries (DBS, 2018). With economic expansion and development of the ASEAN economy, more economic transactions and business opportunities are available in this region.

Mainland ASEAN countries — the CLMVT — are the focal point of China’s BRI in ASEAN because of the following reasons. First, Laos, Myanmar, and Vietnam have borders connecting to China; Thailand and Cambodia, though not directly, can transit through the neighboring country and reach China. This geographical advantage is a foundation for a seamless region. The development of the facilities at the border crossing, such as Boten in Laos and Muse in Myanmar, helps to facilitate the flow of Chinese people and cargo through the network on mainland ASEAN and transit further to the destinations.

Second, CLMVT can be the connecting point to the oceans for China and a starting point of the maritime route. China can access to the Indian Ocean and the Pacific Ocean, via land transportation and access to the deep seaports in Myanmar, Thailand, and Cambodia. Third, the infrastructure investment, which China’s BRI focuses on, is desired by the CLMVT because infrastructure development can improve their economies as well as connectivity in the region. It helps open up the opportunities for higher production and export, more jobs, and economic growth as well as development. Laos and Cambodia are examples of countries where their governments have decided to rely heavily on China so that they can develop faster (Pang, 2017).

3. Chinese FDI in Mainland ASEAN

3.1.  China’s investment in mainland ASEAN

At the regional level, since the initiation of the BRI in 2013, Chinese FDI to ASEAN has surged. It increased from US$ 6,165.4 million in 2013 to US$ 13,700.6 million in 2017, by approximately 2.2 times. In 2018, it slowed down to US$ 9,940.1 million (ASEAN Secretariat, 2018b, 2019). The Chinese investment in ASEAN has shifted from the energy sector into infrastructure, real estate, wholesale and retail trade, financial, and insurance sectors. The first phase of investment from China is concentrated in the construction and logistics sectors. Its completion could contribute toward the overall economy by enhancing the investment in other sectors such as manufacturing, oil and gas, mining and quarrying, and agriculture (Jusoh, 2018).

The FDI flow from China to the mainland ASEAN has fluctuated around the upward trend during 2013–2018 (Figure 1). Since the launch of the BRI, the annual inflow of Chinese investment has surged from US$ 1,227.0 million in 2014 to a record level of US$ 3,658.1 million in 2018 (ASEAN Secretariat, 2019).

Among the mainland ASEAN countries, Vietnam is the largest recipient of Chinese FDI in 2018, with an inflow of US$ 1,077.3 million, which is an increase of almost 1.26 times from the previous year. The next leading destinations for FDI from China are Laos (US$ 1,044.9 million), Cambodia (US$ 798.2 million), Thailand (US$ 662.4 million), and Myanmar (US$ 75.3 million), respectively (see Figure 2). China is the largest investor in Laos and Cambodia and accounted for 79.18% and 25.73% of each country’s inflow in 2018 (ASEAN Secretariat, 2019).
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Figure 1: Chinese FDI Flows to Mainland ASEAN

Source: ASEAN Secretariat.
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Figure 2: Chinese FDI Flows to Cambodia, Laos, Myanmar, Vietnam, and Thailand

Source: ASEAN Secretariat.

In the CLMV group, each country can attract FDI from different sectors. For Cambodia, the FDI inflow occurs mainly in finance, real estate, and manufacturing sectors while electricity generation remains the sector with the largest FDI inflow. There is a wide range of industries with an opportunity to invest in Myanmar including mining, manufacturing, and services. For Vietnam, the advantage is solely explicit for investment in the manufacturing sector (ASEAN Secretariat, 2018a).


BRI-driven infrastructure initiatives mainly involve railway, roads, and power projects. Table 1 lists examples of the BRI investment and construction contracts in mainland ASEAN with a minimum value of US$ 1,000 million. Laos, Vietnam, and Cambodia are the destinations for these megaprojects with a concentration in energy and transport sectors. In case of Laos, for example, Chinese investment and cooperation can be categorized into three types: (1) mutual connectivity by building the China–Laos Railway and the satellite connecting Laos with the world, (2) production capacity cooperation by constructing the large hydropower stations and forming an integrated power grid in Laos, and (3) construction of development zones namely the Vientiane Saysettha Development Zone to provide a new platform for investment cooperation and the Mohan–Boten Economic Cooperation Zone to promote the development and open the border areas of the two countries (Xinhua Silk Road Information Service, 2018).

Table 1: Top BRI Investment and Construction Contracts in Mainland ASEAN
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Note: It shows only the BRI projects with a minimum value of US$ 1,000 million.
Source: China Global Investment Tracker.


3.2. From infrastructure investment to FDI in manufacturing and services sectors

The BRI project, in the short term, is dominated by infrastructure investment. This is only the first part of the package. Better infrastructure in the mainland ASEAN region is a sign of a better business environment. It will attract more FDI, including in the manufacturing and services sectors. With more Chinese manufacturing businesses in CLMVT, business services such as financing and ICT are needed to facilitate the establishment of the companies. Chinese banks will follow their client overseas. The earlier infrastructure projects will also need business services to support their businesses.

When Chinese companies set up their businesses in mainland ASEAN, they bring Chinese expatriates with them. As these Chinese work and live in these countries, demand for businesses that meet their needs and lifestyles is created. Thus, the Chinese invest in Chinese-style stores, restaurants, real estate, transportation, and e-commerce. With the inflow of infrastructure investment, FDI in the manufacturing and services sectors, and the inflow of Chinese people, the resulting business transactions can be influenced by Chinese currency, RMB (DBS, 2018).

This is in line with the concept of BRI connectivity mentioned in Yan (2018). This connectivity is more than just hard infrastructure connectivity. To deliver economic value for the local and international economy, we need to consider three-dimensional connectivity — the cross-border flow of goods and services, flow of capital, and mobility of people. It implies that in the end, the connectivity aims to create international flow in goods, services, capital, and people — the oversea economic community.


4. Strategic Locations of Chinese FDI: Boten, Shwe Kokko, and Sihanoukville

Mainland ASEAN — specifically Laos, Myanmar, and Cambodia — is one of the strategic locations for BRI-driven FDI. Investment from China starts from transport infrastructure and the creation of cities with facilities to become tourism, commerce, and industrial hubs in the region. Laos and Myanmar are the closest and high potential areas to become the Gateway for China, especially for Yunnan province, to Southeast and South Asia, as well as the path connecting the ocean route. Also, China considers Myanmar as a strong platform to connect to the Indian Ocean region. Further down the mainland ASEAN region, Sihanoukville is another strategic location with Cambodia’s only deep seaport and access by road, rail, and air transportation.

Many mega projects on infrastructure investment from China, including rails, roads, power, and construction happen in this region. The large amount of FDI from China, together with the flow of Chinese workers, businesspeople, and tourists, flow into the mega projects in Boten in Luang Namtha Province in Laos, Shwe Kokko in Myawaddy in Myanmar, and Sihanoukville in Cambodia (Figure 3).

4.1. Boten in Laos: China’s gateway to ASEAN

4.1.1. Overview of Investment in Boten

Boten is a town in Luang Namtha Province in Laos, situating at the border adjacent to Mohan town in Yunnan Province in China. This town is a strategic location for connectivity and economic flows between China and ASEAN because of the following reasons. First, it is China’s gateway to ASEAN. Boten is located at a key junction between China and Laos and it serves as the gateway to the mainland and maritime ASEAN. Boten is Laos’ national-level land port to China and the first point of R3A — a road from Kunming to Chiang Khong — in mainland ASEAN. Moreover, China sees this town as its gateway along the international Kunming– Bangkok Road, and the first station in Laos along the middle line of the Pan-Asia railway (Xinhua Silk Road Information Service, 2018).

Second, Boten is on the North–South Economic Corridor and a critical link to the East–West Economic Corridor. For the North–South Corridor, it is a transit point for the Kunming–Bangkok Expressway (Figure 4). Besides, the BRI-driven China–Laos Railway project, which will connect Kunming to Vientiane, will also pass through Boten (Figure 5). This town is also a link to the East–West Corridor, from Danang in Vietnam to Phitsanulok in Thailand and Mawlamyine in Myanmar (Yunnangateway, 2016).
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Figure 3: Map of Boten, Myawaddy, and Sihanoukville

The Chinese and Laotian governments agreed to establish the Mohan–Boten Economic Cooperation Zone. It is China’s first cross-border cooperation zone in its Southwest. This cooperation zone aims to promote the development and opening-up of the border areas of the two countries (Xinhua Silk Road Information Service, 2018). It is being developed by two Chinese companies (Yunnan Hai Cheng Industrial Group Stock Co., Ltd. and Hong Kong Fuk Hing Travel Entertainment Group Ltd.), with a concession period of 99 years. Boten’s positioning suits to be a hub for finance, commerce, investment, industrial investment, and tax-free zone. A duty-free center, bus station complex, warehousing, and a resort are four mega projects establishing in Boten (Yunnangateway, 2016).
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Figure 4: North–South and East–West Economic Corridors

Source: www.adb.org.

As part of the Mohan–Boten Economic Cooperation Zone, the Boten Special Economic Zone (SEZ) started construction in December 2016, with an investment of more than US$ 1 billion. This SEZ covers the total area of 34 square kilometers, which has a core facility of a bonded logistics processing zone (Yunnangateway, 2016).

The zone includes a six-lane highway and other infrastructure. About 80% of the land has passed the clearance to construct the buildings in the next stage. The project needs an additional US$ 10 billion for completion over the next 10–15 years. There is also a report that more than 100 companies have started investing in Boten SEZ.
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Figure 5: Railroads Connecting to China

Source: China Railway International.


The completed project will have passengers and freight stations, highway, and railway connection facilities, which will make the cross-border transferring of bulk goods, storage, and cargo distribution available. The Boten SEZ is open for investment from Laos and all over the world. Upon finishing, they expect to have more than 300,000 workers and residents in the area.

4.1.2. Implications

This mega-investment project from China, together with other BRI-driven projects, is expected to be a key factor in converting Laos from a land-locked nation to a land-linked country, and drive Laos’ economic growth. The establishment of Boten SEZ will generate higher revenue for the Laos government. These tax revenues from companies and investors will be used in developing infrastructure in the northern area of Laos.

These large-scale inflows of FDI have transformed both the economic and social aspects of this city in Laos. The construction and development of facilities in Boten make it a major destination for investors, workers, tourists, and the cargos. This rapid growth of the Chinese economic footprint in Boten is well received at the government level; however, there is less evidence at the community and people level.

Chinese capital and investments bring physical changes and development. Simultaneously, the area has to deal with an influx of Chinese people. The growing Chinese presence brings in the capital, skill, entrepreneurship, and new technology. However, they have also brought concerns — high competition and undesirable influences (Pang, 2017). The new types of businesses and activities in Boten SEZ have changed the way of life of the Laotians as they shift from agriculture to industrial and commercial business. Most of the jobs in the New Boten area go to the Chinese coming in for work and business. There is also a concern of a lack or low level of participation from Laotian companies and workers in the Boten area.

Another concern is the rising influence of China on the logistics system and the R3A route, which is crucial for transporting products from Southern China to Thailand. The logistics hub in Boten, together with the Chinese investment in the distribution center in Mohan — Chinese side of Mohan–Boten Economic Cooperation Zone — will increase the capacity and convenience of transporting Chinese products through Laos and then to Thailand (Thansettakij, 2016).


On a social dimension, the Chinese footprint in Boten’s economic activity brings with them the everyday-life businesses such as restaurants, entertainments, and other Chinese shops. The Chinese language is used everywhere in communicating and advertising their businesses, in some cases too explicit and result in violating Laos’ regulation.

4.2. Shwe Kokko in Myawaddy, Myanmar: Outpost of China’s BRI

4.2.1. Overview of Investment in Shwe Kokko

Shwe Kokko is a border town in Myawaddy, along Myanmar’s Moei River, and this is controlled by the Karen State Border Guard Force (BGF). It is located only within 20 kilometers from Myawaddy–Mae Sot border crossing between Myanmar and Thailand. Opposite to Shwe Kokko is the Mae Sot district in Tak province of Thailand. Shwe Kokko is an outpost of China’s BRI with the purpose to be a town that is equivalent to a Chinese special administrative region, second only to Hong Kong. The locals call it a “Kokko Chinatown.” This mega investment is from a joint Chinese–Myanmar company under the name Myanmar Yatai International Trading which secures a 70-year lease from the Myanmar government. The investment started in April 2017 with an overall investment of US$ 15 billion and expects to be complete in 2027. It is positioned to be a residential, commercial, and industrial hub in Myanmar. When completed, it will include luxury housing, hotels, shopping malls, trade centers, factories, a one-stop-service center, a golf course, a casino, and an airport (Lintner, 2019; Pinitwong, 2019). The completed project will able to accommodate one million people by 2027.

Kokko Chinatown is a strategic location for Chinese investment because of the following reasons. First, Shwe Kokko is a town near Myawaddy–Mae Sot border crossing which is the border with the second-largest share of Myanmar’s border trade. Moreover, Shwe Kokko is located 420 kilometers east of Yangon, which is Myanmar’s commercial capital, and some 500 kilometers northwest of Bangkok. Second, the development of a commercial and industrial hub in Shwe Kokko, together with the transport development in Myanmar has contributed by extending the connectivity from China–Myanmar Economic Corridor (CMEC) to Myanmar border at Myawaddy and further to Thailand. The connectivity also reaches out to the Indian Ocean region. This provides the link for China’s South-Western province to the Indian Ocean (Figure 6).
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Figure 6: China–Myanmar Economic Corridor

Source: www.thaibizmyanmar.com.

Third, Shwe Kokko in Myawaddy also gains advantage from locating on the East–West Economic Corridor, which links Mawlamyine in Myanmar to Mae Sot in Tak, Thailand, Savannakhet in Laos and Da Nang in Vietnam. This Chinatown can access the East–West route, which enhances the capacity to transport goods, tourists, and people further to the west and east side of the Indochina peninsula (Figure 7). Another advantage is access to Asian Highway 1 (AH1), which is the longest route of the Asian Highway Network running from Japan to Turkey. Fourth, the industrial hub in Shwe Kokko can serve as a production base for goods including textile, apparel, agricultural products, and then exporting to Europe and the USA with tariff privilege.

After the approval of the first stage in the Kokko Chinatown project, the residential buildings and hotels are built to accommodate the Chinese investors and workers during the construction of the project. In 2020, they will build infrastructure, that includes roads, cement mixing plants, brick block factories, commercial buildings, and entertainment centers in the area. There are also restaurants, beauty salons, and other Chinese shops, as well as houses, with prices varying from normal to luxury. They continue the construction of hotels and high-rise buildings in the area. The construction materials using in the Kokko project come from both China and Thailand. The foundation parts such as stakes are imported from China while construction materials such as cement, steel, and home decorations are purchased from Mae Sot in Tak province, Thailand.
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Figure 7: East–West Economic Corridor

Source: Lebel and Lebel (2019).

4.2.2. Implications

The large inflow of Chinese investment has transformed the economic, social, and cultural aspects of Myanmar. The project has transformed a quiet, small town in the forest area of Myawaddy to a major residential, commercial, and industrial hub with a full facility ready for the huge inflows of goods and people. The physical development helps to spur the economic activities in Shwe Kokko. However, the businesses and employment in this town are dominated by Chinese investors and workers. There is an explicit Chinese essence in businesses in Kokko. Jobs during the construction were accounted for by the influx of Chinese technicians and workers into the area, low participation from the local businesses and people. An overflow of Chinese migrants also affects the society, culture, and security of the Kokko. The town development has changed the livelihood of the local people. With the construction of casinos, entertainment complex, and other nightlife facilities in town, residents in Kokko are concerned that it may affect the traditional way of life in the area and may harm their youth.

For the neighboring country Thailand, due to the domination of Chinese investors and businesspeople in Shwe Kokko, the trade and investment at the Myawaddy–Mae Sot border crossing will also be led by them. The products from China can be ordered directly from the Chinese businessmen in Kokko, thereby affecting the prospects of importers of Chinese products in Mae Sot. The more open and flexible the investment environment is in Shwe Kokko, the higher the possibility of investment projects relocating to Kokko. It may result in an unbalanced development in trade and investment between both sides at the border. At the regional level, China has an important role in many parts of the supply chain such as producing, warehousing, and transporting the products from China to the destination countries. This rising influence of China in the mainland ASEAN may be overwhelming and at some point controlling the trade across the road network in ASEAN and Asia.

4.3. Sihanoukville in Cambodia: China’s strategic logistics hub

4.3.1. Overview of Investment in Sihanoukville

The coastal city of Sihanoukville, locating in Preah Sihanouk province in the southwest of Cambodia, is famous for its beaches and is Cambodia’s only deepwater port. Since 2013, this city has been receiving tremendous Chinese investments and its people. The Chinese-operated casinos have increased. Chinese citizens are taking up residences. The locals call this city as Macau II. Chinese investments worth billions of US dollars are made in a range of basic infrastructures. The major Chinese investment projects are the Phnom Penh–Sihanoukville Expressway, a four-lane road with an investment of US$ 2 billion; the Sihanoukville SEZ; the deep seaport; and the power plant.


Sihanoukville is one of the significant strategic locations for Chinese investment in mainland ASEAN because of the following reasons. First, investing in Sihanoukville provides China with an opportunity to reinforce its geopolitical position within ASEAN through Cambodia (Touch, 2018). Second, Sihanoukville has the advantage of being a multimodal transportation hub in the mainland ASEAN. It is equipped with the deep seaport airport, the road connecting Phnom Penh and Sihanoukville, and rail connectivity within Cambodia and also to ASEAN and Asia (Figure 8). Third, Sihanoukville has the locational advantage of beautiful beaches with convenient access by air and maritime.

The city of Sihanoukville today has transformed from a quiet city with cozy beaches to a center of activities with many Chinese businesses (Table 2). There are Chinese-run and -operated hotels, apartment towers, restaurants, and casinos in Sihanoukville with the Mandarin replacing Khmer and English language (Khidhir, 2020).

Above 90% of the businesses in Sihanoukville are owned by Chinese investors. Due to foreign investors, there has been a rapid development in all areas of Sihanoukville, such as factories, five-star hotels, guesthouses, casinos, restaurants, and supermarkets. From a total of 156 hotels, the Chinese own approximately 96% or 150 hotels. The same pattern holds in the cases of restaurants and casinos, where the Chinese own 94.95% and 77.42% of the businesses, respectively. Also, the Chinese own many karaoke clubs and massage parlors.
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Figure 8: Sihanoukville and Cambodia Railway Network

Source: www.cambodiatrains.info.


Table 2: Chinese-owned Businesses in Sihanoukville
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Source: Preah Sihanouk Provincial Authorities, cited in Khidhir (2020).

The locals have played a small role in businesses such as building houses for rent for Chinese workers and running food delivery services in Sihanoukville. These businesses provide services for Chinese workers.

4.3.2. Implications

The influx of Chinese investment and companies has transformed the city into a center for business, tourism, and logistic activities. At the country level, Chinese investment in infrastructure development, manufacturing, and tourism businesses are crucial for Cambodia’s economic development and growth. Sihanoukville has become a significant logistics hub in mainland ASEAN. Many Cambodians have received benefits from the Chinese FDI inflow. Concurrently, the locals are concerned about the growing Chinese presence within the city.

First, the majority of businesses in Sihanoukville are owned or operated by Chinese, leading to over-reliance on China. Some private investments from China operate in businesses with quick returns, while the large-scale investors such as state-owned enterprises (SOEs) do not usually balance the business and sustainability (Pang, 2017). As a result, these Chinese investments may not be in the direction of the country’s development. Second, locals have mentioned that the presence of Chinese FDI has created a closed loop of Chinese business with few opportunities for the local businesses to make a profit (Ariffin, 2019). In the tourism industry, Chinese tourists prefer to go to a Chinese-owned establishment and not to Cambodian-owned ones. This negatively affects local businesses (Touch, 2018).

Third, the investment from China creates many jobs in the area; however, most of the employments go to Chinese workers than to the locals. Fourth, many of Sihanoukville residents have to move to other cities because they cannot find jobs here and the costs of real estate and food are too high for them. Fifth, the crime has risen to the extent that the authorities are thinking about installing security cameras in key locations throughout Sihanoukville town (Khidhir, 2020). Sixth, the large-scale and continuous construction in Sihanoukville harms the environment. The dust from construction creates air pollution and a large number of people living there contribute to excessive waste and contaminate the ocean.

5. The Way Forward

China’s BRI has driven massive investment in infrastructure and beyond, such as the construction of residential, commercial, and industrial hubs. Mainland ASEAN is a major destination for Chinese FDI because of its strategic location for China to access ASEAN, to connect Yunnan — the south-western interior to the ocean, and to link further to the Indian Ocean region. Laos and Myanmar, sharing borders with China, are China’s gateway to ASEAN and the path to the ocean for Yunnan. Laos serves as a link between the southern part of China through the North–South Economic Corridor, further down to Thailand, Malaysia, and Singapore. Myanmar serves as a platform for China to create an influence in the Indian Ocean region. Many mega infrastructure projects are invested in Cambodia as part of China’s BRI to reinforce its geopolitical position within ASEAN.

After the first stage of BRI, which drives the infrastructure investment, Chinese FDI goes beyond the infrastructure projects. Boten in Laos, Shwe Kokko in Myanmar, and Sihanoukville in Cambodia have become the strategic locations for FDI inflows in building the residential, commercial, and industrial hubs. China’s FDI aims to create a one-stop facility for producing, warehousing, and transporting. To accommodate Chinese investors, technicians, and workers, while working in these destinations, Chinese FDI also flows into the real-estate industry, building houses, villas, and other residential buildings. Chinese FDI also goes to hotels, casinos, entertainment complexes, and other facilities relating tourism industry.

The influx of Chinese FDI has transformed the physical development and businesses in these locations. Moreover, the growing presence of Chinese technicians and workers creates concerns for the locals in the areas of economic, social, cultural, and environmental aspects. The major concerns of the locals are as follow. First, the dominant role of Chinese businesses in the area and low participation of the local business. Second, even though there is a huge job opportunity in these locations from the FDI inflows, they are occupied by the Chinese technicians and workers and there are few opportunities for the local workers.

Third, the growing presence of Chinese workers in the areas attracts Chinese businesses such as restaurants, beauty salons, and other Chinese shops. This has changed the nature of the livelihood of the locals and the local essence. Their everyday life is overwhelmed by the Chinese tastes and preferences ranging from Chinese products, shops to Chinese signs in the areas. In some areas, the residents are concerned about the opening of the casinos and entertainment complex that may harm the local youth. Fourth, with the increasing investment projects in the area, the residents are forced to relocate their houses as they cannot afford the cost of living. Fifth, the environmental impact caused by the rapid construction and influx of people into a small city is another concern for the community. The construction has increased the pollution and the wastes have surged due to the huge inflow of people.

This raises an important question: How the host countries can manage these inflows of Chinese FDI and, concurrently achieve the objectives of balanced and sustainable development for their countries?

First, the governments of the host country should figure out how to welcome the Chinese FDI in a way that both the host country and China can have mutual benefits. The country receiving Chinese FDI has to manage the investment and development assistance without losing their national identities and sovereignty (Touch, 2018). Second, the host country should ensure that the large-scale investment projects take the social, cultural, and environmental impact assessments into account when they plan their investment and follow the regulations and guidelines during the construction and operation. The governments also need to have a monitoring system to ensure that the investors follow the guidelines.

Third, the governments should listen to the voices and responses of the local authorities, communities, and other stakeholders on the effects of Chinese FDI on them. Fourth, the governments should ensure higher participation of the local businesses and workers into these Chinese investments and businesses. As a consequence, the benefits from these inflows can be distributed to the local community and people. The governments also have to develop their businesses’ and workers’ capabilities to ensure that they can take part in these Chinese businesses.
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Chapter 9

The Politics of Thailand–China Railway Cooperation: Domestic Determinants of Smaller State BRI Engagement

Cheng-Chwee Kuik

1. Introduction

This chapter analyzes the politics underpinning Thailand’s railway engagement with China. By focusing on this case study, it illustrates how the Southeast Asian country has responded to China’s Belt and Road Initiative (BRI) since the initiative was announced in 2013. The study aims to contribute to the broader debate on smaller-state responses to big-power economic inducement.

Thailand’s rail engagement with China is protracted, partial, and puzzlingly uneven. Bilateral talks, which were initiated during the Abhisit and Yingluck administrations, were accelerated at the early stage of the Prayut years but have since been dragged on. In addition, Thailand–China rail cooperation appears to be selective: Beijing’s role is limited to only some aspects, as Bangkok insists on retaining opportunities for Thai firms while exploring the involvement of Japan in other rail lines. Finally, the Prayut administration has prioritized unevenly the two China-related high-speed rail (HSR) projects, allocating more attention and resources to the interairport HSR than the Bangkok–Nong Khai HSR.

The chapter adopts a domestic politics framework, which posits that the patterns of smaller-state responses to foreign-backed connectivity cooperation are primarily a product of domestic determinants, namely elite legitimation and the associated optimization imperative, a process shaped by interelite and societal contestation. Optimization refers to the efforts to strike a balance across the pathways through which governing elites seek to justify and consolidate their domestic authority vis-à-vis their core constituencies.

Legitimation lies at the center of politics (on political legitimation, see Weber, 1947; Beetham, 1991; Alagappa, 1995; Gilley, 2009). All ruling elites claim their “right” to rule by appealing to certain ideals, constructing substantial or substantiated narratives, and resorting to corresponding pathways to justifying, enhancing, and consolidating their domestic authority vis-à-vis the contesting elites and the wider society. The categories of pathways are threefold: (a) procedural virtues (e.g., democratic values, rule of law); (b) particularistic narratives (all forms of identity politics, including nationalist sentiments, ethnic and religious appeals, personal charisma); and (c) performance-related rationales (ensuring economic growth, delivering redistributive benefits, managing nation-wide problems such as maintaining internal order) (the earlier versions of elite legitimation framework were developed in Kuik, 2010, 2017; Lampton et al., 2020).

No ruler relies on one single pathway to rule. In practice, all rulers resort to a combination of legitimation pathways, with an effort to optimize them by complementing and/or counteracting various pathways according to the political needs of appealing to as broad a range of core constituencies as possible, amid power contestations. The optimization of pathways and approaches matter because they determine the direction and prioritization of major state policies, including rail partnership.

Given our focus on Thailand’s response to China-related rail projects, I concentrate on the state’s relative emphasis on development-centered performance legitimation vis-à-vis identity-based particularistic legitimation and other inner justifications. I argue that while performance legitimation has motivated Thailand (like several other Southeast Asian states) to cooperate with China on their respective rail development, it is the manner through which this primary pathway of legitimation is being optimized (complemented and/or counteracted) by other supplementary approaches of inner justification amid power contestations that explain why Thailand’s rail engagement with the BRI is relatively limited in scope, slow in speed, and uneven in progress.

The chapter proceeds as follows. It begins with a brief overview of Thailand’s engagement with China’s rail diplomacy within the context of the BRI. It then analyzes the patterns of the rail engagement under the Abhisit, Yingluck, and Prayut administrations, respectively. Finally, it sums up by offering concluding analysis and suggesting directions for future research.

2. Rail Partnership in Thailand’s BRI Engagement

Rail development cooperation is the core component of Thailand’s BRI engagement with China. Indeed, it is the only form of Thailand’s BRI participation, unlike other Southeast Asian countries which have engaged with China on many other domains of connectivity cooperation (e.g., industrial park, port, pipeline, highway, dam, digital connectivity) (Kuik, 2020; Kuik, 2021).

In Thailand and elsewhere, rail projects — especially those involving a foreign power — are politically sensitive and financially costly. Development wise, however, they are potentially transformative because railways are expected to improve transport connectivity, create jobs, and stimulate growth. The China-related rail projects stretch nation-wide and connect different key areas of Thailand (see Figure 1). The Sino-Thai HSR will link the capital Bangkok with the border city Nong Khai through the country’s less-developed northeast region (Isan), while the inter-airport HSR will connect the Don Mueang and Suvarnabhumi airports in the capital with U-Tapao airport in Rayong through the EEC provinces (Chonburi, Chachoengsao, and Rayong).

The China-backed rail projects in Thailand — as in neighboring Southeast Asian countries — have potentially significant regional impact. Currently, the rail projects are being implemented within national borders. Upon completion, some of the rail lines will cross borders and connect with their neighbors’ rail links. The Bangkok–Nong Khai line will extend northwards, linking with Laos’ Vientiane–Boten HSR line (completed in late 2021), which, in turn, will connect to Yunnan and the entire HSR system in China. The planned Kuala Lumpur–Singapore HSR is, by design, a transboundary HSR linking the capitals of the two countries. During the Najib Razak administration, the Malaysian leader and his Thai counterpart, Prayut Chan-o-Cha, discussed the possibility of constructing a HSR linking Kuala Lumpur and Bangkok. When the East Coast Rail Link (ECRL) rail tracks stretch from the eastern Malaysian-Thai border to the Greater Kuala Lumpur area (where Malaysia’s rail and other transportation systems, including the planned terminus of the Kuala Lumpur–Singapore HSR, converge), it is possible that the ECRL will become an alternative rail link connecting the Malaysian and Thai capitals. These ongoing and planned national rail projects are, in effect, helping realize the vision of the Singapore–Kunming Rail Link (SKRL), a regional railway network which will form part of the Trans-Asian Railway.
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Figure 1: China-Related Rail Projects in Thailand


3. Thailand–China Rail Engagement: The Early Years

Thailand’s rail cooperation with China, as noted at the outset, is characterized as protracted, partial, and uneven. It is protracted because, even after numerous rounds of talks under three successive administrations in Bangkok, the Thailand–China HSR project has only progressed in an episodic and unsettled fashion — so far only segments of Phase 1 (from Bangkok to Nakhon Ratchasima (also known as Khorat) the gateway to the northeast region of Isan) has been constructed and there is no definite date for Phase 2 (from Nakhon Ratchasima to Nong Khai). It is partial in that Thailand’s rail partnership with China is selectively confined to only some key aspects (e.g., China’s role in Phase 1 is confined to design and construction but not financing; in Phase 2, China’s role is limited to financing and supplying rolling stock but not construction)1; and Thailand does not view China as its only partner in the country’s rail connectivity cooperation (Thailand has made continual attempts to involve Japan as well). Finally, Thailand–China rail cooperation is uneven: while the Bangkok–Nong Khai HSR project has been moving at a snail’s pace, another rail project — the interairport HSR project in the Eastern Economic Corridor (EEC) — has been progressing much faster and smoother. Figure 1 shows the locations of these projects.

These patterns are puzzling considering the two countries’ longstanding diplomatic ties and political cordiality (see Paribatra, 1987; Chinvanno, 2015; Zawacki, 2017).2 Closer examination of the two China-related rail projects indicates that the patterns are primarily the product of the Thai elites’ legitimation-optimization amid power contestation. China’s flawed diplomacy is another source of complication.3


The initiation of Thailand–China rail connectivity cooperation took place during the Abhisit Vejjajiva administration (2008–2011). The HSR idea, however, has existed for some two decades before Bangkok acted to explore rail partnership with Beijing. According to Thai academic, Trin Aiyara, the proposal of developing HSR as “a new engine of growth” and “a means to decentralize concentrated resources from Bangkok” was first presented by Thai bureaucrats in the early 1990s. It was approved by the Chuan government (1992–1995) and supported by the successive administrations, including Banharn Silpa-archa (1995–1996), Chavalit Yongchaiyudh (1996–1997), and Thaksin Shinawatra (2001–2006). Nevertheless, the plan did not take off because of the cyclical political instability, the 1997–1998 Asian financial crisis, as well as a lack of fund and resources (Aiyara, 2019a).4

It was Abhisit who introduced the China factor into Thailand’s HSR quest, with an eye on leveraging the northern giant’s financial and technology support. In a small-group interview in 2017, when asked by this author about his rationale for reaching out to China on the HSR plan, Abhisit responded: “China has been successful in its own rail projects, given its technological and financial power.”5 During his visit to China in November 2009, the leader met with the chairman of the CREC. In retrospect, there were regional multilateral backdrops to his bilateral visit. Thailand was then Chair of ASEAN and the timing of Abhisit’s China visit not only coincided with the launching of the Asian Development Bank’s (ADB) connectivity vision of further developing “infrastructure for a seamless ASEAN” but also converged with the beginnings of Beijing’s regional rail aspirations.6 Abhisit recalled the Chinese discussing the idea of building an HSR from Yunnan through Laos and Thailand and southward to the Thai-Malaysian border. Abhisit said he found the idea of linking south China with Singapore “an attractive one.”7 In 2010, his administration called for three HSR routes: one connecting Nong Khai to Bangkok, the second from Bangkok eastwards to the industrialized Thai Eastern Seaboard, and the third from the capital southwards to the Thai-Malaysian border at Padang Besar.8 His government’s talks with the Chinese, however, were short lived, as his Democrat Party lost the general election the following year.

4. The Yingluck Years (2011–2014)

Yingluck Shinawatra, whose Pheu Thai Party (PTP) won a landslide victory in the 2011 election, continued Thailand’s HSR quest. Her approaches, however, differed from her predecessor’s. The Yingluck administration’s HSR plan had four features: (a) adding a Bangkok-Chiang Mai line, while keeping the other three already planned lines to Nong Khai, Rayong, and Padang Besar; (b) partnering with China but also engaging Japan;9 (c) insisting to conduct the bidding process by tender; and (d) pushing to help finance the megaproject by bartering agricultural commodities, primarily rice.

These features were the product of the elites’ optimization of legitimation pathways. Although Yingluck entered office with a strong electoral mandate and popularity, Thailand’s sluggish economic growth soon necessitated her administration to pursue performance legitimation to shore up support (on political legitimation in Thailand, see Sukatipan, 1995; Dressel, 2011). Two major initiatives were announced in early 2013: first, doubling investment in infrastructure to stimulate the economy and reduce logistics costs; and, second, demonstrating the political will to resolve the long-running insurgency in the south by engaging in peace talks with the largest insurgent group (Ockey, 2014). Both initiatives project performance as a pathway to shore up authority vis-à-vis the target audience. The infrastructure investment aimed at bringing economic growth to the entire nation, while the peace initiative aimed to bring order to the south.

Like all elite legitimation efforts, Yingluck’s justification pathways involved a process of optimization: striking a balance across the legitimizing narratives and approaches in ways that maximize the appeal to as many core constituencies as possible. Hence, while pursuing national economic growth has been the primary pathway of Thailand’s successive ruling elites, this approach is always balanced, and optimized by other politically appealing narrative(s). The supplementary approach, which complements or contradicts the primary pathway is required by all regimes because no single pathway, is sufficient and sustainable enough to appeal to all segments of domestic constituencies with their diverse demands and competing expectations.

Yingluck’s supplementary legitimizing narrative involved distributive politics targeted at rural voters and the emerging lower middle class (Lao, 2019).10 Her policies aimed to narrow the socioeconomic inequalities and political gaps between Greater Bangkok and the provinces chiefly by directing developmental and material benefits to the lagging peripheral regions, especially the poor, rural heartland in the north and northeast (Glassman, 2010; Satitniramai, 2017). This was a continuation of the governance approach of her brother Thaksin, who ruled Thailand from 2001 on the mixed ground of electoral legitimacy, economic performance, and his Thai Rak Thai (TRT) party’s populist policies (including virtually free healthcare, larger investment in education, and low-interest loans for the rural poor) until he was ousted in the 2006 coup.11 Pasuk Phongpaichit and Chris Baker observe that Thaksin’s populism, which “went beyond redistributive policies to include rhetorical rejection of Thailand’s political elite, and denigration of liberal democracy in favor of personalised authoritarianism,” was “a response to the demands and insecurities of the large informal mass” created by decades-long outward-orientated strategy of development (Phongpaichit and Baker, 2008).

The optimization process is exactly where the political fault line lies: where ruling elite’s special interests are concentrated, where interelite wills are contested (and at times compromised), and where special interests and public interests crossed.

Aiming primarily to optimize the primary and supplementary pathways of legitimation, the Yingluck government’s development policies (which included such infrastructure projects as the HSR) were designed to concurrently channel benefits to the PTP’s three core constituencies, which had supported Yingluck during the 2011 elections. These target constituencies were: rural voters in northern and northeastern Thailand, wealthy capitalists who had enjoyed close connections with the Shinawatras and the party leaders, as well as provincial-level politicians and businesspeople (Aiyara, 2019a).12 The Yingluck coalition, in essence, is a cross-class coalition (Slater, 2010). The northern heartland has long been a stronghold of the Chiang Mai-born Thaksin and Yingluck. The northeastern region, Isan, Thailand’s poorest and most populous area (where one-third of the country’s 68 million people live), is likewise a bastion of support for the Shinawatras.

Hence, Yingluck’s policies (and allocated budget) for infrastructure development — with a focus on HSR, conventional rail, and other transport systems — were steered not only by the explicit goals of facilitating transport mobility and stimulating economic growth nationally as well as promoting connectivity-building regionally but also motivated by a clear desire to concentrate these efforts in the north and northeast regions, where the support of her political base lay.

An example was Yingluck’s opening remarks to the “World Economic Forum on East Asia” in Bangkok in May 2012. In her speech, Yingluck presented Thailand’s position on connectivity, in particular Thailand’s commitment to building connectivity at multiple levels: physical and non-physical connectivity within Thailand and across the Greater Mekong Subregion (GMS) countries (the North–South, East–West, and Southern Economic Corridors pass through Thailand), and also connectivity between ASEAN and other East Asian countries, and beyond. Significantly, Yingluck also specifically highlighted her administration’s plans “to develop a high speed railway link to other major cities of Thailand including Chiang Mai.”13

The investment for the infrastructure and other related development projects was at the center of such narrative and mobilization efforts. This is not surprising, given the big budget and broad scope of resource mobilization of such projects. In March 2013, the Yingluck government launched a 2-trillion baht infrastructure projects. The massive projects, described by two Thai scholars as “the biggest infrastructure reform in Thailand” at that time, aimed at decreasing logistics costs, improving connectivity between core–periphery and between Thailand and neighboring countries, as well as enhancing transportation systems in big cities, which included constructing HSR linking Bangkok and provincial cities (like Chiang Mai, Nong Khai, Padang Besar) as well as urban rail, airport link, double-tracking rail, airports, seaports, freshwater ports, distribution centers, and road links for ASEAN Economic Community (AEC) connectivity (North–South, East–West, and Southern economic corridors) (Chirathivat and Cheewatrakoolpong, 2015).

These legitimation-driven big-ticket development plans, accordingly, were where special interests were most concentrated, and most contested by other competing elites and societal actors.

Elite special interests were concentrated in the national development plan, through the massive investment in rail and other transportation initiatives aimed at appealing to and retaining the support of the PTP’s three core constituencies.

On August 8, 2013, in a move that underscored her policy emphasis on rail development, Yingluck led her cabinet ministers on a train trip to Nakhon Pathom province. She said her government attached high importance to infrastructure development “because the country has not made any major investments in this field for many years.”14 In the language of legitimation, she added that the planned 2-trillion baht investment would be “the answer to Thailand’s needs in the long run,” because an improved rail and transport connectivity would enhance Thailand’s economy and competitiveness, “make lives easier for commuters,” “reduce the transport costs of cargo,” “save energy in the long run and guarantee safety.”15 Two months later, the prime minister made a trip to Nong Khai. Speaking live on the weekly “Yingluck Government Meets the People” program on the National Broadcasting Services of Thailand (NBT), a national television station, Yingluck reaffirmed her government’s commitment “to improve transport and tourism in the Northeast through transport infrastructure investments,” alongside dam projects, border checkpoint upgrades, and special trade zones.16

These and other official speeches projected the government’s investments in rail and other infrastructure projects in Isan and other regions as long-term plans aimed at spurring growth and bridging developmental gaps. Yingluck’s bold rail plans included train stations across the country being made “hubs of development for each locality,” urban development along rail routes for HSR trains benefitting different provinces, and rail systems being “developed to link to all countries in the ASEAN region.”17 Thanks in part to these policies which included provincial urbanization, various localities in Isan from Khon Kaen to Udon Thani and Ubon Ratchathani have been in the grip of a boom despite a slowing economy at the national level.18 The planned constructions of railways and use of land for urban development along the routes were expected to continue the trend, improving the life of rural farmers and workers while providing lucrative opportunities for politically connected corporations and local business interests across the provinces.

The concentration of these interests inevitably attracted political contestation. Contending political, business, and judiciary elites, alongside concerned social and environmental groups, criticized virtually every aspect of the Yingluck government’s infrastructure investment plan. These ranged from its enormous budget and loan arrangements, to the lack of transparency in awarding project contracts, and to the environmental impact of the planned projects.

The aforementioned legitimation drivers and political constraints shaped Yingluck’s dealings with the China-related HSR project. The leader, for instance, decided to retain her original scheme design (building four railways linking Bangkok to regional centers in the north, northeast, east, and south with train reaching 250 km per hour, despite different recommendations made by China Railway Construction Corporation), and insisted Chinese firms “would have to participate in an open tendering process” (Sawasdipakdi, 2021). The tender process served several political purposes. In addition to allowing the ruling PTP elites to appeal to their core constituencies, the international tender would demonstrate conformity with democratic procedural legitimation, while winning the support of the bureaucrats who were bargaining with Beijing on the HSR deal. As observed by Aiyara: a competitive, transparent international tender was an optimal choice for Yingluck because it enabled her government “to gain the confidence of its supporters, bureaucrats as well as the public,” chiefly by preserving the rent-seeking patterns of its supporters, indicating a willingness to compromise with the bureaucrats who possessed the technical knowledge of engineering and skills in navigating tedious legal procedures, and increasing its leverage vis-à-vis Chinese agencies in their bilateral negotiations (Aiyara, 2019a: 164).

The rice-for-rail barter arrangement was similarly driven by political calculations, with high stakes tracing to Shinawatra flagship rice subsidy scheme, part of an election manifesto that helped sweep her to the helm of the country. Eric Meyer observes that the barter was “a convenient way to recycle the massive rice crop of the past seasons,” a product of the populist agrarian policy introduced by her brother Thaksin.19 Under the scheme, the government bought rice from farmers at higher prices, regardless of market demand, and stockpiled the rice to reduce global supply and push up global prices; if the rice were successfully sold later at a higher price, the government would then recover the funds they had used to purchase the rice at higher-than-market prices.20 However, the policy backfired after the global rice market experienced an oversupply of rice. When that happened, Yingluck had to turn to China for assistance, paving way for the “rice-for-railways” quid pro quo (Sawasdipakdi, 2021). The barter arrangement thus helped the Yingluck government cope with the oversupply of rice while concealing the real price of the overstocked rice, thereby allowing it to continue the scheme and maintain rent-seeking activities among the party’s supporters (Aiyara, 2019a: 162).

These special interests, however, conflicted with procedural justice and various interests, galvanizing multiple forces to act against the government.21 The failure of the rice scheme, together with a number of political missteps (including the amnesty bill for Thaksin, rejection of a decision by the Constitutional Court, the absence of payments to the farmers), eventually led to political protests, unrest, and the ouster of Yingluck, halting the HSR and other infrastructure plans (Prasirtsuk, 2015).22

5. The Prayut Period (2014–Present)

Prayut Chan-o-cha, the army general who came to power after the May 2014 coup d’état called off almost all public investment projects approved by the Yingluck government but chose to retain the rail projects. Barely four months into the Prayut administration, in September 2014, Thailand signed a memorandum of understanding (MoU) with China to build two double track, standard gauge rail lines (Niyomyat and Lefevre, 2014). Six rounds of negotiations were conducted in 2015 (Sweet, 2015). More rounds followed in the subsequent years.


Many observers attribute Prayut’s decision on the rail projects to Bangkok’s increasing dependence on Beijing. They opine the junta had to rely on China for diplomatic and strategic support as it faced criticism from the U.S. and the EU over its suspension of democracy (Crispin, 2016).

While correct, this explanation is incomplete as it cannot fully account for the complexities in Thailand’s rail engagement with China. It has more to do with Thailand’s domestic politics (Hewison, 2018). If Prayut’s rail decisions are all about dependence on China, his regime would have embraced Beijing’s BRI comprehensively. But Thailand’s response to the BRI has been limited. As noted Thailand’s partnership with China is confined only to rail projects, unlike Malaysia and several other Southeast Asian countries. If Thailand’s goals were primarily to accommodate Beijing, then Thai negotiators would have acceded to China’s demands readily. However, Thailand has taken years to negotiate with China, often denying, distancing, and defying China’s will.

As discussed shortly, Thailand’s rail decisions cannot be explained by the China factor alone. The decisions are not about Bangkok “embracing” the BRI, but more about the junta opting to engage the BRI selectively, based on the elite’s political needs.

The complexity in Thailand’s rail engagement with China, as noted, is characterized by it being protracted, partial, and puzzlingly uneven. The bilateral negotiations were accelerated at the initial stage but has since been protracted throughout the Prayut years. In addition, Thailand’s rail partnership with China appears to be partial in design: Beijing’s role is limited to selective aspects, as Bangkok insists on involving Japan and other actors, while keeping multiple opportunities for Thai firms. Finally, the Prayut administration has prioritized unevenly the two China-related HSR projects, placing more attention and resources to the interairport HSR than the Bangkok–Nong Khai HSR.

These patterns are chiefly the result of the ruling elite’s optimized legitimation, where the elite attempts to balance performance-based legitimation and identity-based pathway of inner justification.

In Thailand, as is the case elsewhere, the succeeding ruling elites’ legitimation is pursued through not one but in multiple pathways. This is especially true of the Prayut junta. As it came to power by a military take-over, the junta has suffered a deficit in procedural legitimacy since its first day in power. The outcome of the 2019 general election did not confer much democratic authority to Prayut, in large part because many viewed the electoral process as flawed. Hence, from the beginning till the present day, the Prayut regime has had to rely on multiple discourses, rationales, and approaches to claim its right to rule, not least to compensate its lack of electoral mandate.

From the outset, the junta’s primary legitimation discourse — in the face of Thailand’s prolonged political unrests and upheavals — was grounded on the military’s claim that it intervened to restore internal stability, order, and peace (Baker, 2016; Busbarat, 2018).

This justification was clearly highlighted in the junta’s political platform, i.e., the National Council for Peace and Order (NCPO), now defunct after the 2019 elections. It has been used in parallel with the prosperity-based legitimation pathway: devising development plans and projecting the directions — and hopes — of national economic growth. In August 2014, the junta announced a 2 trillion baht infrastructure development plan “that was almost identical to that proposed by Yingluck’s government” (International Crisis Group, 2014). Duncan McCargo observed that “despite widespread criticism of the Yingluck government’s populist policies,” the junta “adopted very similar approaches to the use of public funds, throwing money at problems in a transparent attempt to purchase public support” (McCargo, 2015).

Rail and transportation projects are, similarly, a central part of this development plan. The fact that the NCPO regime chose to reinstate the Thai-Chinese HSR project, despite its decision to call off nearly all of the Yingluck’s key projects, is indicative of the political value of the rail project. The massive infrastructure plan was subsequently incorporated into the Prayut government’s wider development blueprint under the ambitious 20-year National Strategy (2017–2036) and Thailand 4.0 policy, which involves, among other things, investing in quality infrastructure and leveraging on the Fourth Industrial Revolution (4IR) technologies to transform the Thai economy. According to Saksith, some critics voiced argument against the junta’s version of the HSR project because it “would require borrowing even more funds” than Yingluck’s government-proposed bill in 2014, which was struck down by a Constitutional Court judge who opined that “Thailand had no need for the HSR yet, not until all dirt roads are paved” (Chalermpong, 2020).

Projecting developmental aspiration and preserving internal order are not the only pathways of the junta’s inner justification. The NCPO has also turned to particularistic legitimation, resonating to and mobilizing the unique Thai identity as an additional source of political authority before the domestic audience. Nicholas Farrelly has observed that the junta “has been deliberate in its efforts to cultivate a narrow vision of Thainess” as a “unifying principle to justify its rule” (Farrelly, 2016; on the politics and history of Thai identity see Girling, 1981; Winichakul, 1994; Connors, 2007). In addition to stipulating “the ordinary devotion to the trinity of nation, religion and king,” the identity is also articulated through a dozen “national values” to emphasize “an increasingly prescriptive fealty” to the norms of Thai society that priori-tize the ideas of hierarchy, conformity, and social order, virtues that offer a distraction from, if not a contrast to, the spirit of democratic institutions and constitutionalism (Farrelly, 2016). The politically constructed Thainess has been used by the junta to justify a number of the NCPO policies. For instance, in October 2014, when the government approved 364 billion baht (US$ 11.2 billion) for a stimulus package, including 40 billion baht (US$ 1.2 billion) for rice farmers, Prayut said it should not be called “populism,” but “Thai-ism” (International Crisis Group, 2014).

Optimization of these multiple pathways of legitimation has a crucial bearing on the domestic agenda (e.g., which constituencies are to be prioritized) and external relations (which partners are to be embraced, on what terms, and at what acceptable cost). Like the Yingluck administration, the Prayut government attaches importance to infrastructure development, which it views as a key approach to stimulating growth and pursuing performance legitimation (hence, its decision to retain the HSR and other transport initiatives). However, unlike Yingluck and her brother Thaksin, whose development-based performance pathway was supplemented — and optimized — by a strategy of redistributive politics (hence their prioritization of rural constituencies through policies aimed at creating and distributing material benefits to the north and northeast), Prayut’s optimization approach does not involve a prioritization of the rural heartlands. Rather, the junta’s political survival necessitates the optimization of their own legitimation paths by striking a balance between politically pertinent development, internal order, and preservation of their constructed Thainess, thereby broadening their political support base in the absence of democratic legitimacy.

Legitimation and its associated optimization processes are always about appealing to and prioritizing the preferences, needs, and interests of the ruling elite’s core constituencies. The military junta and its successor regime, the Palang Pracharath-led coalition government are no exception. They have their own targeted constituencies.

Hence, while the Prayut regime continues to push for the same old agenda of rail and infrastructure development, the main driver is less about developing the rural economy and distributing growth to people in the north and northeast (as was the case with the Shinawatras’ populist policies), but more about drawing electoral support away from Shinawatra’s traditional voting base in the provinces, promoting their own patronage networks, while projecting progressive hope, all with an eye to consolidate the regime’s coalitional bases. The junta’s development policy has been promoted under the “Pracharath” (pracha means people and rath means the state) scheme, a “grassroots” development policy launched in September 2015. Scholars Prajak Kongkirati and Veerayooth Kanchoochat describe the scheme as the junta’s attempt to distinguish its policy from Thaksin’s populist “Prachaniyom.” According to them, the realignment between the Prayut regime and Sino-Thai conglomerates is culminating in “hierarchical capitalism,” where giant firms lead and supervise small businesses in the respective sectors (Kongkirati and Kanchoochat, 2018).

The Prayut regime has portrayed and justified the Pracharath scheme — a partnership between the government, the private sector, and the public — as a policy aimed at strengthening the grassroots economy while empowering local communities and local enterprises, and often equating it to a pro-people policy that builds on the unique “Thainess.”23 Nevertheless, the scheme has also been associated with moves to co-opt, collaborate, and channel resources to regime-friendly business interests. For instance, under the Pracharath project, leading business persons were incorporated into a number of joint public–private sub-committees (Prasirtsuk, 2016). Another example was the junta’s proposed method of “public–private partnership” to build the HSR, an approach seen as favoring major conglomerates aligned with the incumbent coalition (Sawasdipakdi, 2021).


This approach has direct impact on the HSR project. As observed by Pongkwan Sawasdipakdi, the elite of the day all seek to channel benefits to their respective coalitional bases. In her words, under the regime, the “primary purpose of HSR has thus shifted from promoting development in rural areas to assisting export-oriented industries by connecting Bangkok to China’s market.” This shift explains the regime’s preference of the northeastern line over the northern line, as well as its decision to fast-track the construction of the eastern line linking Bangkok to Rayong in the EEC (Sawasdipakdi, 2021).

This is not to suggest that Prayut, who was born in Khorat, does not pay attention to the welfare of the people in the outer provinces, but it does mean a different degree of relative policy attention and resource allocation — the junta’s optimization imperative prompts the elite to attach greater attention and resources to the ambitious US$ 45 billion EEC project than development programs in Isan. The Prayut cabinet and the Parliament pushed through the EEC-related infrastructure scheme before the 2019 election (Janssen, 2018). Thitinan notes that the EEC aims “to replicate the phenomenal success of Thailand’s first-generation Eastern Seaboard development in the 1980s,” but “in an upgraded fashion” under the rubric of Thailand 4.0 in the digital development era (Pongsudhirak, 2018). According to another Thai academic, the NCPO views the EEC as a “low-hanging fruit,” because it “builds on a nice thing that already exists” — by expanding infrastructure in Thailand’s industrial east and growing connectivity to neighboring countries, the EEC would be “a quick win for the current government.”24 In comparison, developing Isan, the country’s poorest region, would require a huge budget and much longer time to see concrete results. Isan is thus a politically less attractive venue, especially since the region is a traditional stronghold of the Shinawatra siblings. During a two-day fieldtrip to the northeast in mid-2018, ahead of the 2019 election, when Prayut announced that his cabinet was considering multiple infrastructure and other developmental projects for the region estimated at around 21 billion bahts, he also told local authorities and politicians who had proposed various projects that they “would not get everything they wanted.”25


This, coupled with the politically more sensitive issues which emerged during bilateral negotiations with China over the north–south HSR line, helps explain the uneven progress of the two HSR projects. Despite the fact that the EEC project was launched a bit late in Prayut’s rule in mid-2017, the interairport HSR (linking Bangkok and Rayong) has progressed much faster and smoother than the Bangkok–Nong Khai HSR. In November 2018, the Thai government awarded the contract to the Charoen Pokphand (CP) Group-led consortium. The China Railway Construction, which holds a minority stake in the consortium, is helping the CP Group enter the rail business by filling the gap in critical rail technology.26

The elite legitimation-optimization explication also helps unpack the complex factors underpinning the protracted and partial pattern of Thailand’s rail engagement with China.

While Prayut continues to engage Beijing on the Bangkok–Nong Khai project, the move is motivated more by the junta’s internal and external legitimization needs amid international pressures than by a populist calculation of appealing to the people in Isan. Put differently, the north– south HSR project has served different political purposes for Yingluck and Prayut. For Yingluck, the project enabled her to appeal simultaneously to her party’s three core constituencies (rural voters, party-linked capitalists, and provincial stakeholders). For Prayut, by engaging China visibly, the project signals to domestic and international audiences that the junta is not isolated.27 Scholar Pavin Chachavalpongpun observes that the junta “is eager for the legitimacy that comes with large-scale infrastructure investment from China at a time when relations with traditional Western partners, especially the U.S., are strained.”28 It is perhaps not a coincidence that, as negotiations on the Sino-Thai HSR project continue, other high-profile bilateral interactions, such as combined military exercises and the purchase of Chinese submarines, have taken place (Hewison, 2018: 10–11). These moves project an image of a robust Bangkok–Beijing tie, which, in turn, helps to neutralize the Western powers’ political pressure, thereby boosting the smaller state’s leverage in external power negotiations.

As the junta continues to engage and negotiate with China, its leverage is likely to persist internally and externally. Accordingly, as long as bilateral interactions keep a positive momentum for Thailand–China relations, the Prayut regime is not in a hurry to close the HSR deal. In the context of legitimation-driven negotiation, the process itself is politically more important than the pace. Understandably, the negotiations around a mega project of this massive scale take time, especially since they touch upon such politically sensitive issues as the use of land, labor, and interest rates. Pavlicevic and Kratz observe that Thailand (like Indonesia), displayed “a strong capacity to influence negotiations,” insisting its own technical and financial specifications on China, and signaling that “it would not start the construction of the line until satisfactory conditions are obtained from Beijing” (Pavlicevic and Kratz, 2018).

Driven in part by a desire to dispel the impression that the junta has been too accommodating to China, the Thai negotiators have been extra cautious when bargaining with the powerful neighbor. Consequently, the negotiation process — co-chaired by Thai Transport Minister and deputy head of China’s National Development and Reform Commission (NDRC) — have been marked by tough talk and repeated reviews. Thus far, the two countries have engaged in 27 rounds of negotiations over five years. Some observers attribute the protracted process to Thai bureaucrats, who were reluctant to implement the HSR project because “they questioned whether the railway construction was against the law,” and because they “wanted the policy process to be transparent and free of fixation” (Aiyara, 2019b). Prajak and Veerayooth similarly note that Thai bureaucrats, after a decade of national socio-political strife, have become more divisive, inactive, and apprehensive that “if they actively follow orders of the junta during the coup regime, they could be demoted when an elected government comes back to office” (Kongkirati and Kanchoochat, 2018).

Beyond bureaucratic politics, there are signs that this pattern is also attributable to the junta’s sensitivity about Thai autonomy and independence, an integral part of the “Thainess” propagated by the government. Arkhom Termpittayapaisith, the Transport Minister who led the Thai negotiation team in the Thailand–China HSR project said that “the Chinese wanted everything, just like in Laos.” He added, “They wanted the right to use the land, the right to develop the station and to import the labor, but what we started with was — this is Thailand, so we will do our part [emphasis added]” (Janssen, 2018). In comparison, the prosperity- and identity-based pathways converge in the interairport HSR project in the EEC, because the consortium is led by a Thai conglomerate (the CP Group). The importance of identity in Thai elites’ attitudes toward foreign-backed partnerships should not be overlooked. During a series of fieldwork in Bangkok, it became clear to this author that many Thai officials and analysts are sensitive and reluctant to label the China-related rail projects as “the BRI projects,” insisting to call them the Thai projects.29 This is a contrast to elite attitudes elsewhere. For instance, in Malaysia, Laos, and Cambodia, elites and researchers generally are more relaxed about the BRI label, despite their common tendency of describing the BRI-related projects as “our projects” and China “a developmental partner.”30 In Thailand, there are also calls for the bilateral cooperation with China to go “beyond the cooperation under the BRI while working to advance the joint projects at hand” (Sanguanbun, 2019).

In the case of the Thailand–China HSR project, some aspects of this identity-based legitimation are linked to the existence of the monarchy in Thailand. Consider the Thai officials’ sensitivity about development rights and their refusal to allow China to develop land along the planned route. Scholar Laurids Lauridsen has pointed out: “Development rights to land are normally a sticking point in rail projects because they give rights to profitable ancillary development projects along the line. This was the case in Thailand, but it turned out that the Chinese had overlooked the fact that the King had long since given the land to the State Railway of Thailand (SRT).” The analyst added: “In a political situation involving hyper-royalist sentiments and a royalist junta, it was neither possible nor desirable for the Thai negotiators to include land rights in the negotiation” (Lauridsen, 2019).

Other sticking issues included investment-sharing, total costs, and interest rates on concessionary loans (Temphairojana and Thepgumpanat, 2016). In March 2016, out of frustration over China’s insistence on higher interest rate and other issues, after nearly two years of bilateral talks, Prayut made the executive decision that Thailand would solely finance a shorter HSR passenger line, the 260 km Bangkok–Nakorn Ratchasima route, leaving the fate of the remaining two-third of the Sino-Thai HSR line uncertain. Beijing’s unwillingness to budge on interest rates, costs, and land rights was interpreted by observers as “a counter-shift,” where China now requires profits “over mere political and geostrategic benefits from its overseas infrastructure investments,” a departure from its 2010 commitment to Abhisit that “it would shoulder most of the investment, both to accelerate regional trade under the ASEAN–China free trade agreement and to showcase its bullet train building capabilities to the region” (Crispin, 2019). The subsequent year saw more rounds of negotiations, where both sides eventually reached consensus on the costs of the project’s first phase but continued to disagree over the currency of payment and other details of the project.31 Kevin Hewison observes that while Bangkok and Beijing both sought political benefits and economics gains, “issues of business and development assistance, nationalism and political opposition to the junta dogged the project” (Hewison, 2018).

The long, drawn-out protracted talks must have irritated Beijing, leading to China’s “non-invitation” of Thai leaders to the BRI Summit in Beijing in May 2017. The move was described by a Thai scholar as China’s “shame offensive” (Busbarat, 2017). Beijing’s pressure seemed to have worked. The following month, Prayut exercised his executive power, invoking Article 44 of the 2014 interim constitution, to push through the rail project by waiving legal restrictions to allow the project to employ Chinese engineers, while bypassing normal procurement procedures to hire a Chinese state firm to do design work and construction consulting. In the language of legitimation, the government claimed that the special treatment was necessary to clear many legal obstacles faced by the project, in order “to deepen the bilateral relationship and bring great benefit to people” (Yee, 2017). The construction of the 3.5 km section from Klang Dong to Pang Asok in Nakhon Ratchasima, the first leg of the project’s Phase One, began in December 2017. A Thai political scientist opines that the construction of the short 3.5 km rail was “a symbolic starter” attended “to show progress to placate Chinese views and also for domestic consumption that the government was getting some rail development done” (Pongsudhirak, 2018). In October 2020, Thailand and China signed the “contract 2.3,” a phase 1 contract that covers the railway system, the electrical, signaling and communication systems, the procurement of train carriages, and staff training.

Despite this progress, Thailand’s rail engagement with China has remained partial. While partnering with China on the north–south HSR, the Prayut government has also taken efforts to work with Japan to explore the construction of the east–west line and the Bangkok–Chiang Mai HSR link (Wu and Chong, 2018; Aiyara, 2019b). In late 2018, however, Japan expressed its lack of interest in co-investing in the Bangkok– Chiang Mai HSR, reportedly because the financial internal rate of return of the project “is extremely low.”32 As Japanese involvement became more uncertain, Thai leaders and officials have stepped up efforts to reach out to other actors such as European entities and, more recently, South Korea, to persuade them to invest in Thailand’s rail and other infrastructure development.33 These efforts are not surprising. Elites’ optimized legitimation necessitates an endeavor to preserve Thai autonomy, which has been a salient source of the kingdom’s external conduct (Kislenko, 2002; Murphy, 2017). Maintaining independence while cultivating a balanced power relationship has been the defining part of Thai strategic DNA. As scholar Pongphisoot Busbarat observed, despite the benefits from Thailand’s closer connectivity with China, the current policymakers’ strategy “puts Thailand at risk of being overly dependent on China and makes the Thai economy vulnerable to future shocks” (Busbarat, 2018: 359). In part driven by a desire to assert Thai’s regional role in the face of China’s growing influence in the mainland Southeast Asia, the Prayut regime has revived the idea of the Ayeyawady–Chao Phraya–Mekong Economic Cooperation Strategy (ACMECS).34 Although its planned initiative to launch the ACMECS fund was delayed because of the ongoing Covid-19 situation, the fund is heralded as “a new model of economic cooperation” among the member of Mekong subregion and dialogue partners, thereby projecting Thai activism in regional connectivity-building while maintaining a stable balance of power in regional affairs (Chongkittavorn, 2020).

All in all, the optimization of legitimation pathways necessitates the Prayut regime to develop a close relationship with China, but not too close, certainly not to the extent that would erode Thai autonomy and other equally important bases of political authority. This domestic determinant, alongside Thai strategic culture of leveraging on power-balancing, have in effect culminated in a hedging approach vis-à-vis foreign-backed infrastructure development: pursuing deliberately contradictory measures aimed at underscoring a stance of not taking sides, while keeping options open and creating a space for courtship (Kuik, 2016). These multi-level factors help explain the patterns of Thailand’s rail engagement with China: slow, selective, and limited. For smaller states, defiance and deference are both essential elements in the arts of alignment. As one Thai elite put it, “Thailand is like a ‘beautiful lady’ who will wait and see.”35

6. Conclusions

To conclude, three domestic-level factors, i.e., elite legitimation, optimization, and contestation — are the key explanatory variables that account for the distinctive patterns of smaller state response to foreign-backed connectivity cooperation, such as Thailand’s rail engagement with China’s BRI. Specifically, it is the ruling elites’ different approaches to pursuing and optimizing multiple pathways of legitimation before different segments of core constituencies in the face of ever-evolving power contestation that explain their differing ways of dealing with China on rail cooperation. As discussed earlier, while succeeding Thai elites have all relied on development-based performance legitimation as their primary pathway of justification, they have pursued this in tandem with differing augmenting approaches, not least to optimize them in ways most appealing to their respective target constituencies. Such legitimation-optimization processes have been intersecting with interelite contestation, in turn shaping Thailand’s patterns of rail engagement with China: protracted, partial, and uneven.


From Yingluck to Prayut, Thai elites’ prosperity-based legitimation have been complemented, but at times, counteracted, by supplementary pathways of inner justification, such as pro-poor redistributive politics, internal order, and/or Thai-identity particularism (the discourse of “Thai ways of doing things”). Each ideal and narrative — and different combinations of them — readily finds their core groups of supporters in a nation where internal socioeconomic cleavages and political divide run deep. These distinctions — subtle but significant — have had profound impact on the kingdom’s key policies, both internally and externally.

It is in this context that interelite dynamics complicate and compound the processes of legitimation pathway-optimization. Ruling elites’ legitimation discourses and approaches would always be contested by other contending elites, in one way or another. The contestations typically are driven by — or resolve around — conflicting interests, individuals (interpersonal tensions), and/or institutional constraints (degrees and forms of power diffusion) among opposing elites, each appeal to and mobilize their own groups of followers and masses. Future research should further examine these interrelated dynamics.
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Chapter 10

Laos–China Railway: Progress and Challenges

Piya Wongpit and Chayodom Sabhasri

1. Background

The US$ 7 billion worth Belt and Road Initiative (BRI) project under the Chinese President Xi Jinping’s cabinet is to rebuild infrastructure along the ancient Silk Road from China to Africa and Europe. The BRI has garnered an estimated US$ 460 billion in investments since its inception in 2013. The Chinese government, a major organizer of the Belt and Road, will bankroll 70% of the cost of the railway, while Laos — where subsistence agriculture makes up half of the economic output — pays for the remaining 30% with loans from the Chinese financial institutions.

In Lao PDR, rail services are non-existent, which is why this this landlocked country attracts less interest from foreign investors. However, Lao PDR is strategically located in Southeast Asia and is the quickest gateway connecting China with the rest of the region, including Malacca Straits, a key area. Thus, Lao PDR has recently become one of the priorities of the BRI, a new development policy announced by the Chinese government in 2013 and propelled since 2017.

One of the key projects of the BRI is a railway connecting Kunming, in southern China, to Singapore, running through Lao PDR, Thailand, and Malaysia. In Lao PDR, a high-speed train line will stretch around 414 km from Boten, in the Lao–China border, to Vientiane Capital and also connect to Nongkhai, a bordering city of Thailand. The Boten–Vientiane line will be a complex engineering project where tunnels and bridges will comprise 62% of the track’s length. The construction was launched in December 2016 and the line is expected to open in December 2021.

According to the chief of Laos–China Railway, China’s railway line to Lao PDR, a link between Kunming, the capital of Yunnan province and Vientiane Capital, is more than half complete, putting it on schedule to begin service in December 2021. Trains on the line can travel at up to 160 km/h (100 mph), cutting the traveling time between the two cities to three hours from three days. The ticket price will start from US$ 20 a trip.

Although the BRI brings many benefits to the economy and development of Lao PDR, there are many concerns on public debt, employment, and compensation to people affected by the project. In addition, the details of feasibility study of the Laos–China Railway are not fully disseminated to the public. Few researches have studied the BRI project in Lao PDR with limited information (Phomasone et al., 2016; Hong and Johnson, 2018; Sayavong, 2018). So, the positive and negative impacts of the railway project on economic development are not clear. Thus, the aims of this chapter are to illustrate the progress and to evaluate the possible pros and cons of the Laos–China Railway in Lao PDR. In addition, the public opinions on the project are discussed in this chapter.

2. Timeline and Progress of the Laos–China Railway

2.1.  Timeline

The increasing regional and international cooperation pushes the government of Lao PDR to transform the country from being landlocked to land-linked.

During 2001–2002, the government of Lao PDR proposed to the government of China to establish a railway; however, the Chinese leadership was not ready to develop this project in Laos. Few years later, the Chinese side began gathering information to develop a feasibility study on the Laos–China railway.

April 7, 2010, the government of Lao PDR and the government of China signed a Memorandum of Understanding on cooperation in railway project.


December 2, 2015, the two countries organized the foundation stone laying ceremony of the Laos–China Railway project to mark the celebration of the 40th anniversary of the independence of Lao PDR.

September 8–9, 2016, the BRI was started when China’s Prime Minister Li Keqiang officially visited Lao PDR. The signing of 20 documents on cooperation that aimed at supporting the BRI took place while the prime ministers of Lao PDR and China witnessed the occasion.

May 13, 2017, the President of Lao PDR, Bounhang Vorachit, joined the First Belt and Road Forum in China. The Master Plan of the cooperation on developing the “One Belt One Road” between Laos and China was initiated.

November 13–14, 2017, the President of China, Xi Jinping, officially visited Lao PDR. There were agreements to accelerate the synergy of the China-proposed BRI and Laos’ strategy of turning the country from a “Land-Locked” to a “Land-Linked” country.

February 2, 2018, the first Lao–China Belt and Road Cooperation Forum was held in Vientiane Capital. The forum was organized to push the implementation of the results and make positive contributions to accelerate the synergy of China’s BRI.

Lao PDR has only about 3.5 km railway connecting Vientiane Capital and Nong Khai province. The completion of the Laos–China Railway would greatly boost the economic development of the Lao PDR such as improving transportation, attracting more tourists, and generating more jobs for the Lao people. The railway will reduce traveling time and cost between the two countries compared to the time-consuming bus, car, and expensive air-travel. In addition, the Laos–China Railway will make it convenient to transport Laos products, especially agricultural products, to China, and conversely deliver Chinese products to Lao PDR and other ASEAN member countries. The Laos–China Railway project is the first step in building a railroad network which connects China with other Southeast Asian countries and the outstanding milestones in showcasing the Chinese railway network to the world.

In 1995, ASEAN planned to build a railway from Singapore to Kunming, the capital of China’s Yunnan province. The grouping spent time and money exploring the possibility, but the project was never implemented until China took action under the BRI project. Therefore, the China and ASEAN railway connection will be one of the key the projects under the sustainable infrastructure of the ASEAN Connectivity 2025 (ASEAN, 2016).

2.2. The railway design

The Laos–China Railway project design includes standard single track which is divided into two stages: Boten to Vangvieng and Vangvieng to Vientiane Capital. The design speed in mountain area is set at 160 km/h and in plain area is set at 200 km/h while design speed for goods transport is set at 120 km/h. The railway system uses electric power and has the capacity to support 300 tons of freight in the initial phase and is able to increase to 4,000 tons in the long term.

There are 33 railway stations with 21 stations operating in the early stages and 12 stations to be opened over the next period. Of the 33 stations, there are 11 bus stations and 1 dry port in Vientiane Capital connecting to the railway. The initial number of trains will be 18, with 4 for passengers and 14 for cargos. At the beginning, it is possible to design a total of 23 trips per day, but if the 33 stations are fully operational, it can add up to 39 trips per day.

The expected passenger rate is about US$ 0.4 per person per kilometer, the freight rate is about US$ 0.6 per ton per kilometer. The total investment value of the Laos–China railway construction projects is about US$ 5.9 billion. Internal Rate of Return (IRR) is 4.38%, with the payback period of 35 years (including construction phase). The Economic Internal Rate of Return (EIRR) on the project is 24.57% (Ministry of Public Work and Transportation, 2016).

2.3. Progress of Laos-China railway

2.3.1. Construction

In 2019, the overall construction reached more than 67%. Approximately 894 points have been constructed and those include 74 tunnels and 152 bridges. The connection facilities to railway such as 910 km of road and 4.1 km of bridge have been constructed. Electricity and water supply are completely connected covering nearly 860 km and 128 km, respectively (Ministry of Public Work and Transportation, 2019).


2.3.2. Relocation

At the provincial level, the details of relocation areas are as follows:

1.Luang Natha province: Relocation length is approximately 16.6 km which accounts for 98.2% of total.

2.Oudomxay province: Total relocation length is 125.7 km which accounts for 99.3% of the total. Only 830 m remains incomplete in the areas of Na Mor Tai village and Na Tong village.

3.Luang Prabang: Total relocation length is 76.9 km which accounts for 96.2% and the rest are under negotiation with many people because these are residential areas and utilities areas that require compensation.

4.Vientiane province: Total relocation length is 140.5 km which accounts for 98.7% of total. The rest is under negotiation as it is residential area and personal land.

5.Vientiane Capital: total relocation length is 34.35 km which accounts for 86.5% of total.

2.3.3. Compensation

The Lao government is obliged to provide land for construction of the Laos–China joint venture project. Thus, Laos is responsible for compensating people for land lost to the project. The Laos–China Railway Company is responsible for the payment of compensation for the loss of non-land property.

There are seven phases of compensation on land relocation worth US$ 99 million. Currently, in phase 1–4 that include 1,204 families US$ 42.4 million have been paid accounting for 42.8% of the total, and in phase 5 US$ 1.1 million have been paid accounting for 1% of the total.

The Ministry of Public Work and Transportation issued the regulation on compensation for relocation area according to the Laos-China Railway project, No. 12501/MPWT, on March 11, 2018 applicable to the people and organization as follows:

(1)Personnel’s property affected by the Laos–China Railway Project

(2)Community’s property affected by the Laos–China Railway Project

(3)Corporation’s property affected by the Laos–China Railway Project


(4)Public organization’s property affected by Laos–China Railway Project

The regulation on compensation indicates the mechanism and procedure of compensation. The committee from the Laos–China Railway company, managing committee, compensation payment committee at district and provincial level, head of villager, owner of property affected by the project, construction company, and project consultant have surveyed the affected area, created a list of compensation, estimated the compensation cost for each property and proposed to provincial governor for approval with six witnesses including owner of property affected by the project, head of villager, district governor, construction company, consultant and the Laos–China Railway company. Then, the compensation proposal is submitted to the Ministry of Public Works and Transport (MPWT) for approval. After that, the compensation is transferred to compensation payment committee and paid to the owner of property affected by the project.

2.3.4. Unexploded Ordnance Clearance

According to the contact of Unexploded Ordnance (UXO) clearance of Laos–China Railway, the ministry of defense reports that up to date the total area of UXO clearance is 2,334.49 hectare a total length of 325.37 km. More than 213 bombs and 421,869 UXO parts have been destroyed.

3. Benefits

3.1.  Trade and investment

The economic integration between China and Lao PDR is rapidly increasing, reflecting by the proportion of trade and investment. In 2016, China was the largest source of foreign investment, second largest trade partner, and the number one aid provider of Laos, while Laos was the third largest destination of China’s investment in ASEAN countries.

Total trade between China and Lao PDR increased from US$ 0.4 billion accounting for 10.1% of total trade in 2010 to US$ 2.8 billion accounting for 23.8% of total trade in 2018. The export of Lao PDR to China increased from US$ 222 million in 2010 to US$ 1.1 billion in 2018. In 2018, main export products from Lao PDR to China were copper ores (HS2603) accounting for US$ 707 million, chemical wood (HS4703) accounting for US$ 272 copper refined, and copper alloys (HS7403) accounting for US$ 118 million (see Figure 1).

The imports of Lao PDR from China increased in the same direction of exports. The imports increased from US$ 0.1 billion in 2010 to US$ 1.5 billion in 2018. In 2018, main import products of Lao PDR from China were telephone set (HS8517) accounting for US$ 1.1 billion, structures and parts of structures (HS7308) accounting for US$ 0.7 billion and wire cable (HS8544) accounting for US$ 0.6 billion (see Figure 2).

Lao PDR is one of the worst in terms of ease of trade procedure. The performance of trading across border of Lao PDR is ranked at 76 of 190 countries in 2019 (World Bank, 2019). In addition, as a landlocked country, trade cost of Lao’s product is relatively higher than its neighboring countries (Wongpit, 2013). Many studies proved that transportation cost is a key challenge for trade in Lao PDR (Banomyong, 2001; Wongpit and Soukhavong, 2011; Wongpit and Inthakesone, 2016). De Soyres et al. (2018) used network analysis to quantify the impact of the BRI on connectivity between countries before and after the infrastructure investments. They found that Lao PDR is one of the many countries having biggest cost reductions.
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Figure 1: Lao PDR’s Exports to China in 2018

Source: Trade Map, 2020a.
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Figure 2: Lao PDR’s Imports from China in 2018

Source: Trade Map, 2020b.

Maliszewska and Van Der Mensbrugghe (2019) confirmed De Soyres et al. (2018) by analyzing the impacts of BRI on economy, poverty and environment of China and 70 countries through infrastructure investment and regional cooperation. They found that Lao PDR would see a significant boom in a number of sectors. The exports of Lao PDR would highly concentrate on chemicals, rubber and plastics as well as in energy intensive manufacturing. The important gains of Lao PDR are associated with a faster access to the sea, therefore benefiting trade with partner countries that can be reached through maritime connections.

The railway will reduce time and cost of export and import from Lao PDR to China. Exporters would able to export more agricultural and industrial products to China and to other countries. The improvement of transportation will attract more investment, increasing the interest of Chinese and foreign investors to invest in Laos and on have a positive impact Laos in terms of economic performance, outputs on various sectors, and poverty reduction (Kyophilavong et al., 2016). Under the right conditions, FDI can enhance an economy’s productive capacity and growth potential, drive job creation and income growth, allow the transfer of technology and know-how, and spur domestic investment, including through the creation of local supplier linkages (OECD, 2017).

Before the resources sector boom, Thailand had been the dominant foreign investor in Lao PDR. Because of the large amount of investment in the hydropower and mining sectors, in 2011 China became the largest investor in the Lao PDR, followed by Vietnam and Thailand. Accumulation of Chinese investment in Laos from 1989 to 2015 was US$ 6.78 billion, ranking the top investment in Laos (Ministry of Planning and Investment, 2019).

China has invested in 761 projects with total investment of US$ 6.78 billion in 14 major sectors such as mining, energy, agriculture, services and others. There are 549 projects worth US$ 2.5 billion for 100% direct investment and 212 projects worth US$ 4.21 billion in partnership with local and foreign investors. Major investors from China have paid attention and invested in several dam projects as follows:

The Nam Ngum 3 hydropower project in Longjaeng district, Xaysomboun province, totaling US$ 1.3 billion and operated by Sinohydro of China.

The Nam Khan 2 dam project is located in Luang Prabang province, with 95% of the shares held by Sinohydro of China and 5% by Laos, with a total project cost of US$ 308.50 million.

The Huay Ramphan Yai dam is located in Sekong Province with total value of US$ 206 million. Gezhouba of China owns 95% while Laos owns 5%.

The construction of Nam Khan 3 hydropower plant in Luang Prabang province is owned by China, acquiring 95% of its shares, and 5% for Laos, with a total project cost of US$ 127 million.

The Nam Chien 1 dam project in Xieng Khouang province, with 95% of the Chinese shareholders and 5% of Laos shareholders, is worth US$ 250 million.

The Xe Sed 3 hydropower project in Champasack province, with 95% of Chinese shareholders and 5% of Laos shareholders, is worth of US$ 47 million.

The Nam Ngiep expansion in Keow Oudom District, Vientiane Province, is worth US$ 122.2 million.

To support dam construction project, Chinese investors are involved in building electricity transmission lines in many provinces, such as the 230 km Thavieng–Thabok transmission line in Borikhamxay province, worth US$ 107.35 million; the Southern Rural Power Project in Savannakhet, Saravane and Sekong province, with a project cost of US$ 95 million; the 115 km transmission line at Nong Dern, Seno-Muenpin, Savannakhet province with a value of US$ 54 million; the project is constructing a 230 kV transmission line in the north, Luang Prabang, Oudomxay, Luang Namtha and Phongsaly, with a project cost of US$ 302 million; and phase 2 of National Electricity Control Center with a project cost of US$ 120 million (China Economic Information Service, 2018).

3.2. Transportation

The logistic performance index (LPI) of Lao PDR has improved from 2.4 in 2010 to 2.7 in 2018. However, the LPI of Lao PDR still lags behind neighboring countries such as Cambodia, China, Thailand, and Vietnam. It is expected that the LPI will improve at least the infrastructure component after the completion of the railway (see Figure 3).

Road condition in the Northern part of Laos is poor and geographically it is highly mountainous with deep valley terrains. Traveling from one to another province consumes a lot of time although its distance is close. Traveling time and distance from Vientiane Capital to Northern destinations are shown in Table 1.
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Figure 3: Logistic Performance Index

Source: World Bank, 2019.


Table 1: Transportation Time and Length
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Note: *Lowest price update on 07/06/2019.
**Round-trip for airfare.
Source: https://www.tourismlaos.org/show_province.php?Cont_ID=130.

The 414 km from Boten to Vientiane Capital with the designed speed of 160 km per hour is expected to reduce the traveling time from 14 h to 5 h. The ticket price will start at US$ 20 per trip. The transportation from Vientiane to northern part of Laos will be more convenient, safer and less time consuming. The Laos–China Railway will be the key transportation mode for trade between Lao PDR and China. The cost and time for export and import from Laos to China will reduce significantly. For example, it takes two days and costs about US$ 400 per truck to export bananas from Vientiane province to Laos–China border (Wongpit et al., 2016). If using railway, the export of bananas from Lao PDR to China will be cheaper and faster.

The future railway connection linking Vientiane Capital, Lao PDR, and Nong Khai to Bangkok, Thailand, is another project that will be beneficial to tourism, logistics, border trade and international trade as well as collaboration among China, Lao PDR, and Thailand (Sussankarn, 2013). In addition, high-speed railways from Thailand to China would be useful to Thailand’s economy, which would enable more migration in the form of tourism, labor, or business. Additionally, more expensive Chinese goods will flow into Thailand.


3.3. Tourism sector

Tourism is one of the eight priority sectors in the 8th National Socio-Economic Development Plan (NSEDP) of Lao PDR. The Ministry of Information, Culture and Tourism (MICT) has set up the National Tourism Strategy for the period 2016–2025, which is in line with NSEDP. During 1990–2015, the number of visitors increased every year. However, in 2016 this trend changed, with a drop of 10% in 2016 (4,239,047 visitors), and a further drop of 8.7% in 2017 (3,868,838 visitors). In 2018, number of visitors slightly increased by 8.2% compared to 2017. Tourism revenues increased from US$ 648.1 million in 2017 to US$ 785.9 million in 2018. On average, revenue from this sector accounts to US$ 283.86 million per year since 1993 (Ministry of Information, Culture and Tourism, 2018).

Thai visitors are consistently the leading tourists, with Vietnamese in second place during 2013–2018. Chinese visitors become more important to the tourism sector in Lao PDR. The number of Chinese visitors increased from 245,033 in 2013 to 805,733 in 2018. On average, it grows around 26% per year and accounts for a share of approximately 19.9% of total visitors to Lao PDR. When the construction of the railway is finished, that figure is expected to rise significantly, bringing challenges and opportunities for the country.

There are many tourist attractions at the main station of the Laos– China Railway (see Figure 4 ). The tourist attractions for main stations are described as the follows:

Luang Namtha province is famous for trekking and ecotourism opportunities in the Nam Ha National Protected Area. At Nam Ngaen Village, climb the hill to Phoum Phouk Stupa for an amazing view of the Namtha Valley. There are many caves for exploration such as Phou Prasat and Nam Eng Caves in Vieng Phoukha (Tourism Marketing Department, 2019a).

Xay district, Oudomxay province have many natural tourism attractions. Pakbeng, located at the confluence of the Beng and Mekong Rivers, is set on a scenic curve of the Mekong shrouded in green mountains. There are some beautiful caves to explore, for instance, Pha Ho-Pha Hong cave in Beng District (Tourism Marketing Department, 2019b).

Luang Prabang is classified as a UNESCO World Heritage Site for its outstanding cultural, historical, and architectural values and its harmonious relationship between the natural and built environment. Most visited sites in Luang Prabang Town are Wat Xieng Thong, Mount Phou Si, Wat Visounnarath, and Wat Manolom. Outside of the main town, there are the beautiful Tad Kwang Si Waterfall, Tham Ting Caves, Ban Xang Hai Village, and the tiered Tad Sae Waterfall (Tourism Marketing Department, 2019c).
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Figure 4: Tourist Sites Along the Railway

Source: Radio Free Asia, 2019.


Vang Vieng is located 150 km north of the Vientiane Capital. This is a place of a dreamlike landscape of bizarre limestone mountain peaks and scenic cliffs with the Nam Song (Song River) bisecting the town. At the base of the town’s limestone mountains are a network of caves. There are a variety of well-developed tourism services in Vang Vieng and a wide range of accommodations. Water sports such as kayaking and tubing are popular and rock climbing is also a growing pastime (Tourism Marketing Department, 2019d).

Vientiane Capital station is the home to the most significant national monument in Laos, That Luang (Great Stupa), which is the symbol of Lao and an icon of Buddhism in Laos. Of the many beautiful temples, a visit to Wat Sisaket is a must. Other Buddhist holy places are Wat Ong Teu Mahavihan and Wat Si Muang, the site of the Lak Meuang or pillarstone of Vientiane Capital. Hor Phakeo, across the street from Wat Sisaket houses a beautiful collection of Buddha statues. Wat Xieng Khouan, better known as the Buddha Park is a unique park that includes Buddhist and Hindu sculptures (Tourism Marketing Department, 2019e).

One of the key challenges of tourist sector is domestic transportation that is relatively expensive and time consuming. Domestic flights are expensive, connectivity is limited, and road condition is poor. Overall travel costs are higher than in Thailand or Vietnam, as almost everything is imported from other countries. The Laos–China Railway is expected to reduce the traveling time and cost which will benefit tourism and tourism businesses. As a result of the development of tourism and tourism business, good tourism will be a great tool to generate revenue and distribute revenue to the community.

Many Chinese enter Laos via border crossing, driving from Kunming, the capital of Yunnan province, to Luang Prabang and Vang Vieng. In 2018, approximately 81,052 Chinese nationals visited Luang Prabang, up by 22% from the previous year; this number could pass hundreds of thousands when the trains begin to run, overwhelming Luang Prabang’s hospitality infrastructure and its provincial population of less than 450,000.

However, in expectation of more regional visitors, many town-center Luang Prabang residents have sold or rented out their properties to Chinese, South Korean, or Vietnamese investors. Most local owners of guest houses and restaurants in Luang Prabang do not have the language skills or are not marketing savvy to target Chinese, Korean, or Vietnamese tourists, so it is easier for them to offer a long-term lease to foreign investors from one of the three countries and get a lump sum up front that they can spend on a car or a new house outside the old town (Janssen, 2018).

Another challenge in the tourism sector is, which especially the Chinese visitors call, the “Zero Dollar Tour.” Travel agencies in China offer free or very cheap tour packages covering meals and accommodation. However, there is no such thing as free lunch. All tour schedules are set by the agencies including compulsory shopping stops, where the prices for the tourists are often subsidized by the retail stores. Chinese tourists, who are fooled, will be illegally guided to buy expensive items with lowest price including various shows to roll out profits for the tour companies (Chin, 2018).

If tourists do not spend or spend less, the tour company will not have enough income to pay for the cost. The guide uses various strategies like pleading, threatening such as from not giving the keys of the room to withholding passports. Since tour companies control the entire supply chain and share the revenue among themselves, very little of the tourists’ spending is actually distributed among the local economy. The government is also deprived of tax revenue.

The accommodations to support tourism have been significantly improved since the Visit Laos Year 2012 campaign. The number of accommodations and rooms increased from 2,359 tourist sites and 37,808 rooms in 2013 to 3,102 tourist sites and 56,825 rooms in 2018. The majority of investment in the tourism sector in recent years is concentrated to prepare for massive tourists to come to Lao PDR upon the completion of the railway.

3.4. Others benefits

3.4.1. Boten Special Economic Zones

Boten Special Economic Zone is located near the Mohan Border Port, which is China’s gateway to Laos. The zone has significant investment potential covering 34 km2 area. The project began in 2016 with a total investment of US$ 1.5 billion by the Chinese investors. The concession is 50 years with an option to extend to another 25 years.

After passing Mohan and the Friendship Tunnel, the Laos–China Railway will reach the Boten Special Economic Zone which will be the first stop in Laos when coming from China. Passenger and freight stations, as well as highway and railway connection facilities will also be in place in the future. Developments of this project will make the cross-border transfer of bulk goods, as well as storage and distribution of cargo available. Authorities in charge of the zones expect further investment if there are some improvements on visa facilitation for businesspeople and better transportation. Once the Laos–China Railway is completed, it will significantly boost investment in the zones where the railway will pass through.

Tourism and service industries are also emerging in the zone. The Boten International Financial Center, which includes hotels, apartments, a duty-free commodity trade city and more, is now under construction. As the first stop for Chinese tourists visiting Laos, the zone will have a number of tourism facilities such as duty-free center, a resort that comprises a large natural marsh, a hotel, meeting hall, and leisure facilities. Boten Special Economic Zone is expected to attract more than 50,000 Chinese tourists every year upon its completion (KPL Lao News Agency, 2019).

3.4.2. Employment

According to project reports, about 16,000 people are employed in the construction of the 414 km railway, of whom about 4,500 are Laotians. During the construction of the Lao-Chinese railway line, Lao people will have the right to concession on supplying stone and consumer goods to workers, which are expected to create another 5,000 workers. At present, local authorities are negotiating, on the bidding principle, for local people to earn income, benefiting from the project.

After the completion of the railway, job activities are expected at the stations which include executive management, transportation management, telecommunications, engineering, and service jobs. A small station requires about 30–40 people, and 33 stations will generate jobs for around 990–1,485 people to support the operation of the Laos–China Railway.

4. Challenges

4.1.  Raise of concern on government debt

The budget of the government of Lao PDR has been facing chronic deficit. During resource boom period 2010–2013, the Laos government had a large budget deficit due to the policy of improving the standard of living of the government officials by increasing their salary. After that the government budget deficit was reduced. In 2018, fiscal budget deficit amounted to US$ 820 million, accounting for 4.6% of the GDP. Of which, total revenue reached US$ 2.7 billion, covering 15.7% of GDP, while the total expenditure reached US$ 3.6 billion, accounting for 20.34% of the GDP (see Figure 5).
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Figure 5: Government Budget as Percent of GDP

Source: TRADINGECONOMICS.COM | BANK OF THE LAO PDR

The external debt of the Lao government increased on average 14% per year during 2013–2018. In 2013, the external debt was US$ 5.1 billion accounting for 39.5% of the GDP. This is consisted of 53.7% of bilateral debt and 39.5% of multilateral debt. The external debt had a significant shift from US$ 6.5 billion in 2015 to US$ 7.7 billion in 2016, partly because of debt incurred for the Laos–China Railway (see Figure 6).

In 2018, the external debt reached US$ 9.7 billion, accounting for an increase of 14.1% compared to the previous year and represented 53.3% of the GDP. Of which, bilateral debt stood at US$ 6.4 billion. China, the top development partner of Lao PDR constituted 53.5% of total bilateral debt, followed by Thailand 21.1%, Russia 4.2%, and Australia 2%. In 2018, multilateral debt recorded at US$ 1.77 billion. Of which, the Asian Development Bank (ADB) and World Bank (WB) accounted for 52.2% and 35.8%, respectively.

Balance of payment of Lao PDR is in deficit for many years. In 2018, the current account recorded a deficit of US$ 1.4 billion, while the capital account recorded a surplus of US$ 0.01 billion and net financial account smarked an inflow of US$ 2.2 billion. As a result, overall balance registered a deficit of US$ 0.14 billion and foreign reserve declined from US$ 1 billion in 2017 to US$ 0.87 billion in 2018, which is worth 3.23 months of imports. This situation can cause a loss of confidence among the foreign investors. Thus, there is a risk that investors will withdraw their investments in Lao PDR causing a big fall in the value of Kip.
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Figure 6: External Debt 

Source: TRADINGECONOMICS.COM | BANK OF THE LAO PDR

China was the biggest foreign investor in Laos as of 2016, having invested US$ 5.4 billion since 1989. Part of the loan’s tenure will be interest-free, the rest with 2% annual rate charged over 30 years. The financing terms have raised concerns among the developing nations of being pushed into a debt trap, as debtors may find themselves saddled with large borrowings that would take a long time to repay.

The cost of the project is being met by the Laos–China Railway Company, 30% of which is owned by Laos and the rest 70% owned by China. Laos is committed to paying US$ 720 million of its shares in the next five years, with US$ 250 million coming out of the national budget and US$ 470 million being borrowed from the Exim Bank of China (at 2.3% interest). With this amount it is expected that the public debt may reach 68% of the GDP when the Laos–China Railway starts its operation in 2021.

Laos’ public debt reached 65% of GDP in 2018, up from 61% of GDP in 2017, partly because of increased borrowing from Chinese banks to support many projects. The International Monetary Fund (IMF) is concerned about the figure because Laos is relying heavily on the export of minerals while market prices of minerals are declining and the country has a very low tax base. The IMF has warned that Laos’ external debt sustainability is at risk and that the loan will be one of the main reasons for widening the current account deficit (Kawase, 2018).

On the other hand, the leader of Lao PDR states that the country can manage debt owed to China. Prime Minister Thongloun Sisoulith said on May 31, 2019 at Nikkei’s Future of Asia conference in Tokyo, Japan said, “If we don’t borrow, Laos, as a least-developed country, won’t develop further,” and the government has “its own measures to manage the debt and ensure balance in the public debt sector,” and Laos has to sticks with “high-efficiency projects which are long-term, with low interest rates” (Sugiura, 2019).

In addition, the Minister Somdy Doungdy from the Ministry of Finance, gave a commitment at the 7th ordinary session of National on June 6, 2019 that “In 2019, the government of Lao PDR will not borrow foreign money to pay interests, but it will mobilize domestic funds by selling bonds and mobilizing funds from many sources to repayments debt. From 2020, income and expenditure will be balanced and no further deficit. From the year 2021–2022, we need to make revenues more than expenditure, and the surplus will pay the foreign debt; as a result, public debt will gradually decrease. The new loan will require less than 1.5% interest and a 6–7 years grace period. The high interest loan program will not be borrowed anymore” (Vonethivongsay, 2019).

4.2. Delay of compensation

Approximately 3,058 hectares of private land has to be compensated. In many cases the government has to compensate for houses and buildings of people who live close to the railway. But the construction also affects thousands of villagers, most of them impoverished people, who live along the projected line. Thus, an estimated 4,411 families need to be relocated, while the construction of the railway will also impact on farmland and forests. The Lao government has promised compensations for the affected families. But victims complained that the money was being delayed. The Ministry of Public Works and Transport (MPWT) admitted that the payments were expected to be made in 2019.

MPWT decided on June 10, 2019 to pay the compensation worth US$ 16.6 million to people affected by the Laos–China Railway Project no. 12980. The compensation included US$ 8.6 million for Vientiane Capital, US$ 5.5 million for Oudomxay province, US$ 1.1 million for Lung Prabang province, US$ 1 million for Luang Namtha province, and US$ 0.4 million for Vientiane province.

4.3. Labor management

The project requires more than 16,000 domestic and foreign workers. The Laos–China Railway project reports that more than 4,500 Lao workers are employed in the construction (Latsaphao, 2019). However, the number of Lao workers in this project is not stable and not consistent with the report of the Laos–China Railway project. For example, there are only 2,000 Lao workers employed along with 19,000 Chinese workers (Lindsay, 2019). The labor management which is consistent with the labor law is another main challenged. Article 68 in the Labor Law No. 43/NA 2013 indicates that “The ratio of acceptance of foreign labor within a labor unit must be as follows: (1) 15% of the total number of Lao laborers within a labor unit for technical experts undertaking physical labor; (2) 25% of the total number of Lao laborers within a labor unit for technical experts undertaking mental labor” (National Assembly, 2013).

The lack of technical and skilled labor in the construction of the railway in Laos requires importing of laborers from China. Activists also worry that most of the construction work will be managed by Chinese companies with Chinese labor. The jobs to support railway are expected to require considerable skilled workers at a diversified range of vocational levels such as information and technology, logistics, and management. But there is a shortage of labor in these areas. The main reason for inadequately skilled workforce relates to deficiencies in education, training, and labor market information. Poor foundational skills from primary education are the barriers for higher learning, the low levels of literacy and numeracy make it difficult for post-secondary students to acquire the technical, vocational, and cognitive skills required for the workforce (Emerging Markets Consulting, 2017).

5. Public Opinions

This section discusses the household and business’ perceptions of the railway project. The information about the Laos–China Railway project was not widely disseminated to the public. Household, transport operators, restaurants, hotels, and tourism had low awareness on this project. With limited information, they could not find opportunities to work or start a business after the completion of the railway.

European Chamber of Commerce and Industry in Lao PDR (2019) is concerned that enterprises are now facing the ambiguity of how to connect with the railway as there has been no official confirmation about the location of stations and no information as to which stations would be capable of taking cargo and in what form. There is currently no information on the frequency of the trains and about facilities for cargo at the stations. Therefore, the private sector will not be in a position to benefit from the freight services of railway especially small stations where there is little demand for freight services.

Households living near the railways are most aware of this project, but they are concerned about compensation for damage, especially for those who have small plots of land. Many have been resettled and given small compensation, but some refuse to move because they need land for farming. There is concern among local residents in Laos that all the Chinese investment in the area not only will fail to generate local jobs but also will put them out of business. When the Chinese came into the area, rents increased, and land owners were more eager to do business with Chinese tenants because they could get higher rents and contracts for longer periods of time. It blocks the local people to start business because they are not able to afford the rent.

Local transport operators are extremely concerned that they will go bankrupt upon the completion of the railway. For group tour operators, the railway line has no negative impact on their business but they gain benefit from reducing the management cost.

Hotels and tourism-related businesses recognize the railway project but they have no plan or preparation to support this project. Many hotel businessmen believe that the train will increase visitors, and their business will get better. However, some businessmen worry wondering which is better, whether having more tourists but low margin or having few tourists but high margin. There are many guests in dry season (November–April) while a smaller number of tourists in rainy season when it is difficult for tourists to travel. The railway will improve transportation and attract more guests that assist hotel business during the rainy season.

Many restaurant owners do not well understand about the Laos–China Railway project and have not yet made any plans to benefit from this project. They believe that the railway line creates more job and generates income for Lao people.

The perception of Chinese business on factors attracting to invest in Lao PDR is economic development including the economic growth, low labor cost, and infrastructure development, especially the Laos–China Railway project that will create business opportunities for them. These factors bring prospects to Chinese business in Lao PDR (Vaiyakorn et al., 2017).

6. Conclusion and Policy Recommendation

This chapter updates the current progress, evaluates the pros and cons, and illustrates public opinion on the Laos–China Railway project. The overall project has been progressing as per the plan and the railway will operate on schedule in 2021. Laos will have many benefits from the project. Trade between Laos–China will increase significantly. Improving transportation and reducing cost will attract more Chinese investor as well as foreign investors to come to Lao PDR. Tourism sector will flourish in the northern part of Laos. More Chinese tourists are expected to come to Lao PDR.

Many challenges need to be addressed for the Laos–China Railway project. Public debt seems to be the big issue for economic development in the long run. Many concerns are raised by economists and international organizations regarding how the government of Laos will deal with the finance. The leader of Lao PDR pays attention to solve this issue and has promised not to create more debt. The government should set an early warning system for the debt crisis by updating some macro variables that predict the debt crisis. These variables include external debt ratios measuring solvency and debt sustainability, measures of illiquidity or refinancing risk, measures of external imbalance, and debt-servicing pressures.

The delay of compensation is another challenge for the project because the negotiation on relocation has to be done on a case by case basis. The situation has been improving after the Laos–China Railway project injected budget for compensation in the current phase (Ministry of Public Work and Transportation, 2019b). For labor management, there is skill transfer from Chinese workers to Laos workers on the job training. However, Laos workers require more skill improvement such as project management skills and repairing system of the rail links for operation after the completion of the railway project.


Public opinion has been optimistic on the railway project. Hotels, restaurants, and transportation operators will have more customers contributing to more income. However, the information of the project is not well disseminated. So, many stakeholders could not take advantage of the railway. An electronic map version with all the stations should be placed on websites for public access. In addition, they should release a draft of freight train and passenger timetable incorporating all the stations. The draft timetable should indicate how many freight/cargo trains per day/per week will stop in a station where freight can be uploaded or downloaded. Such information will support to investors to decide investment locations and benefit from the railway.
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Chapter 11

Hekou, Where Vietnam Begins and China Ends or Where China Expands into Vietnam?

Stan BH Tan-Tangbau*

1. Vignettes of the In-Between

The aromatic pungence of nước mắm [fish sauce] infiltrates the air amidst the clash of wok and ladle whipping up a dance of rau muống [Vietnamese spinach] and thịt bò [beef] in a sauté of garlic and fish sauce … The subtle outburst of tastes as one bites into the springy outer film of bánh cuốn [steamed rice roll] initiates a chain of reaction as the spicy, sour, sweet, and smoothly textured nước chấm [dipping sauce] enwraps the amalgamation of pork, parsley, and other herbs … “Bottoms up!” A very familiar roar in a northern accent amidst a background of rapid fire exchanges in giọng miền Tây [western Mekong Delta accent] among a group of ladies with heavy makeup … We are in Vietnam?

The simultaneous sensation of choking and numbing that drills through the nostrils could only be caused by thick wisps of aroma rising from boiling broth filled with a rich concoction of chilies, peppers, and spices beneath a thick layer of crimson chili oil of Chuan-Dian [川滇] (Szechuanese-Yunnanese) hotpot. Then smell that most fragrant yet possessing pungent aroma released by patient grilling over charcoal fire that could only be traced to the crispy fermented beancurd [臭豆腐]. “Come! Let’s Drink! It is really hot today!” … and you can hear thick Honghe [红河] region accented Yunnanese [云南话] along the row of streets lined with eateries of Chuan-Dian cuisine [川滇味]… We are in Yunnan?

(Field notes, Hekou, Yunnan, November 2007)

Crossing of border is often marked by a change in sounds, where the language of one country fades and another picks up. Leaving the immigration building at Lào Cai, one leaves behind the sound of standard northern Vietnamese used by the officials. Entering the immigration building at Hekou, one hears standard Putong Hua [普通话] as the immigration officials make their routine checks. I have noticed that officials on the Hekou side are also fluent in Vietnamese, and would use Yunnanese if the locals are not conversant in Putong Hua. Similarly, I have noticed that Vietnamese immigration officials in Lào Cai are conversant in Putong Hua. Anyhow, these “official sounds” remind that you have stepped into Vietnamese or Chinese “official grounds.” While crossing along the Sino-Vietnamese Friendship Bridge [中越友谊大桥] spanning over Nanxi He [南溪河], one could hear a cacophony of Yunnanese, Vietnamese, Putong Hua, Hmong/Miao [苗], Tày/Zhuang [壮], and Dao/Yao [瑶], etc. The beauty of border zones is such that the monotone of “official sound” at the symbolic boundary quickly gives way to the polyphony of a transborder zone. In the case of Hekou, the texture of this polyphony went through several distinct periods of change in relation to the process of Chinese state formation.

This chapter examines sociocultural change experienced in Hekou [河口], a border city-region connecting Yunnan of China with Lào Cai of Vietnam, between its golden age and the present. I use the case of Hekou to illustrate the need for a more critical appreciation of changing socio-cultural complexities on the ground along transborder corridors connecting Mainland ASEAN and China. This is timely because subsuming on the ground transborder diversities by treating China as an un-complex sociocultural monolith could only hinder our understanding of a new era of inter-Asia engagement. This chapter is part of a broader study using a panoramization approach to examine the historical-geography of the Dian–Việt Railway Corridor. This approach considers as one whole experience the interconnection between multiple experiences occurring at different nodes and the spaces of circulation radiating from each node across an entire corridor in order to understand social change under heightened connectivity (Tan-Tangbau, 2020).

The opening vignettes are my field recollections of Hekou in 2007; these are not figments of my imagination. Specifically, the former belongs to a typical scene in Chợ Việt Nam [Vietnamese Market; 越南街市 (Yuenan Jieshi)], which was sandwiched between Binhe Road [滨河路] and Hebian Street [河边街], and blocked off by Wenming Jie [文明街] and Xinhe Road [兴河路]; and the latter belongs to small eateries and restaurants found on Hebian Street [河边街]. If one just rely on senses of sound, taste, and smell to determine place, you might be confused about whether you were in Lào Cai (Vietnam) or Hekou (Yunnan). As experientially affirmed through the senses, Hekou in early 21st century was undeniably situated in the liminal space between Yunnan (or Dian [滇; Điền]) and Vietnam (or Yue [越; Việt]), or simply put, Dian–Việt [滇越; Điền–Việt].

Fast forward 10 years later, that liminality of Hekou city seemingly diminished a fair bit, or so I thought, during a visit with Professor Nguyễn Văn Chính in the summer of 2018. Binhe Road that runs along the bank of Nanxi He has been upgraded into a broad boulevard buffered by a luxurious riverwalk lined with planted trees to provide shade and benches for pedestrians to admire the river view. The riverwalk was very well maintained and marked by an absence of litter and any form of disorder in contrast to the opposite counterpart city of Lào Cai. Walking around Hekou city during that recent visit was a very pleasant and orderly experience in contrast to narratives of the past decade of a seedy border town (see Zhou and Hanh, 2012; Zhang, 2012); not that vices have entirely disappeared, but perhaps less conspicuous. The old Chợ Việt Nam has moved to a new part of the city further up north into a newly built mall called China–Vietnam City (中国-越南城; Khu Thương Mại Việt–Trung). All the shops operated by Vietnamese vendors have moved up here, we were told.

I hired a licensed meter-run taxi, driven by a lady who originated from Gejiu [个旧] to take us around for the day to soak in the tremendous changes Hekou has undergone in the past decade, and Vietnam City [越南 城], as the locals call it now, was our last stop. Arriving at our end destination, an imposing complex of buildings packed with orderly shops welcomed us to the new China–Vietnam City mall, sandwiched between a newly built apartment block lined with shophouses on the ground floor and a posh hotel named Hanjin Jiudian [汉京酒店]. After walking around and talking to people for the afternoon, we took a public bus, which was air-conditioned, clean, and cost only one yuan renminbi, to return to the old city at the border crossing. Along the route, primary school children individually boarded and disembarked the bus without any guardian, as they travel between home and presumably, summer tuition classes; this was a scene that effectively mitigated the lingering image of a dodgy border town that once filled the pages of very few writings (in English) about Hekou.

Back at the border crossing, the old post-office built in 1937 is now a refurbished heritage building housing a tourist agency, convenience shops, and offices. Next to it stands a small museum (the old customs building raised in 1897) commemorating the Hekou Uprising of 1908 [河口起义], which marked an early attempt to overthrow the Qing dynasty; an episode at modern state formation right on the border. Located right next to the museum is Red River Valley 1897 [红河谷1897], a restaurant serving Hekou cuisine, being a mix of popular dishes found in Honghe prefecture and Lào Cai province, as well as dishes that are reputedly popular in the city.

A waitress politely greeted us in standard Mandarin (Putong Hua) [普通话], directed us to a table, and handed us a menu filled with pictures of dishes and written in Chinese, Vietnamese, and English, while making recommendations for specials of the day. I was a bit surprised as the waitress spoke Mandarin with very slight local accent. Most locals we encountered in Hekou spoke Mandarin with a variety of provincial accents or simply local variants of Yunnanese usually found in Hong He prefecture. We also heard people speaking in standard Mandarin that carried no Yunnanese accent although most of them were clearly travelers from inland China or Taiwan, stopping by for business purposes in the city. While Professor Chính and I were discussing in Vietnamese what dishes to order from the menu, the waitress chimed in:

“Các bác ơi, cháu xin phép giới thiệu món đặc sản của nhà mình ạ!” [Dear uncles, please allow me to introduce our restaurant’s specialty dish!]

The Vietnamese waitress recommended the house special, Hekou Liang Mixian [河口凉米线], a cold rice vermicelli dish mixed with spicy sauce.

Welcome to Hekou city [河口市], China!

2. Hekou: Where One Begins and the Other Ends?

Hekou is built right on the edge of the border. The city is located on the northern bank of Nanxi He, right at the confluence with Hong He [红河] (Red River); the very same Sông Hồng that flows through the northern mountains of Vietnam before fanning out into the northern deltaic plains of Vietnam. It marks the mid-way point of the single track, meter-gauge 854 km long Dian–Việt Railway. Built by the French from 1901 to 1910, the railway runs from Haiphong through the Red River Delta to Hanoi, then along the Red River into the northwestern mountains of Vietnam to reach Lào Cai. From Lào Cai, it crosses into Hekou and northwards through hilly Pingbian [屏边], skirting pass Mengzi [蒙自] to Kaiyuan [开远] then Yiliang [宜良] before stopping at Kunming [昆明].

Hekou is also located along the historical Southern Silk Road, which served as a key trade route for commodities from inner Asia, as well as southwestern China, to enter Vietnam; and for key Vietnamese commodities, such as Vietnamese salt, to enter southwest China (Fan et al., 2006: 311–312). This route was said to have been originally pioneered by General Ma Yuan [马援] when he led Han troops southward to conquer Jiaozhi [交趾] and was called the “Ma Yuan Ancient Route” [马援古道]. During the Tang Dynasty, the inland horse caravan trail that led into the water route along the Red River was formerly referred to as “Butou Lu” [步头路]. In the days before the Dian–Việt railway and modern roads, Hekou was merely a part of the waterway connecting inner towns and cities of southern Yunnan [Dian Nan; 滇南] with the northern part of Vietnam.

Following the end of the Sino-French War in 1885, Hekou became a key international border crossing between Qing China and French Indo-China and rose to become a major border trading town. Hekou further rose in prominence with construction of the meter-gauge Dian–Việt Railway (1901–1910) by the French, who sought to establish an efficient mass transit corridor to inland China through Yunnan province from French Indo-China. During early 20th century, Hekou was the primary entry point for all things foreign, modern, and western into Yunnan province. Cutting through mountains and bridging across chasmic valleys to overcome the impossible terrain north of Hekou, Dian–Việt Railway stood as the hallmark of the state-of-the-art global technology introduced by the French. Hekou flourished as a major trading center between 1910 and 1940, which was also the golden age of the Dian–Việt Railway when it served as the major conduit for commodities and people between southwest China and French Indo-China, and beyond.

For many Chinese scholars, while viewing the French-built Dian–Việt Railway as a fascinating technological achievement and worthy historical heritage, it is also unanimously perceived as a powerful instrument of French imperialism extending right into the heartlands of China. A critical and detailed review of this literature will take us way beyond the confines of this chapter, but I have pointed out that Chinese writings about Dian– Việt Railway invariably adopt a binary framework of “China and foreign” when examining societal transformation in the Dian Nan borderlands where the tracks crossed (Tan-Tangbau, 2020). This narrative uncritically subsumes dynamic cultural diversity in the Dian Nan borderlands as all things being naturally “of China’s” and that cut-off line of “China” ends in Hekou (or begins, depending on which direction one is heading).

I find this uncritical notion of “Chineseness” problematic. As the opening vignettes from Hekou hint, there is much complexity in the interstices between two heartlands. In making this statement, I am not suggesting that the heartlands are marked by any form of sociocultural homogeneity either. As I will show in this chapter, Hekou is located right in the heart of a transborder region inhabited by diverse transborder ethnicities. Hekou is also located in a frontier region marked by a significant chapter of non-state history; Chinese state formation is a relatively new phenomenon. As the official connecting point between China and Vietnam along the Dian–Việt Railway Corridor, Hekou itself has been experiencing sociocultural change brought forth by heightened transborder connectivity.

Any imagination of Hekou marking the cut-off line between two distinct sociocultural entities was reinforced when effective use of the railway line was restricted to within national borders of both countries during an extended period of uncertainty in Sino-Viet relations during the 1970s and 1980s, including a nasty border war in 1979. It was only from 1996 that transboundary transit resumed and cargo (in 1996) and passengers (in 1997) could travel through the entire line but had to transit at Lào Cai or Hekou. Passenger service on the China side ended in 2003, while in Vietnam it continues to service travel between Hà Nội and Lào Cai. When the new standard-gauge Kun–He Railway [昆河铁路] came into full operation in 2014, the old French-built route in China continued to provide limited cargo services along certain segments. A segment of the railway in Kaiyuan was even converted into a scenic train ride in July 2018. The century old line is disconnected at the border. But the push for heightened transborder connectivity under China’s Belt Road Initiative (BRI) could revitalize the ancient Southern Silk Road.

3.  Dian–Việt Railway Corridor in the Age of BRI

BRI is President Xi Jinping’s ambitious vision of a China-led revitalization of the ancient Silk Road Economic Belt and the Maritime Silk Road. This is to be achieved by means of an assemblage of highways, railways, waterways, pipelines, and telecommunication systems. This initiative envisioned to provide for more grounded economic integration from China through Asia to Middle East, Africa, and Europe.1 However, mainland ASEAN countries are wary about the unmanageable rising influence of China with this heightened inter-Asia connectivity as well as the reputation of completed and ongoing BRI-related projects. The notion of “China” being referenced in most BRI analyses is essentially a China personified by policymaking Beijing, the political capital. These studies invariably focus on the threat emanating from China in the forms of Chinese economic domination and Chinese cultural soft power. A China that inevitably sounds like an all-powerful, un-complex sociocultural monolith brimming to the edge of its borders with an assumed “Chineseness.”

Hekou sits right at the meeting point between China and Vietnam in ongoing plans under China’s BRI to revitalize the Dian–Việt Railway. It is important to note that such plans actually preceded President Xi Jinping. As early as 2002, then Chinese Prime Minister Zhu Rongji [朱镕基] officially endorsed the notion of a “Pan-Asia Railway Network” [泛亚铁路] at the 6th China–ASEAN Summit in Phnom Penh in November 2002, an idea originally put forth by Malaysia’s Prime Minister Mahathir in 1995 (Li and Mao, 2003: 22–23). China’s overseas high-speed railway (HSR) projects, especially the Pan-Asian Railway Network that would connect Kunming and Singapore through three different lines passing through seven ASEAN countries (Myanmar, Vietnam, Laos, Cambodia, Thailand, Malaysia, and Singapore), are often seen as attempts by China to advance her economic and political influence over the countries hosting these projects. However, Pavlicevic and Kratz (2016: 154–158) argue that the Pan-Asia Railway Network is not only China’s initiative per se but also is actually aligned with pre-existing plans in individual ASEAN countries.

In Yunnan, the Chinese government began planning from as early as 2002 a new standard-gauge railway line to replace the old meter-gauge Dian–Việt Railway constructed by the French. A new line passing through all the major population centers along the large “bazi” [坝子] (great upland valley plains) south of Kunming connecting the provincial capital and Hekou was planned (Li and Mao, 2003: 103–106). This new Kunming–Hekou standard-gauge railway is composed of three segments. The first segment is known as the Kunming–Yuxi Railway [昆玉铁路], the second segment is called the Yuxi–Mengzi Railway [玉蒙铁路] and the third, Mengzi–Hekou Railway [蒙河铁路].

Kunming–Yuxi Railway was already built from 1989 to 1993, before the plan to re-line the Dian–Việt railway was seriously considered, with a distance of 55.5 km.2 Yuxi–Mengzi Railway is 141 km long, and its construction began in 2005 and was completed in August 2012.3 Mengzi– Hekou Railway is 142 km long, and its construction started in 2008 and began operations in December 2014.4 A key feature of the Mengzi–Hekou Railway is the 7,414 m long Taiyang Zhai Tunnel [太阳寨隧道] in Yaoshan [瑶山] township. Nicknamed the “Sauna Tunnel” due to its high temperature (43°C) and high humidity (98%), Taiyangzhai Tunnel made working conditions particularly difficult for the workers and its completion was delayed by 1 year and 3 months.5 The tunnel was finally completed in September 2013 and Mengzi–Hekou line began operation at the end of 2014.

Completion of the standard-gauge line between Mengzi and Hekou resulted in a shorter traveling time of only six and a half hours between Kunming and Hekou.6 Completion of both Kun–He Highway in 2008 and Hà Nội–Lào Cai Highway in 2014 have already combined to facilitate smoother, faster, and larger volume transit of commodities and people along the Dian–Việt corridor. The Vietnamese government admitted that with the new standard-gauge railway on China’s side already in full operation and the old railway line being gradually phased out, goods from Vietnam could only reach Hekou and would have to be transferred to the new line in order to go deeper into China through Yunnan.7 Indeed, Vietnam’s entire railway network of 2,632 km mainly runs on meter-gauge track; only 527 km is built with standard gauge (Business Monitor International, 2015: 31). When Vietnam finally upgrades the Hải Phòng– Hà Nội–Lào Cai meter-gauge line to standard gauge, it could be connected with Kun–He Railway to create a seamless mass rapid transport system between the heartlands of southwest China and Vietnam, as well as a quick access to the sea via the Tonkin Gulf; a modern Southern Silk Road.

In November 2017, a Memorandum of Understanding (MoU) was signed during President Xi Jinping’s visit to Hà Nội to promote the “Two Corridors, One Belt” framework. A proposal for a new standard-gauge line to connect with China’s national railway was included in the MoU. According to a Chinese government statement, China and Vietnam will “complete the design of a standard-gauge railway” to connect Hekou with Lào Cai.8 China Railway No. 5 Group was employed by the Vietnamese government as the planning consultant to advise on upgrading the existing meter-gauge railway line from Hải Phòng through Ha Noi to Lào Cai to a standard-gauge line. It was rumored, but never verified officially that China even provided a loan of RMB 10 million yuan to conduct a feasibility study of this plan for the Vietnam Railway Bureau.

China Railway No. 5 Group offered two proposals. The first proposal involves upgrading the existing line from meter-gauge to standard-gauge. The second proposal highly recommended by the consultancy firm involves constructing a new standard-gauge single-track line to connect with the already operating Kun–He Railway [昆河铁路] line. The total length of this new railway line is 392 km, including 73 bridges that will have a combined span of 130 km and trains will run with a speed of up to 160km/h.9 This consultancy firm is also in charge of studying a way to build 5.6 km of railway tracks to connect Lào Cai station with the new North Hekou Station [河口北站], the final stop for the Kun–He Railway line.10 Currently, the old railway track only travels at a speed of between 50 and 80 km/h. The consultancy firm also forecasted that cargo transport passing through Lào Cai and Hekou will reach between 9.4 million tons and 12.55 million tons in the near future and hence a faster railway would be able to handle the increase in cargo transport more efficiently.11

However, no concrete decisions have been made on the Vietnamese side at the time of writing. Indeed, Hoang (2019: 245–246) argues that Vietnam maintains a very cautious position toward China’s BRI because the loans come with high interest rates and conditions such as using Chinese contractors and technology. In addition, China-led projects in Vietnam have earned a very poor reputation and are often associated with poor quality, inability to meet deadlines, and high cost overruns.12 There is a strong concern in Vietnam about the rise of an extremely powerful hegemonic China sitting at its doorstep ever ready to reach in, if not already having done so. It seems then, Chinese scholars are not the only ones guilty of subsuming grounded complexity along belts and roads under a homogenizing label, i.e., China.

4.   Tuhua and Baihua: Hekou’s Diverse Population

The surrounding area of Hekou until the 1930s was heavily forested and thinly populated. Luo (1996: 463) in his classic historical-geography anecdotes, Yunnan Zhanggu [云南掌故], writes:

… except for a few places where there are traces of civilization, it is fundamentally isolated and remote, heavily forested and filled with deep ravines, essentially a kingdom of the wild creatures. It is not part of human civilization.

In his Brief Inspection of Border Affairs in Hekou [河口边情一督] in 1931, the chief of Directorate for Education in Yunnan province reports:

… from Hekou to Basa [坝洒], opposite banks of Honghe were covered with reed marshes, green hills, and thick wooded forests. (HYZZBW 2016: 168–169)

Hekou might have been a swampy river bank, heavily forested, and sparsely populated, but this was no unoccupied land as thought. Gabrielle Vassal records in 1910 when crossing the bridge between Lào Cai and Hekou,

… there were not only Chinese and Annamese, but Lolos and Mans, Thos and Khas, and the variety of color and costume made the scene most picturesque (Vassal, 1992: 14).


On the ground at the border, the notion of “China” subsumes a tremendous ethnic and cultural complexity. Hekou area was for a long time, home to a diversity of autochthonous ethnic groups ruled by their own leaders with some paying tribute to the chiefs or Tusi [土司] (thổ ty) who claimed a wide region as under their area of influence.13 Statistics from 2004 shows non-Han ethnic minority groups forming 63.79% of the county’s population of about 80,000. The ethnic Han majority, although referred to as a singular group, is composed of people with different origins from provinces such as Guangdong, Guangxi, and southwestern China (HYZGXBW, 2008: 10). The “Tuhua” [土话] (native language) heard in Hekou prior to large scale arrival of migrants from Guangdong, Guangxi, and other provinces in China essentially meant the collection of languages spoken by these old non-Han inhabitants.

Dai [傣], mainly of the Tai Dam [黑傣] and Tai Deang [红傣] ( classified under earlier records as “Dry Dai” [旱傣]), and some Tai Lue [傣泐] (classified under earlier records as “Water Dai” [水傣]) were among the oldest inhabitants in the Hekou area. Most of these Dai had gradually moved down south and settled in what would become Vietnamese territory in modern times. Most existing Dai only began moving from Yuanjian [元江] southward along the Red River in the direction of Maguan–Wenshan [马关－文山] region during Ming dynasty. Some of these Dai originated from the Baiyi [摆夷] (an old terminology used by Han Chinese to refer to Dai in general) villages found in Dazhuang [大庄] of Kaiyuan where burial sites of their ancestors could still be found. Dai mainly resided in the river valleys, easily recognized by the stepped rice-fields carved into gentle sides of the valleys (HYZGXBW, 2008: 23–24). In 1990, the Dai constituted only 2.3% of the total population in Hekou (HYZZBW, 2016: 121).

Zhuang [壮], consisting of Bu Nong [布侬] (also known as Nong Ren [侬人] and Nong Qing [侬青]) and Bu Rui [布瑞] (also known as Sha Ren [沙人]) were also among the earliest inhabitants in Hekou. Zhuang usually occupied the valleys and were chiefly wet-rice agriculturalists. During the late Ming and early Qing period, some Zhuang from Xingyi [兴义] of Guizhou and Tiandeng County [天等县] of Guangxi began settling in Hekou. A large number of the Black Flags soldiers who settled in Hekou were ethnic Zhuang. During construction of the Dian–Việt Railway, more Zhuang from Guangxi came to Hekou as workers and settled down (HYZGXBW, 2008: 20). Zhuang formed 27.3% of the population in 2004. Another closely related group, but in smaller number, the Buyi [布依], who originated from Guizhou, arrived in Hekou during the reign of Xianfeng [咸丰] (HYZGXBW, 2008: 10). Belonging to the Tai– Kadai linguistic family, Dai and Zhuang share a certain degree of similarity in the spoken language.

Yao forms the most significant ethnic group in Hekou county. Even then, Yao are not indigenous to Hekou and they are relatively latecomers compared to others. A combination of “escape from the state” and inter-ethnic rivalries prior to the formation of the People’s Republic of China led the Yao to seek refuge in the heights of the hills. There is a local saying in Hekou:

Yao resides in the bamboo-forest hills; Miao and Yi reside in the hilltops; Zhuang and Dai reside near rivers; and Han resides in the towns. (HYZZBW, 2016: 77)

Yao had limited interaction with the state and other ethnic groups on lower elevation prior to modern state formation (Huang and Lei, 1982: 91). According to records in 1982, Yao formed 23.42% of the population of Hekou, which is a Yao Nationality Autonomous County. Yao settlements are located in 14 townships, and are mainly found in the area of Dawei Mountain [大围山], also known as Yaoshan [瑶山]. According to ethnic categories in China, the Yao in Hekou are differentiated into four main sub-groups: Red Yao [红头瑶], White Yao [白头瑶], Indigo Yao [蓝靛瑶], and Sha Yao [沙瑶] (HYZGB, 1985: 10).

Miao [苗族] in Hekou originated from Guizhou and came during the Jiaqing (1760–1820) period. When compared with Zhuang and Dai, they are newcomers to the region. According to statistics from 1982, Miao formed 11.73% of the county’s population (HYZGB, 1985: 18). By 1990, the Miao grew to 14.15% (HYZZBW, 2016: 115). Traditionally, the Miao people in Hekou practiced swidden agriculture in the forested hilltops of between 1,000 and 1,500 m above sea level. However, that has changed significantly following state formation under the communist regime in 1949. Among the Miao in Qiaotou [桥头] area, 70% had settled in a sedentarized lifestyle cultivating commercial tree crops and built concrete and tiled houses (HYZZBW, 2016: 115–116).


Yi[彝族], less in numbers compared to further upstream of the Red River, usually reside by the sides of key mountainous routes and were already in Hekou as early as the 13th century (HYZGXBW, 2008: 22). Some Yi called themselves “Mujipo” [母基泼], which other ethnicities referred to as “Bula” [卜拉] or “Luoluo” [倮罗]. Yi formed only 4.01% of the population in 1990. Three sub-branches of Yi languages are spoken by Yi in different parts of Hekou (HYZZBW, 2016: 119). Similar groups of Bula (Phù Lá) could be found across the border in Lào Cai.

Hekou does not possess a long history of Chinese state formation in contrast to its more illustrious counterparts along the Dian–Việt Railway Corridor such as Kaiyuan [开远] or Mengzi [蒙自]. Between 1867 and 1869, Liu Yongfu [刘永福] (Lưu Vĩnh Phúc) and the Black Flags [黑旗 军] (Quân Cờ Đen) successfully established a town at Baosheng [保胜] (Bảo Tháng) (present day Lào Cai) (Chen, 2001: 53).14 The town grew as a major trading center and expanded to the north bank across the river. The north bank was merely a “muddy billabong” [烂泥塘], as it was called in the days of old, with a small cluster of thatched houses inhabited by a couple of scores of river boatmen and fishermen (HYZZBW, 2016: 121). This expansion of Baosheng grew into Hekou town, built right in front of the Silian Hills [四连山]. When Liu Yongfu and his Black Flags first arrived, it was quintessential for one to be conversant in the dominant Tuhua of the area, which could be either Zhuang, Dai, Miao, or Yao, depending on whom one was dealing with and in which part of Hekou.

In the late 1920s, Yang (2005: 60) reported there were about one thousand 1,000 households with an estimated population of about 5,000 in Hekou town. Most of them were “people from two Guang provinces” [两广人], which could be Yue people [粤人] (Cantonese) or other ethnicities such as Zhuang from Guangzhou and Guangxi. With an altitude of only 73 m above sea level, Hekou is located in the deepest valley within the Ailao [哀牢山] mountainous range extending into Vietnam. Here, the difficult terrain, punishing climate, and much feared miasma [瘴气] made Hekou an area avoided by Dian people (Yunnanese) (HYZGXBW, 2008: 2). Foreboding proverbial sayings about Hekou were known among Yunnanese, such as: “before you leave for Hekou, marry off your wife” [要到河口耍, 先把老婆嫁]; and “it is easy to get prosperous in Hekou, but one stands little chance of seeing the family again” [都说河口钱好赚, 一 去难得见家小] (Xia, 2001: 25–26). Between 1897 and 1949, there were altogether 41 chiefs posted from the province who succeeded one after another as head of the Hekou Border Inspectorate [河口对汛督办]. A number of them died of illness in Hekou and many did not stay long (Huang, 2001: 101).

The noted dominant presence of “people from two Guang provinces” [两广人] in the early 20th century could be traced to Hekou being a former Black Flags stronghold. As the Black Flags consolidated their hold in this frontier region during the late 19th century, more Guang people flocked to Baosheng and Hekou in search of new livelihoods and to settle down with their Black Flags kinsmen. According to Huang (2001: 98), oral histories by the elderly collected during the 1950s tell of the bustling commerce in Hekou under the Black Flags:

Baosheng’s riverbank was really buzzing with activities in those days, people would just unload goods from the boat and make trade exchanges right on the riverbank. In the night, people would just cover their goods with tarpaulin to protect against the rain. There was no worry about goods being stolen at all. Many “people from two Guang provinces” settled here to do trade.

More Guang people arrived during the Sino-French War in northern Vietnam. With formal recognition from the Qing government, Liu Yongfu formally recruited more soldiers from Guangdong and Guangxi to fight the French. When Liu finally acceded to imperial decree ordering retreat by the Qing court, his followers elected to settle in Hekou (HYZGB, 1985: 39).

Although Hekou was composed of a culturally diverse throng, the lingua franca among Black Flags soldiers was Cantonese, which was also known as Baihua [白话]. In other words, the main language heard within Hekou town itself was Baihua, amid the diversity of Tuhua spoken by Miao, Yao, Tai, Zhuang, Yi, Yunnanese, and Vietnamese living or traversing through this area. Since Hekou was governed by the Black Flags, locals literally associated Baihua as the official language of governance in Hekou; it was the “Guanhua” [官话] (Quan thoại), or “official language” during the late 19th century (Huang, 2001: 97–98). In other words, Guanhua actually meant Cantonese during this period of time.


The Sino-French Tianjing Treaty [中法天津条约] which concluded the Sino-French War stipulated a clear demarcation of sovereign boundary between Qing China and French Indo-China. Taking over government of Hekou, the Qing court reorganized the remaining Black Flags into a regular regiment to guard over the border and appointed Bai Zhixiang [白志祥], a Black Flags commander, as captain (Chen, 2001: 55). Hekou was now the official outpost of the Qing government. However, Cantonese continued to be used and seen as the official language for a while.

5. Guanhua: Chinese State Formation in Hekou

There was no formal Chinese state apparatus ordering life in Hekou before the Sino-French War. Earlier in 1743, the Qing government had merely designated some 15 border checkpoints [卡] in this region that employed locals as guards. These check points could be found in Hekou, Shanyao [山腰], Manzhi [漫止], Ma Kexi [马克西] and Nanxi [南溪], etc. It was the Black Flags, having expanded across the river to Hekou from Baosheng that ruled Hekou. In 1897, as part of a series of agreements following the conclusion of the Sino-French War, the Qing government established a Border Inspectorate [对汛督办] in Mengzi, and two deputy offices [对汛付督办], one in Malipo [麻栗坡] and another in Hekou. The Hekou deputy office was placed in charge of four sub-branches in Nafa [那发], Basha [坝沙], Laoka [老卡], and Xindian [新 店]. Each border inspectorate deputy office was placed in charge of the administration and security of its border territorial domain and oversee diplomatic matters with its corresponding offices across the border. Under the Hekou Border Inspectorate were three battalions of government troops to secure the border. Each battalion was composed of some 100 soldiers. One battalion was regularly stationed in Hekou itself and the other two encamped along the border (Huang, 1993: 127–128).

In 1914, the Kuomintang government re-designated Hekou Border Inspectorate Deputy Office [河口副督办] as the Hekou Border Inspectorate Office [河口对汛督办]. The organizational structure and responsibilities of the border inspectorate were similar to an administrative county [县] but were granted the added features of direct command of military units and responsibilities over diplomatic and border security affairs. It was an extraordinary county administrative unit located right at the border. As a result of this status, Hekou was also referred to as “xunfang” [汛防] (Border Defense) through to the 1930s. In addition, the inspectorate was also responsible for the security of railway transport between Hekou and Luogu Station [倮姑站]. Each morning, a troop of soldiers accompanied the departing train from Hekou station to ensure its safe arrival and followed the Hekou bound train that departed from Kaiyuan. In 1926, areas under the charge of the four sub-branches of the inspectorate were designated as “Special Regions” and the full title of the inspectorate became known as Office of the Hekou Special Region for Four Border Inspectorates [河口特别区四对汛督办公署]. At the same time, the town itself was elevated to the status of Hekou City [河口市] (Huang, 1993: 128–129).

Nonetheless, in the early 20th century, there was not much difference in the exterior view of Lào Cai and Hekou although one side was clearly ruled by the French and the other side by the Chinese. Albert Marie, a young French engineer traveling to Yunnan to participate in the construction of the Dian–Việt Railway, however, was sensitive to its contents.15

Last evening, we crossed the Namti [a tributary of the Red River] for Song-phong or Ho-Keou, a Chinese village close to here. To describe the town will take too long, suffice to say, we ambled for two hours through narrow streets two meters wide; they were dirty and crawling with children, pigs, chickens, and dogs. The Chinese gather around pagodas or their shops where elderly grandfathers and mothers spend the good part of the day. And everywhere endless beggars with hands held out. Then there are the wretched looking soldiers, And everywhere endless beggars with hands held out. Then there are the wretched looking soldiers, a more despicable band of pirates you won’t find, lazing in the sun in rags which are their uniforms. Some shops are clean. Their owners are rich and considered big wigs; they are unhealthily fat and puffed up with pride, with long hanging, majestic pigtails, braided with much care, which at times grace the ground. Each and everyone look at us with the most complete indifference. Only a few coolies greet us with a military salute. More friendly are the children who surround us taking our canes and looking at us as though we were animals in a zoo.16


Camping on the banks of the Namti, Albert Marie witnessed the brute force of state violence in maintaining order on the frontier.

Camped at a small spot by the banks of the Namti, a company [of soldiers] walking towards us at an acrobatic gait, yelling, and gesticulating. Leading it, two men, one supporting the other. Seeing us, they come to an abrupt halt about 20 meter from us; one of the two runners kneels, whilst the other violently tugs on his pigtail, and with a machete lopped off his head. Then, he threw it in a make-shift basket, and everyone departed at a quick march. A crowd gathered around the body, and we, shaken and sick at heart, continued on the trail … Later I was told, we had witnessed a capital execution. The poor bugger [victim] had stolen a few piasters from his master a few days before. Caught in the act, he was forced marched before the mandarin, who, invested with the powers of judge, barrister, and public defender, sentenced him to death. And, 24 hours later, there he lay without his head. Now, is that a pretty picture!

A year ago, a handful of Chinese mutinied. Rounded up, 150 were decapitated on this very spot, and by a single executioner … I see him in my mind’s eye … changing swords as each head tumbled on the bloodied ground. He spared the leader of the revolt, reserving for him another death: tied to two boards, he cut the man into 16 pieces. Such are the punishments that the mandarin metes out to all and any Chinese guilty of stealing or hitting a European. Compared to the long, drawn-out order of Dreyfus … and oh how more clever and efficient are those wily Chinese!17

As observed by Albert Marie, Hekou was by the early 20th century clearly a significant outpost of the Chinese state. Most of the governors were posted from Yunnan or Guizhou. Yunnanese was the chief language spoken by most of these officials. As a result, for about half a century until the mid-20th century, Yunnanese (or Shangfanghua [上方话]; Tiếng Thượng Phương) was applied as the official language (Guanhua) by governmental officials among a dominantly Cantonese speaking population in Hekou town as the Chinese state extended a more systematic administrative structure. Locals heading to government offices in Hekou had to bring along someone who could speak Yunnanese (Huang, 2001: 98). The emergence of spoken Yunnanese as “official language” and the widespread reference by local inhabitants of spoken Yunnanese as simply “Guanhua” marked the extent of Chinese state formation on the Dian–Việt frontier.18

6.  Little Hong Kong of Yunnan

Although governed directly under Yunnan province, Hekou stood out as a predominantly Cantonese speaking town characterized by sociocultural traits distinctly different from the rest of the province. It soon came to be called Yunnan’s “Little Hong Kong” [小香港] for three reasons: its international port status, the opium economy, and its strong Cantonese society and culture (Huang, 2001: 99).

6.1. International commercial port

The French realized their dream of opening a back door to China with the signing of the Sino-French Commercial Clauses [中法商约] in 1887, which established Mengzi as a commercial port [商埠]. On August 25, 1889, Mengzi formally opened the main international customs station in Yunnan at the western gate of the citadel, a branch station at the river port town of Manhao [蛮耗], and a customs checkpoint in Hekou. From a border town, Hekou quickly expanded into a major trading town, especially after additional clauses to the Sino-French treaty was signed in 1895 [中法续议商约专条, 光绪二十一年], which designated the town as a full-fledged commercial port [商埠]. The French were granted extra-territorial rights and established a consulate office in Hekou to facilitate the increasing cross-border trade and to oversee diplomatic relations between Yunnan and French Indo-China. Hekou was further designated as the seat of the border government office, which elevated the status of the border town (Li and Mei, 1993: 7–8).

When Dian–Việt Railway was under construction, it was said that on a daily basis, “some three hundred large junks and one thousand river boats, and thousands of horses, transited like trail of ants” [大船三百小 船千艘, 驮马上千, 往来如蚁] through Hekou (HYZGXBW, 2008: 118). After Dian–Việt Railway came into operation in 1910, All railway passengers exiting Yunnan, with the exception of those who boarded at Yunnan Fu [云南府] or Bisezhai [碧色寨], and entering Yunnan via the railway had to make their customs and immigration declaration at Hekou. Hekou was now a bona fide international commercial port. As result, Hekou became a strategic location for Vietnamese, French, Japanese, American, British, and other European companies to set up offices, giving the town a significant cosmopolitan outlook on top of its dominant Guang sociocultural traits. Hekou further rose to become a thriving international commercial town in the backwaters between China and French Indo-China.

6.2. Opium economy

Opium poppy was widely cultivated in the hills of Yunnan, making it one of the key supply regions for this commodity across Asia. The Qing government sanctioned the export of opium, making it a taxable commodity as well as a lucrative trade for the businesspeople well connected to its consumption networks. Cantonese (also called Guang or Yue) merchants [广商, 粤商] quickly rode the opium commodity boom of the late 19th century and established themselves at Hekou, using their strong social networks in Haiphong and Hong Kong to organize the transport of opium back into mainland China. Even when the French banned import of opium into Indo-China in 1909, it did not diminish the opium trade in Hekou, which had become the “opium capital” in this southern gateway of Yunnan province. Guang merchants organized themselves into “opium gangs” [烟邦] to cope with the challenges of this trade. They sent the trade underground through illicit means such as nocturnal stealthy crossings of the river into French Indo-China territory, using mountainous routes via small-scale horse caravans, and bribing custom and railway officials on French Indo-China territory (Huang, 2001: 99–100).

The opium economy transformed the urban landscape of Hekou. Large trading houses [商号] emerged in Hekou, making it a bustling commercial town. Even the Hekou Border Inspectorate Office was dependent on opium tax for its regular budget to run the office. When the Kuomintang government began introducing measures to prohibit the cultivation and trading of opium in Yunnan province, Hekou Border Inspectorate Office could only merely regulate, rather than prohibit altogether, the cultivation of opium in the territories under its charge; it was too lucrative as a source of revenue for the officials to implement the ban (Huang, 1993: 131–133).

When construction work began on the Dian–Việt Railway, a significant portion of the workers who arrived in Hekou also originated from Guangxi and Guangdong.19 In 1908, after a massive flood in Hekou washed away the market on the banks of the river. Xu Defen [许德芬], chief of Hekou Border Inspectorate Office recruited several hundred skilled workers from the Guang provinces to expand the town into the neighboring foothills. This new expansion of the town would later be named “Defen Street” [德芬路] in honor of his contribution in developing Hekou town. All these migrant workers from the Guang provinces found a strong sense of affinity with the town because of the large Cantonese population and settled down in Hekou. Bringing with them a diverse variety of professional and livelihood skills, these new batches of settlers in the early 20th century brought different dimensions to the humanscape of opium dens, brothels, wine-houses, trading houses, and gambling dens that defined Hekou as a commercial port powered by the opium economy in the immediate decade after the Sino-French War (Li et al., 1990: 237–238).

As the population grew and diversified, Chinese medicinal halls, schools, restaurants, markets, ancestral halls, temples, and grassroots associations sprouted in Hekou. Membership records of the Hekou Commerce Association in 1930 show that of the 80 registered members, there were 27 provision shops, 12 traditional fabric shops, 6 cotton fabric shops, 6 traditional herbal medicinal halls, 8 hotels, 7 mountain commodities shops, 3 pawn shops, 2 jewelry shops, 2 rice shops, 1 photography shop, and a mix of other businesses in the town (Huang, 1999a: 27–29). In the early decades of the 20th century, it was said that the central market on Defen Street saw a daily crowd of 3,000–4,000 people, selling up to 30 pigs worth of pork and up to 6 cows of beef. Following the afternoon break, the night market would come alive as street food sellers gathered and set up shop to cater to the resident population and the large volume of travelers and traders passing through the town (HYZZBW, 2016: 281).


6.3. Cantonese society and culture

With the rising number of Guang people and businesses in Hekou, these settlers came together to establish the Association of People from Two Yue Provinces [两粤同乡会] and Two Yue Chamber of Commerce [两粤 商会].20 While the Qing government established the Hekou Border Inspectorate Office to oversee diplomatic and border defense matters, this office was not fully tasked to oversee other civil matters, and neither did it possess the resources to oversee an increasing array of civil issues in the booming town. The Association of People from Two Yue Provinces took on the responsibilities of helping new migrants settle down and find jobs. For those who wished to return home, or ran into difficulties, the association provided financial aid or helped to resolve their difficulties. The Two Yue Chamber of Commerce built a Guandi Temple [关帝庙], which housed the deity Guangong [关公], commonly worshipped by people from the Guang provinces. The temple also served as the office for the Association of People from Two Yue Provinces.

At the same time, the Chamber of Commerce also engaged martial arts masters from the Guang provinces to help train the town’s youths and to establish security patrols to oversee social order in the town (He, 1990: 190–192). Soon after the formation of the republic in 1911, Hekou Chamber of Commerce built the first public hospital in the town, namely Tian Nan Hospital [天南医院]. Tian Nan Hospital offered both western medical practice and traditional Chinese medicine practice. Besides providing walk-in clinic services, the hospital had one big ward and three wards with a bed capacity for 15 patients (Liao, 1990: 178–179). In 1921, Hekou Chamber of Commerce gathered its members to raise funds and set up the Han Guang Electrical Light Company [汉光电灯公司] so that Hekou did not have to purchase electricity from the French in Lào Cai to light up the town (Huang, 1990: 172–177).

Hu Daowen [胡道文], the 35th chief of Hekou Border Inspectorate declared in 1939, “Hekou (town) is essentially a colony of people from “Two Guang.” In Hekou town, Baihua (Cantonese) was used at home, in the market, for socializing, and even as the medium of instruction in the school established in 1911 by the Guang community. Despite directives from the Yunnan provincial government instructing the school to use Yunnanese, which was referred to as Putong Hua of the province then, Cantonese remained the chief medium of instruction. During the first half of 20th century, most of the town’s inhabitants were not conversant in Yunnanese (Huang, 2001: 97–98). When communist cadres originating from Yunnan and other provinces arrived to liberate Hekou in 1950, they faced tremendous linguistic difficulties communicating with the locals (Xia, 2001: 24–25). Although Hekou was “peacefully liberated” [和平解 放], communist cadres found it hard to win over the locals, often encountering the following phrases, “m’sek theng, m’sek gong” [莫希厅, 莫希 杠] (唔識聽, 唔識講) being Cantonese for “don’t understand and don’t speak” when they tried to communicate the party’s policy in Yunnanese and Mandarin.

Indeed, flipping through the pages of local history contained in the Cultural and Historical Resources of Hekou (Hekou Wenshi Ziliao [河口 文史资料]) volumes, one is quickly reminded of the deep-rooted Guang [广] culture that once dominated the town and its immediate vicinity. Hekou was famous for roast pork [烧猪肉], a traditional Cantonese dish commonly found in Guangdong, Guangxi, and Hong Kong (Huang, 1999b: 36–37). Roast suckling pig was said to have arrived in Hekou during late 19th century, when the Black Flags settled in the Baosheng– Hekou area. Among the Guang people, roast pork is a traditional ceremonial food required for important occasions such as weddings, memorials, and any other important events such as opening ceremonies. In Hekou, the Association of People from Two Yue Provinces was known to have annually ordered and brought along roast suckling pigs as ceremonial offerings at the tomb sites during Qing Ming Festival [清明节], which was then enjoyed by all participants after completing the “sweeping the grave” [扫墓] ritual. Accordingly, there were two really famous roast pork shops in Hekou, namely Yipingxiang [一品香], which opened around 1918 and Panyouji [潘友记], which opened later. Both shops were opened by the Pan [潘] brothers. This traditional Guang cuisine in Hekou continued to survive through to the 1960s, when local chef Lin Huaqin [林华卿] was even invited to Kunming to share his culinary art.

Hekou was also known to house a number of Cantonese traditional medicinal halls operated by skilled herbalists originating from Guangdong and Guangxi (Huang, 1999c: 30–31). Some of the famous shops included Guanghe Tang [广和堂], Yousheng Tang [佑生堂], Baofeng Long [保丰隆], Guangji Tang [广济堂], and Wancao Tang [万草堂]. Of these Guanghe Tang is remembered as the most prominent traditional medicinal hall. Each medicinal hall typically carried up to 300 types of herbs sourced from Hekou region, Yunnan province, and imported from other provinces in China and French Indo-China. Beside selling medicinal herbs, these shops also produced their own processed traditional Chinese medicines [中成药] based on traditional family recipes. Usually, a traditional Chinese medicine practitioner [中医师] would be based in the medicinal hall to help patients diagnose illness and prescribe the necessary herbs or medicines. In this sense, each traditional medicinal hall was essentially a one-stop clinic cum pharmacy.

7.   “Southern Accents and Northern Tones”  [南腔北调]: Hekou after 1949

When the south-west [西南] (Yunnan–Sichuan–Guizhou) of China became the main holding ground for the Kuomintang government during the Sino-Japanese War, people of more diverse origins also began arriving in Hekou. With the formation of the People’s Republic of China, large numbers of newcomers from inland provinces, in particular agricultural migrants, relocated to Hekou. Following the establishment of the Directorate of Yunnan Agricultural Pioneering, Central Forestry Department [中央林业部云南垦殖局] in 1953, Binlang Zhai [槟榔寨], Dongping [洞坪], and Basa [坝洒] in Hekou were selected as sites for three agricultural pioneer fronts [垦殖场]. In 1953, 1,062 agricultural migrants from elsewhere were sent to Hekou to pioneer these plantations. In 1958, 800 demobilized soldiers were posted to Hekou to join the pioneer fronts. In 1961, a further 5,321 peasants from Hunan arrived in Hekou to participate in this ambitious agricultural pioneering program. By the end of 1961, some 13,000 agricultural migrants from elsewhere had arrived in Hekou (Chen, 1990: 81–82).

During the Cultural Revolution, thousands of intellectuals and youths from Shanghai, Beijing, and Sichuan also arrived to settle in Hekou as part of the “to the mountains and into the villages” [上山下乡] movement (HYZGB, 1985: 6). However, most of these migrants returned to their home provinces after the Cultural Revolution ended. Between 1969 and 1971 alone, some 7,600 educated youths were sent to the agricultural pioneer fronts and mountainous villages in Hekou. By 1987, there was a total of 25,595 people living and working in various agricultural pioneer fronts in the Hekou area, planting rubber, commercial forests, and other tree crops established by the government (Chen, 1990: 82–84).

After liberation, Baihua was no longer the predominant language spoken in Hekou city. A good variety of accents and dialects had appeared in the decades after liberation, one could commonly hear Szechuanese, Zhejiang, Guizhou, and Hunan dialects. At the same time, as a result of the PRC’s ethnic policies, minorities such as the Yao and Miao, previously only inhabiting the hills, began moving into Hekou city and other towns in the county in order to pursue education and take up employment. In the words of Huang (2001: 101), Hekou was filled with “southern accents and northern tones” [南腔北调]. As more people from Yunnan, especially from Honghe Prefecture arrived in Hekou, the Honghe dialect became the lingua franca in Hekou. At the beginning of the 20th century, Baihua was the lingua franca of Hekou, and spoken Yunnanese was referred to as Guanhua, or the “official language.” From the late 20th century onward, Yunnanese, the former “official language,” was effectively the lingua franca in Hekou, and Putong hua [普通话] (Mandarin) became the “official language,” Guanhua.

8.  A “Vietnam City” in China

In 1993, the Hekou–Lào Cai border crossing officially reopened following a 14-year long blockade in the trough of Sino-Viet relations. This marked the beginning of a new transborder era for the city (Fan et al., 2006: 314–315). Trade between locals in Hekou and Lào Cai had already informally resumed as early as 1986, when political and military tensions between China and Vietnam gradually relaxed following military clashes in the China–Vietnam Border War in 1979. Rowing small boats across the river and hiking across the border via isolated mountain trails, locals began bartering and trading with one another when fighting basically ceased after the mid-1980s. Instead of clamping down on these activities, provincial governments on both sides attempted to regulate these small-scale transborder trade by informally designating specific sites as border markets although diplomatic relations had yet to resume by both countries. At these designated border markets, locals could trade for clothes, medicine, salt, sugar, household utensils, and other household needs. By the early 1990s, provincial authorities on both sides had begun to formally facilitate small-scale border trade even though diplomatic ties between China and Vietnam had yet to be resumed.

After the border crossing was officially reopened, Hekou was designated as an “open border port” [边境开放口岸] by the Chinese State Council and as such, enjoyed favorable treatment as a Special Economic Zone (Fan et al., 2006: 315). Both China and Vietnam have since taken steps to further promote border trade. For example, Lào Cai and Yunnan have since 2000 taken turns to organize an annual Border Trade Fair [中越边境经济贸易交易会] that hosted Vietnamese, Chinese, and even Thai and Korean businesses. According to Zhang (2017: 212), this is a high value event where lucrative contracts are signed. It is worth nothing that in 2018, the two-way trade between China and Vietnam was worth about US$ 66 billion in the first half of the year alone21 Today, Vietnam has grown to become one of China’s largest trading partner among the ASEAN countries.

Over time as transborder commerce between Lào Cai and Hekou grew, Chợ Việt Nam [Vietnamese Market], mentioned at the beginning of this chapter, emerged in Hekou. Located just a five-minute walk away from the China–Vietnam border gate, Chợ Việt Nam was literally just a clustering of shops in a simple complex of three-storey buildings offering cuisine, commodities, and services from Vietnam (Chan, 2005a: 206). According to Zhou and Hanh (2012: 85), a good number of Vietnamese shop operators on the ground floor came from Vĩnh Phúc, a province located in the northwestern end of the Red River Delta.

As one walked toward the market, the sound of Vietnamese language gradually infiltrated the air amidst spoken Mandarin and Yunnanese, and the numbing aroma of mala [麻辣] gave way to the pungence of fish sauce in a sautéed stir fry dish, subtle aroma of bánh cuốn being steamed, and phở broth being boiled. Chợ Việt Nam was indeed the place to sit down and eat Vietnamese food cooked by Vietnamese vendors. A scene at the market familiar to anyone from Vietnam would be the women who crossed the border from Lào Cai every day to come to the market and walked along every floor of the buildings to sell snacks, fruits, and drinks packed in plastic cups (Zhou and Hanh, 2012: 85–86). Over time, Chợ Việt Nam grew to become the primary place for locals and visitors to purchase all kinds of souvenir goods originating from Vietnam (and China as well): handicraft art works and candies from Vietnam, condoms and sex toys from China, and in particular, the popular made-in-Vietnam Bitis slippers.

But Chợ Việt Nam was more notoriously known for its activities on the second and third floors, which housed small rooms and massage parlors rented out to Vietnamese sex workers who came from different parts of Vietnam (see Zhou and Hanh, 2012; Zhang, 2012). According to Chan (2005a: 206), some of these rooms were managed by Vietnamese women who were sex workers but had found Chinese lovers. Most of the rooms rented by the Vietnamese sex workers, however, were owned by Chinese men. Not all the rooms were rented out as sex parlors. There were also simple hair-salons that provided shampoo service and haircuts for both sex workers and male visitors to the market. After sundown, Chợ Việt Nam literally lit up Hekou City.

Jinming [金明], Lihong [利宏], Xinsheng [興盛], and Yangguang [陽光] were the big four registered business units that operated the main shops or sublet the smaller shops fronts in Chợ Việt Nam. In particular, locals called Yangguang Sino-Việt Border Trade Shopping Centre [陽光 中越邊貿商場] as “Market One,” and Hekou Jinming Border Trade Shopping Centre [河口金明邊貿商場] as “Market Two.”22 On March 25, 2016, Hekou city government ended the business licenses of these four registered business units on the pretext of “safety violations, unhygienic practices, and outmoded business functions” and moved all shop operators to the newly built China–Vietnam City [中國-越南城].23 By the time of its relocation, Chợ Việt Nam was said to have been in existence in the old location for close to two decades.

Hekou today is noted as the city in the backwaters of China thriving with the sound of spoken Vietnamese and Vietnamese fruits, delicacies, and commodities. Vietnamese traders, small and big, cross the border in large numbers everyday. Yet, to be able to do business, earn a living through employment, illicit or licit, Vietnamese still have to be conversant in Putonghua, and better still, Yunnanese. Chan (2005b: 217–224) notes during her research in the early 2000s, many Việt–Kiều who had returned to Vietnam during the breakdown of Vietnam–China relations were able to use their bilingual ability and understanding of both cultures to fully benefit from the new transborder business opportunities. Many also began to gain employment across the border in Hekou and beyond.

Ethnic Vietnamese are not the only ones participating in the new transborder economic relations. An ethnic Phù Lá (Bula in Chinese) from one of the rural districts of Lào Cai whom Professor Nguyễn Văn Chính and I met during a field visit in 2018 basically makes his living in Hekou. While at home, many ethnic Vietnamese have mistakenly thought the Phù Lá speak their ethnic mother tongue, in fact they speak mainly Yunnanese. This young man is totally fluent in both Putong Hua and Yunnanese. He is linguistically advantaged to earn a living through employment or run a small business in Hekou. He is also identified as an ethnic Bula, which is one of the local ethnic groups in Hekou. And he is not alone.

Viewed as sensitive security information, official statistics of the number of Vietnamese active in the border city are difficult to obtain from either side of the border. At present, there are four groups of Vietnamese citizens of various ethnicities working, doing business, carrying out small scale trade, or living and working in Hekou. Following the 1979 border war, a small number of Vietnamese citizens who could not or did not return to Vietnam stayed behind. Descendants of this group of migrants are now well integrated with the local community. There is a small number of Vietnamese citizens, only around 100 people, who managed to obtain official employment permits through a “labor export” agency. These permit holders are working for companies based in Hekou. There are, however, many who worked in Hekou and even areas beyond the border city without official permits. These are what Vietnamese officials called lao đồng chui (“sneaky” labor), who crossed the border taking up irregular employment in the city and in the farms. With the outbreak of COVID-19 pandemic, more than 1,000 of such Vietnamese laborers were repatriated by Hekou city in February 2020. On a daily basis, thousands crossed the border, legally from Lào Cai border gate and illegally along the border to enter Yunnan to trade, deliver and fetch goods, study, do odd jobs, and even employment.

Gone were the days when Hekou was a sociocultural domain of the Guang people, although it remains distinctly in the cultural memory of the city. Nonetheless, the sociocultural diversity of this exceptional border city persists, albeit with an added new dimension: Vietnamese, including ethnic Kinh (Việt), ethnic Hoa (people of Chinese origins), and other ethnic minorities from Vietnam, making a living in Hekou. The old Chợ Việt Nam, once known for its notorious sex industry filled with young Vietnamese girls, have since been removed from the old city quarters. In the form of the new China–Vietnam City in the quarters of the expanded city, things “Vietnam” are now formally an institutionalized aspect of Hekou City. Hekou’s once seedy image is also less conspicuous than before.

9. China on the Ground at the Border

By tracing this historical-geography of Hekou, we are reminded that the transborder node possesses a lot more diversity that challenges any uncritical conflation of territorial boundary with an un-complex socio-cultural monolithic assumption of “Chineseness” on the ground. This dynamic sociocultural diversity has been constantly shaped and reshaped by changing interconnectivity attributed to the Dian–Việt Railway Corridor and Chinese state formation. The transformation of Hekou over time demonstrates that the Dian–Việt Railway Corridor has never been a uni-directional conduit projecting the influence of one powerful actor across the border. The corridor serves traffic downstream and upstream, while particular nodes pull and radiate in different directions. That was how Hekou came to be a Cantonese enclave and major commercial center that earned its nickname of “Little Hong Kong” in the early 20th century. Chinese state formation after 1949, through a mix of internal migration and strengthening of the governing machinery, has thinned out the Cantonese heritage. However, a different sociocultural undercurrent emerged as transborder connectivity between Lào Cai and Hekou gradually resumed and China’s economy grew.

We encountered a most thought-provoking poster at the new North Hekou Railway Station [河口北站], the end station for the new Kun–He Railway Line. Right outside the station was a huge standee poster advertising a weekend holiday to Sapa (Lào Cai) in Vietnam. It declares:

A Weekend Retreat: Sapa in Vietnam. You can leisurely travel out of the country with valid identification papers.


“Sapa” is a place filled with stories. With a camera in hand, explore the winding streets and alleys, capture with intricate details the beautiful heritage buildings in Sapa — its color, distinctive corners, and roofings — the classic European small town architecture brimming with French finesse and filled with countless stories.

Below the narrative lies information for tour packages of one-day and two-day tours, with prices beginning from 480 RMB if departing from Hekou or 600 RMB if coming from Kunming. Most notably, it illustrates a seamless line along the new Kun–He Railway through to Lào Cai and Sapa, indicating the stations in Yunnan with “star” symbols and the stops in Vietnam with “square” symbols; there is no boundary separating the experience. It is tempting to see this as a conduit bringing China into Vietnam. But it also says that Vietnam has arrived in China. Or perhaps if Hekou is indeed a key node of interconnectivity along the Dian–Việt Railway Corridor then instead of asking if this is where China ends or begins, we need a radically new spatial imagination for the era of belts and roads.
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Chapter 12

Myanmar: A Strategic Partner in China’s Belt and Road Initiative

Jean-Pierre A. Verbiest and Tin Htoo Naing

1. Introduction

Since the early 1990s, regional cooperation has considerably evolved in Asia, and in Southeast Asia in particular. Integration within the Association of Southeast Asian Nations (ASEAN) has matured with the establishment of the ASEAN Economic Community (AEC) in 2015 and the adoption of the ASEAN Economic Blueprint 2025 at the December 2015 Kuala Lumpur ASEAN Summit (2015). At the subregional level, cooperation under programs such as the Greater Mekong Subregion (GMS) coordinated by the Asian Development Bank, the Bay of Bengal Initiative for Multi-Sectoral Technical and Economic Cooperation (BIMSTEC), the Ayeyawady–Chao Phraya–Mekong Economic Cooperation Strategy (ACMECS), the Mekong–Japan Cooperation program, the Mekong–Korea Comprehensive Partnership for Mutual Prosperity program, the U.S. Lower Mekong Initiative and the Lancang– Mekong Cooperation — initiated by the People’s Republic of China (PRC) in 2015 — has steadily expanded and broadened.

Under all these Southeast Asia cooperation programs, some regional transport and economic infrastructure is being built, notably under the GMS program. However, the Belt and Road Initiative (BRI), a worldwide targeted initiative sponsored by the PRC, is meant to become by far the largest and most comprehensive cooperation program targeting infrastructure and economic development in Southeast Asia.

In spite of its strategic location and its vast resources, a long period of political and economic isolation has prevented Myanmar from benefiting significantly from increasing cooperation in Asia and ASEAN until the end of the first decade of the 21st century. With the opening of its economy and the adoption of an extensive political, social, and economic reform program starting in 2011 and the re-engagement of the country with the international community, Myanmar is now in a position to fully benefit from the increasing regional cooperation to accelerate the country’s development.

Because of geographic proximity and historic bonds, Myanmar has always had close links with China, including during the country’s economic and political isolation during the second-half of the 20th century. A so-called “Pauk-Phaw” friendship program — fraternal friendship in English — established in 1948 just after independence and the “Five Principles of Peaceful Co-existence” agreed on in 1954 — also involving India — have been at the center of Myanmar–China relations up till today. Trade links have always been strong even during the period of the international economic embargo of the 1990s and the early 2000s. Notably, during the Second World War, the country was an important supply base for the Chinese army, including through a road linking India to China in the north of the country.1 The political and economic reforms undertaken since 2011 now place the country in a much more favorable position to benefit from the China-funded BRI.

This chapter is organized as follows: Section 2 of the chapter gives a geostrategic and economic perspective of Myanmar from a regional point of view. Section 3 looks at the Myanmar–China multisector connectivity and the BRI. Section 4 raises a number of issues of particular concern in the Myanmar–China BRI cooperation.

2. A Geo-Strategic and Economic Perspective

Looking at the country from a regional perspective, Myanmar has tremendous domestic advantages and assets that it can draw upon to enhance its regional role and linkages. Few countries in the world possess such advantages. This has historically been well recognized but obviously not been taken advantage of over the past five decades due to political and economic isolation.

Myanmar’s advantages have been highlighted in several recent studies. First, for the purpose of this study, the main feature worth emphasizing is the unique geographical location of the country abutting the two most populous countries in the world, China and India, and one of the most dynamic subregional economic groupings, ASEAN, through its borders with Lao PDR, and Thailand (ADB, 2014a; OECD, 2013, 2014).2 The development of cross-border transport corridors linking Myanmar to its neighbors — India, China, and Thailand — are priorities so that the country can benefit most from regional cooperation and integration (ADB, 2016). Currently, Myanmar’s connectivity with regional and global markets is mainly through maritime routes out of the congested Yangon port. The country also has a border with Bangladesh which is however mostly closed due to security issues in the Rakhine state of Myanmar. The original main Asian Highway AH1 crosses Bangladesh and is by far the shortest land connection to Kolkata and the Indian market.

Myanmar is thus at the crossroads of markets, representing more than two billion people, which are projected to be the most dynamic in the world over the next decades. Myanmar is the “logistics center” connecting these markets and can therefore play a major role in the expansion of trade and investment in the Asian region. Looking beyond South Asia, Myanmar also offers the closest maritime link for China, Lao PDR, and Thailand to the fast expanding markets of the Middle East and Africa.

Second, Myanmar is fortunate to have many domestic features, which reinforce its strategic logistic location. Myanmar has a sizable trainable young population that can support industry development while also creating a growing domestic market. Labor costs are among the lowest in Asia. This is particularly important as wages are increasing in two of its immediate neighbors, namely PRC and Thailand. Myanmar is also well known for its abundant natural and agricultural resources. Because of diverse topography and ecosystems, Myanmar can produce a wide range of cereals, pulses, horticultural products, and fruits, as well as livestock and fishery products. It has plenty of fertile land suited for agriculture.


About 45% of the land is covered with rich forests (Findlay et al., 2015). Renewable water resources are abundant with the country ranking 14th in the world in terms of water availability, well above its two largest and populous neighbors, India and PRC. In theory, the hydropower potential of the country is huge, estimated at about 100,000 megawatts3 — but much less than half could be developed due to major environmental and social concerns. The country has a rich and very diverse endowment of minerals resources, including gems and precious stones. Finally, it has proven natural gas reserves of about 10 trillion cubic feet — the fifth largest in ASEAN — and oil reserves of about 3.2 trillion barrels. Proven natural gas reserves are “modest” even in regional terms — natural gas reserves are significantly larger in Brunei, Indonesia, Malaysia, and Vietnam. However, large areas of the country, particularly offshore — geological areas with strong potential — have never been surveyed and explored. A U.S. Geological Survey analysis for instance estimates that technically recoverable natural gas reserves could amount to about 79 trillion cubic feet, in addition to current reserves. This would put Myanmar’s natural gas reserves in the 12th position in the world, larger than Malaysia today (Verbiest, 2014).

The country’s remarkable resources endowment, combined with its strategic location and relatively large domestic market makes it highly attractive for FDI, and for participation in regional and global value chains.

A particular feature of Myanmar is its ethnic diversity — the country comprises about 135 ethnic groups. Most of the ethnic minorities live in the periphery of the country, close to the borders. The incidence of poverty is much higher in these areas. Until the start of the political and economic reforms in 2011, conflicts in the ethnic areas were a major obstacle to the country’s connectivity with neighboring countries as well as to the development of legal trade. Border trade, however, flourished. Although some progress has been made in negotiating a national peace agreement since 2013, the situation in several ethnic border areas remains sensitive and volatile, and some armed conflicts remain notably in the areas bordering China and in the Rakhine State. It is therefore imperative that detailed conflict analyses are undertaken for regional connectivity projects and associated development programs, including the creation of new businesses in the ethnic minority areas, so that benefits are understood by and shared with the local communities. Such analysis should be done at the strategic, regional, sector and project levels (SIDA, 2006). In a post-conflict context, strong engagement with the local communities is particularly important to involve them in the creation of new businesses and for a good understanding of the environmental and social impacts of projects. Provided a thorough conflict analysis underpins domestic and regional programs and projects, a huge opportunity exists in turning improved connectivity with relatively higher income neighboring countries, cross-border economic developments, and regional cooperation into powerful tools to reduce poverty in Myanmar’s ethnic areas. This in turn would support the peace process. Incorporating detailed and effective conflict analyses in most BRI projects will thus be critical for their success.

3. Myanmar–China Multisector Connectivity

3.1.  China–Myanmar connectivity before BRI

Transport: For China, the importance of transport and trade connectivity with Myanmar has historically been very important, well before President Xi Jinping of China launched the BRI in 2013.

The GMS Northern Corridor road links Kunming (China) to Ruili (China border) and Muse (Myanmar border), and then onward to Mandalay, Sagaing, Monywa, Kalewa, Tamu (Myanmar border)-Moreh (India border)-Imphal (India) and finally onward up to Kolkata (Figure 1). From Mandalay to Kolkata, the corridor is part of one branch of the Asian Highway 1 (AH1) and from Mandalay to Muse, AH14 (ADB, 2016).

From Mandalay, the eastern side of the Northern Corridor linking to Muse and Ruili in China is a bustling main trade route in spite of traffic congestion and poor condition of most parts of the road across difficult mountainous terrain. Over 1,000 trucks use the road daily, some for re-export to India and Bangladesh. In Muse, a border economic cooperation zone is being developed involving some processing of products being exported to China and some Chinese investment in manufacturing. With some of the manufacturing hubs in China relocating westward in the country and away from China’s eastern ports, the Mandalay–Muse–Ruili– Kunming road and indeed the whole Northern Corridor have the potential to become an extremely attractive trade route in the future for Chinese exports to Myanmar and South Asia, compared to the maritime routes through the Straits of Malacca. Starting in 2016, India has also been upgrading parts of the western side of the Northern Corridor linking Mandalay to Kalewa and Tamu. These are priority BIMSTEC projects (ADB, 2014b). This road is also part of the India–Myanmar–Thailand Trilateral Highway.4 The upgrading of the Mandalay–Monywa–Yagyi– Kalewa–Tamu–Moreh road will put Mandalay about 8–10 h away from Imphal in India. It is the preferred alignment for the Northern Corridor, also overlapping with BIMSTEC priorities.
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Figure 1: Myanmar Priority Transport Corridors

Source: ADB, 2016.


The upgrading of parts of the Northern Corridor has now been included under the BRI projects for Myanmar. Parts of the Northern Corridor also relate to an initiative started in the late 1990s, namely the Bangladesh–China–India–Myanmar Economic Corridor (BCIM). BCIM is a multimodal subregional cooperation track II dialogue which is discussed at an annual BCIM Forum (ADB, 2015). Little concrete progress has however been made on BCIM due to a lack of political commitment as well as divergent views about BCIM between India and China. Interestingly, at the second BRI Forum in April 2019, BCIM was no longer mentioned as one of the BRI corridors, mainly because India — which did not participate in the Forum — objects to the China–Pakistan Economic Corridor.

Energy: In the energy area, Myanmar not only plays a major role in ASEAN’s energy security but it also plays a key strategic role in China’s energy security. Indeed, China has long been worried that most of its energy supplies of oil and gas transit through the narrow waterway between Malaysia and Indonesia — the Strait of Malacca — which could easily be closed. In 2009, China’s and Myanmar’s state-owned energy companies, China National Petroleum (CNPC) and Myanmar’s Oil and Gas Enterprise (MOGE) signed a US$ 2.54 billion agreement to build dual oil and gas 800 km long pipelines from the oil and gas terminal deep-sea port built by China at Kyaukphyu on the northwestern coast of Myanmar–Rakhine State to Ruili and China’s Yunnan province and linking further to China’s gas and oil pipelines network (Figure 2). The oil pipeline is capable of carrying 440,000 barrels of oil per day to China — 22 million tons per year or about 10% of China’s oil imports in 2010. It was completed in 2014 but became however operational only in 2017 due to disagreements between the governments on transit fee.
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Figure 2: Myanmar Oil and Gas Pipelines to China

Source: Deepresource.wordpress.com.

The gas pipeline — 793 km in Myanmar and 1,727 km in China — started operations in mid-2013 and transports 12 billion cubic meters of natural gas per year to China or about 5% of China’s natural gas imports. The natural gas comes from the offshore Shwe gas field in the Bay of Bengal in Myanmar. Myanmar is entitled to 10% of the resources transported, 2 million tons of oil, and 1 billion cubic meters of gas. The gas is used to feed a new power plant close to Mandalay. These facilities are obviously major strategic developments for China and highlight the strategic role of Myanmar in the region. The oil and gas pipelines cross some areas of Myanmar where ethnic conflicts have been ongoing, notably in the northern Shan state bordering China. There is therefore huge pressure on Myanmar, and at the same time on China, to keep the ethnic conflicts in the northern Shan state under control to ensure the safe operations of the strategic pipelines.

Hydropower: Natural gas and overland oil and gas pipelines are not the only reasons for Myanmar to be of strategic importance to China under BRI. Indeed, China could benefit hugely from the enormous hydropower potential of Myanmar, and not surprisingly China has invested over US$ 7 billion in hydropower projects in Myanmar over the past 15 years.5 Some hydropower generated electricity is exported to China. About 8 dams were completed since 2008, three larger ones mainly built and financed by China — 600 MW Shweli 1 Dam, 240 MW Dapein 1 Dam, 790 MW Yeywa Dam — and 5 small dams with total capacity of 293 MW. Shweli and Dapein export most of their electricity to China. However, the most high profile hydropower project planned by China over the past decade is the Myitsone dam on the Ayeyarwady River in northern Myanmar. China invested significantly in the preparation of the construction. The project faced heavy criticism over its environmental and social impact, and, in spite of strong pressure by China, then President U Thein Sein suspended the project in 2011. The project has since remained suspended. Chinese and some Thai companies also started the initial developments of other hydropower projects over the past 10 years including the 7,110 MW Mongton dam (Upper Salween/ Thanlwin river close to the border with northern Thailand), the 1,400 MW Kunlong dam (Salween river), the 1,360 MW Hatgyi dam (Kayin State), and the 1,200 MW Naungpha dam projects. Most larger hydropower projects financed by China or Thailand are either on hold or subject to further extensive environmental and social impact evaluations. The pressure on Myanmar to restart or complete some of these projects remains however strong in spite of wide opposition from local people and international experts.

As shown previously, well before the BRI concept was announced in 2013, because of its strategic location and its abundant natural resources, Myanmar has benefited from substantial Chinese investments in regional infrastructure and in production over the past decade. Trade links have also grown rapidly.

3.2. Myanmar–China relations under BRI

Myanmar officially became a major partner in the BRI when the State Counsellor Daw Aung San Suu Kyi attended the first BRI Forum in 2017. This was followed in 2018 by a number of senior officials’ meetings, both in Myanmar and China, leading to the signing in September 2018 of a major Memorandum of Understanding (MoU) for the China–Myanmar Economic Corridor (CMEC). The CMEC stretches over 1,700 km linking Kunming and the Yunnan Province of China to Myanmar’s second largest city Mandalay, where it splits in two, southward to Yangon, the commercial capital, and westward to Kyaukphyu on the Bay of Bengal in the north of the Rakhine state.

The CMEC MoU was followed by a related agreement to develop a deep-sea port and a SEZ at Kyaukphyu signed between the Myanmar’s Kyaukphyu SEZ Management Committee and China’s CITIC Consortium on November 8, 2018. The CITIC consortium will hold 70% of the shares while the Myanmar government and 42 domestic companies will own the remaining 30%. The CMEC and the Kyaukphyu SEZ are flagship BRI projects and key components of the BRI’s 21st Century Maritime Silk Road. They are of considerable economic and strategic importance for China and the development of the Yunnan province in particular. For China, the link to the Indian Ocean cuts about 5,000 km of travel distance for shipments to and from Africa, West Asia, and South Asia. Importantly it allows to bypass the Malacca Straits.

To review and approve the BRI projects proposed by China, the Myanmar government has set up a BRI steering committee chaired by the State Counselor Daw Aung San Suu Kyi and comprising 25 members including 18 Union ministers, 5 chief ministers (Kachin, Mandalay, Rakhine, Yangon, and Shan), the permanent secretary of the ministry of foreign affairs and the chairperson of the Nay Pyi Taw Council. The Myanmar Investment Commission must clear the projects. The government has also announced that projects must be in line with the Myanmar Sustainable Development Plan (MSDP) drawn up by the current NLD government to guide the development of the country (Ministry of Planning and Finance, 2018). The MSDP is a well thought out development strategy but lacking details on actual implementation. No masterplan to implement the CMEC has been developed so far and no dedicated technical institution monitoring implementation has been set up. Given potential financing issues linked to the implementation of the BRI projects, there is also a need to define a clear overall debt policy for the country. Myanmar’s external debt is estimated at US$ 10.2 billion, 40% of it owed to China. The government has indicated that public–private partnership (PPP) arrangements would be preferred for the financing of Myanmar BRI projects and that, if loans are involved, the government would seek the lowest interest from competing sources. Furthermore, projects should be attributed by competitive open bidding.

Following the signing of the CMEC MoU in September 2018, preparation of a number of projects were initiated. Further agreements were signed at the second BRI Forum in April 2019 attended by a high-level Myanmar delegation. Initially, 38 projects were proposed by China under the CMEC umbrella — sometimes the figure of 24 projects is cited. They relate to power, roads, bridges, communications, construction, agriculture, research, and technology. No information is available on what the 38 projects are. So far Myanmar has agreed to fast track only nine projects of which three are being implemented starting in 2019. The lack of transparency and information about the proposed projects is being heavily criticized (Myint, 2019).

The three projects under “implementation start” in 2019 are: (i) the Kyaukphyu Deep Sea port and SEZ; (ii) three economic cooperation zones in the Shan and Kachin states in northern Myanmar bordering China; and (iii) the feasibility study for the Muse–Mandalay Railway project. A framework agreement has also been signed for another major project, the New Yangon City (NYC) project, estimated to cost at least US$ 1.5 billion. It is however not clear if the NYC is part of BRI, although discussions with China have taken place. The CMEC also includes major roads upgrading in Mandalay, Muse, and in the Shan state. Another project in the pipeline for 2019 — at least for a final decision — is the Myitsone Hydropower project suspended in 2011. Besides Chinese national BRI projects, the Yunnan province of China is also proposing various smaller projects in the north of Myanmar.

The main BRI project in Myanmar under implementation is the Kyaukphyu deep sea port and SEZ. The Kyaukphyu port and SEZ have in fact been discussed for some time and preliminary studies have been carried out over the past decade. It is part of the three planned SEZs in Myanmar. The Thilawa SEZ just south of Yangon has been developed with Japanese support and is operational. The third SEZ is in Dawei in the south of Myanmar and is still at the planning stage with support from Thailand. Kyaukphyu is thus not an entirely new project. It has been under discussion since 2007, even before the 2011 the Special Economic Zone law was enacted. After an agreement was signed in 2008, China built a port terminal in Kyaukphyu where the oil and gas pipelines to China originate. The oil and gas terminal is under the supervision of the Kyaukphyu SEZ. Kyaukphyu is a natural port suited for large ships. Already 300,000 tons oil tankers are docking there.

Kyaukpyu is on the north-western corner of Ramee Island and is populated by Arakanese people. The initial project was huge, covering over 1,000 ha at an estimated cost of US$ 7.2 billion. In fact, in December 2015, the Myanmar government selected a consortium of Chinese companies to develop the SEZ and the port. The consortium was led by the Chinese state-owned financial group CITIC and six other companies including China Harbor Engineering and the China Merchants Group, a global port operator. Little progress has happened on the development of the project due to a combination of factors. First there was concern about the selection of the Chinese led consortium, particularly after the violent protests in 2014 against the Chinese operated Letpadaung copper mine in Sagaing. On the Ramee Island, there were local protests about the potential impact on fishing, which is the main activity of the local population, and also about possible land confiscations. It is reported that about 40 villages could be affected by the project. There was also concern about the impact on the health of the local population as a result of the operations in the SEZ and on the environment as the development of the port and the SEZ will affect the second largest mangrove forest in Myanmar. Finally, a main concern was the cost of the project and the possibility of Myanmar facing a debt trap as Sri Lanka did with the Hambantota port project financed by China.

With the signing of a new framework agreement with China in November 2018, the Kyaukphyu port and SEZ project has been revived under the BRI umbrella. But due to several concerns raised in Myanmar about the cost of the project and the debt trap, the project appears to have been scaled down significantly to 520 ha — 20 ha for the port, 100 ha for housing, 400 ha for the industrial zone. Phase 1 will involve one wharf for an investment of about US$ 1.3 billion. Depending on the financial returns of the project, three additional phases are scheduled. Employment for an estimated 100,000 local people could be created. However, this is more than double the current total local population, and migration and ethnic issues might arise. The scaling down of the project is however a positive sign. The Myanmar government has clearly shown that it has learnt lessons from the experience of other BRI projects in Asia and could negotiate positively with China.

The development of the Kyaukphyu deep-sea port and SEZ will provide China with easy access to the Indian market and markets in the Middle East and Africa. The port will be well connected to the main Indian ports of Kolkata and Chennai. For Myanmar, the port will link main agricultural production areas in the center and north of the country to world markets. The associated transport infrastructure will also give Myanmar much improved access to the Chinese market for agricultural products and other products, including for seafood produced in Rakhine. For Myanmar, the port could also become an important connectivity hub for exports of beans and pulses to India, substantially reducing costs and shipping time compared to exports transported via Yangon.

The success of the port and the SEZ will crucially be dependent on efficient transport links to Yunnan and China. Earlier plans had involved a road and rail link to China parallel to the oil and gas pipelines via Mandalay. The MoU for the rail link from Kyaukphyu to Kunming totaling 1,215 km signed in 2011 was canceled in 2014. However, following the signing in October 2018 of the MoU on the feasibility study for the Ruili–Mandalay railway line, recently Myanmar Railway announced that the rail project between Ruili and Mandalay will go ahead under the CMEC umbrella. The line would be 414 km long and is estimated to cost US$ 7 billion.

The road corridor will go through the city of Ann, east of Kyaukphyu, then across the Ayeyarwady river at the Minbu–Magway bridge to Myingyan and Mandalay and connect to the northern Corridor. The northern corridor would thus play an important role in connecting China, India, and Myanmar. Road access to Kyaukphyu will however need significant investment. Some areas along the road are prone to floods and the road connection via Ann is difficult for trucks during the rainy season due to the mountainous terrain. To the south roads along the coast line connect Kyaukphyu to the extended East West Corridor in Pathein. The roads connecting Kyaukphyu to the hinterland in Myanmar and to China are all part of Myanmar national transport master plan (Figure 3).6 China will invest in upgrading some of these roads as part of the CMEC.

A second main project under the CMEC involves the development of three “border cooperation zones” in the Kachin and Shan states. Border cooperation zones are in fact cross border economic zones, a concept developed by China all along its borders with Lao PDR, Myanmar and Vietnam (ADB, 2017). The border zones projects were approved in July 2018. The zones are located in Kanpiketi — Kachin state — and in Chinshwehaw and Muse — both in the Shan state. Construction of the Chinshwehaw zone started in April 2019. A border trade zone has been under development for some time in Muse and across the border with China in Ruili. A border cooperation zone involves not only trading centers but also small and medium-sized processing and industrial facilities as well as logistics and packaging centers on both sides of the border. Experience so far in Muse shows that the lack of skilled workers on the Myanmar side of the border has affected the development of the cross-border cooperation zone, leading to migration of Chinese workers (ADB, 2017). There are concerns that large Chinese migrant populations could be associated with the development of the border cooperation zones, exacerbating the ethnic problems along the border in the Kachin and Shan states. Migration issues involving Chinese migrants have not only raised concerns in ethnic areas of Myanmar but also in main cities such as Mandalay and Lashio. China will need to take a careful approach to the development of border cooperation zones so as not to instigate further armed conflict. Muse, for instance, is located in an area of Myanmar where serious ethnic conflicts remain. For instance, in November 2016, the 105 Mile Border Trade zone in Muse had to close completely due to fighting in the area. In August 2019, the Northern Alliance representing various armed groups from the Shan and Kachin states carried out several attacks all the way from the Chinese borders up to Pyin Oo Lwin, close to Mandalay. On the positive side, it should be noted that as cooperation between Myanmar and China expanded under BRI, China has increasingly supported Myanmar’s peace and reconciliation efforts and the maintenance of peace, stability and rule of law along border areas, including in the Rakhine State.
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Figure 3: Myanmar Transport Master Plan

Source: Ministry of Transport, National Transport Master Plan.


The third main BRI project launched in 2019 is the feasibility study for the Muse–Mandalay railway line. In China, the railway line Kunming– Dali–Ruili is already under construction. In Myanmar, the line from Mandalay to Lashio exists but is old and very slow. As mentioned earlier, when the development of the Kyaukphyu SEZ was originally discussed, a railway line from Kunming to Kyaukphyu was envisaged and an MOU for its development was signed. That MoU was canceled in 2014 due to strong local opposition partly resulting from complaints about land compensation and land expropriation linked to the construction of the oil and gas pipelines to China across Myanmar. A new MoU for the feasibility study of a Muse–Mandalay railway line was signed in October 2018. For the successful development of Kyaukphyu port and SEZ, a railway line from China to Mandalay appears rather essential. The road from Mandalay to Muse is highly congested and in poor condition. Mandalay would become a major transport interchange connecting by road and rail to different parts of Myanmar. The feasibility study for the railway line will take at least one year to complete. The line would be an electric line going up to speeds of 160 km per hour. A major risk to the rail project is that it will also cross armed conflict areas in the Shan state. Myanmar Railway has indicated recently that it will move ahead with the construction of the line although it will take some time. Originally, the complete Kyaukphyu– Muse railway line would be 810 km and cost an estimated US$ 20 billion. The risks of the debt trap would be serious. The Myanmar government might possibly revive the Mandalay–Kyaukphyu section of the line once it sees positive results in the operations of the Kyaukphyu port and SEZ.

In addition to the aforementioned three main BRI projects which have been given priority, another major project appears to be included under the BRI–CMEC framework, the New Yangon City project. The New Yangon City project is an ambitious greenfield urban development project aimed at building a new “productive and livable” city including industrial estates on land across the river opposite the old downtown of Yangon. The idea is similar to China’s Shenzhen and Pudong, Korea’s Incheon or Malaysia’s Iskandar.7 The idea of a New Yangon City was started under the previous government of President Thein Sein. The Yangon regional government and in particular the new chief minister following the 2015 elections have been the driver of the project. In March 2018, the regional government set up the New Yangon Development Company Limited (NYDC) under the Special Companies Act which is 100% owned by the regional government. The NYDC is charged with planning and building the New Yangon City. The development of the new city will mainly be based on PPP and private equity investment. The project tendering will adopt the “Swiss Challenge” model which will allow third parties to challenge an initial offer. The tendering process will involve four steps, the first one started in May 2018 when a framework agreement was signed with Hong Kong-listed China Communications Construction Company (CCCC).

The development of the New Yangon City will be done in two main phases. CCCC needs to draft and map out a proposal for infrastructure projects under phase 1 and will need to submit pre-project documents including technical specifications, financial proposals and the business model for NYDC’s review. Once approved the documents will be made public for any qualified party to challenge. The first phase of NYC will cover about 80 km2. It is home currently to about 158,000 people. Phase 1 will include the construction of 5 new resettlement town centers around existing villages, 2 river bridges connecting to Yangon, 26 km of arterial roads, 30 km2 of industrial estate, power, water supply and wastewater treatment, ICT connectivity and access to Yangon and Thilawa port facilities. Green spaces and state-of-the-art landscaping will make NYC a much livable city. About 30% of the space will be green and blue spaces. Finally, phase 1 of NYC is expected to create 400,000–600,000 jobs with a further 200,000–300,000 elsewhere in Myanmar. Phase 2 of the NYC will involve the development of a further 600 km2 of land south of phase 1, along the river up to the open sea at a location called Elephant Point where a deep-sea port is planned. Much of the area would be right opposite the Thilawa SEZ. The development of phase 2 would link Yangon closely with the Ayeyarwady Region to the west. It is estimated that over the long run the full development of the NYC would create 2 million jobs.

Ultimately the successful development of the New Yangon City will very much depend on the financing and transparent implementation of the project. It offers a bolt solution to the challenges raised in the 2013 Strategic Urban Development Plan for Greater Yangon prepared with the support of JICA8 and in the 2019 report of the World Bank on urban development in Myanmar (World Bank, 2019). Phase 1 alone is estimated to cost at least US$ 1.5 billion. Financing arrangements are not yet clear although the NYDC has indicated that it will seek “sustainable means of funding,” involving in particular the private sector and PPPs arrangements. With the project included under the CMEC, Chinese financing is very likely. And obviously the Yangon regional government will also be involved financially. It is not clear if the project has yet been approved by the BRI Steering Committee. Contrary to the other Myanmar BRI projects, the NYC project involves directly authorities at state/regional level. Many Chinese high-level delegations have been visiting the Yangon Chief Minister over the past 2 years. Yangon also purchased a large fleet of new city buses from China.

While, as shown previously, significant progress was made on the approval of several BRI projects in Myanmar in 2018 and 2019, in particular the development of the CMEC, a major controversy with China was recently revived about the suspended Myitsone Dam. The controversy erupted after the Chinese embassy in Myanmar posted on its website that the Myitsone dam was an important BRI project (Myint, 2019). The official Chinese media made similar statements indicating that since the deal was signed, the Myanmar government will be in breach of contract if the project is not revived or compensation paid. To make matters worse, the Chinese ambassador visited the Kachin State where the dam would be located, later claiming that Kachin leaders supported the project. The Myitsone dam is located at the beginning of the Ayeyarwady river, 26 miles north of Myitkyina in the Kachin state. It would have a capacity of 6,000 MW, 90% of which exported to China. Its cost was estimated at more than US$ 3.6 billion in 2006. The developer was the Yunnan International Power Investment company, a unit of the Chinese State Power Investment Corporation. The construction of the dam was highly controversial not only due to technical issues — it would be located in an earthquake risk area — but mainly due to its environmental and social impact. The Ayeyarwady river has a strong emotional value for Myanmar people. The project thus caused widespread public concerns and protests, and fueled strong anti-Chinese sentiments, leading President Thein Sein to suspend the project in September 2011. The project was however never officially terminated.

To address the controversy, the Myanmar government set up a 20-member commission to review the project and its environmental and social impact. It appears that environmental and socioeconomic impact assessments were never undertaken before. Reports were produced but not made public, raising further the suspicion that China is putting pressure to resume construction of the dam. The Myitsone dam issue is still unsolved although a final decision was expected by end of 2019. On the positive side, it appears that China now produces electricity exceeding its domestic demand. Further, there are many sites in Myanmar where hydropower can be built without major social and environmental impact. The government appears to be discussing a compromise with China. Also, with the BRI agreements on the CMEC and Kyaukphyu SEZ, it is likely that China will opt for a compromise and not risk raising anti-China sentiments in Myanmar. The experience of Malaysia, Indonesia, and Pakistan has shown that China is ready to compromise on BRI related issues.

A high-level delegation from Myanmar led by the State Counsellor attended the Second Belt and Road Forum in Beijing in April 2019. On the margin of the forum, trade issues were discussed and three agreements in the context of BRI cooperation were signed. Affirming China and Myanmar’s commitment to developing the CMEC, an MoU entitled China–Myanmar Economic Corridor Cooperation Plan (2019–2030) was signed. Two other agreements were also signed: (i) an Agreement on Economic and Technical Cooperation; and (ii) an MoU on the Formulation of the Five-year Development Program on Economic and Trade Cooperation. The cooperation agreement involves a 1 billion yuan grant provided by China to support socioeconomic development in Myanmar. The CMEC MoU will support Myanmar Sustainable Development Plan in areas such as industry, transport, energy, agriculture, digital silk road, finance, tourism, environmental protection, science and technology, personnel training, water resources, and flood protection. The five-year development program will emphasize cooperation in investment and productivity. With the signing of these different agreements, China and Myanmar have clearly shown their commitment to cooperate over the long term in the framework of the BRI.

4. BRI and Myanmar: Benefits but with Concerns

The year 2018 has witnessed a major change in the relationship between Myanmar and China. After a prolonged period of very slow progress following the cancelation in 2011 of the Myitsone dam project, economic cooperation between the two countries has entered a new phase with major commitments to work together on the implementation of CMEC in the context of the BRI. These commitments were clearly confirmed at the recent Second Belt and Road Forum held in Beijing in April 2019. It is most likely that the slow progress in the peace process in Myanmar — the next Panglong peace conference has been postponed many times — and Myanmar’s increasing isolation by Western countries following the Rakhine crisis has played an important role in the significant improvement in the China–Myanmar relations. China over the past two years has supported actively the Myanmar peace process with ethnic minorities and the resolution of the northern Rakhine issue, including in international institutions. These are generally positive developments, although there may be some risks of seeing China involved in domestic affairs.

Myanmar’s commitments under the BRI, though significant, only involve however agreements on preliminary work for developing 9 projects on the 38 or so proposed by China. Even so, many concerns have been expressed in government circles, the media and among people who might be affected by the BRI projects. First and foremost, the lack of transparency and accountability on the part of the authorities has been a major concern. The details of the signed agreements and MoUs are generally lacking. Inevitably, this has led to questions on the environmental, social, economic risks of possible BRI projects as well as on corruption. The government is clearly aware of the concerns as shown by different declarations of senior officials. The projects supported so far are only in a preparatory phase and the government appears to be drafting a master plan relating to the CMEC. The government has indicated the following: (i) projects will be submitted for international public tenders so as to ensure competition; (ii) most competitive sources of financing will be sought including from international financial institutions; (iii) projects must be in line with the Myanmar Sustainable Development Plan (MSDP) and be chosen by Myanmar while ensuring mutual benefits for both countries. Under the MSDP, detailed environmental and social assessments are required as well as public participation.

While these principles are laudable, it remains to be seen if they can be implemented in concrete terms. It will be, in particular, difficult to make BRI projects attractive for non-Chinese companies, both for financing and construction. On the positive side, Myanmar being a rather late-comer in BRI can learn from the experiences of Sri Lanka, Malaysia, Indonesia, and Pakistan (Myint, 2019). The fact that it managed to scale down substantially the size of the Kyaukphyu project is a positive sign. The early resolution of the Myitsone dam project will also be important for the way forward.

There are a number of issues which need further close monitoring and clarification. First and foremost, Myanmar should define a clear public debt strategy which will help it to avoid the debt trap often associated with BRI projects. It would also make the implementation of the CMEC much more transparent in its negotiations with China. Second, the issue of CMEC project activities in minority areas must be explicitly addressed upfront. Myanmar has laws protecting ethnic minority rights. They are under the 2015 Protection of the Rights of National Races Law. Under Article 5 of that law, indigenous peoples should receive complete and precise information about business activities in ethnic areas (Myint, 2019). This will be critically important for most CMEC projects and the government needs to put this on top of the agenda for CMEC discussions with China. In this context also, the government might develop guidelines on direct discussions between the Chinese authorities and the Chinese private sector with states or regions’ authorities. Finally, and partly linked to the ethnic issue, the problem of Chinese migration needs to be clarified. Chinese projects often involve a large number of Chinese workers and managers, often resulting in permanent migration. For instance, significant migration to the Kyaukphyu SEZ would create large problems with the local Arakan population and affect the success of the project. With regard to migration, Myanmar might look at the experience and policies of other ASEAN countries, in particular Thailand, Malaysia, and Indonesia. Having a direct border with China and given the ethnic issues, a clear migration policy is particularly important for Myanmar.
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Chapter 13

Contract Farming and Agribusiness Related to China Investment in Northern Laos*

Alay Phonvisay and Thantavanh Manolom

1. Introduction

Over the past two decades, the Chinese economy has continuously grown, on average, over 10% per year. Chinese FDI is also among the top three investors, especially investment in the resources sector (MPI, 2017). Despite the rapid growth of investment in the Chinese investors’ mining sector, which creates fewer jobs, the Lao-Chinese border trade volume has also dramatically increased. The export products from Laos to Chinese along the border have been shifted from non-timber forests products to agricultural goods over the past few years. The shift away from subsistence and toward high-value commercial agriculture is crucial for increasing smallholder farmers’ incomes. Such a shift requires, first and foremost, linking small-scale farmers to agricultural value chains. The share of Lao agricultural export to China in total export to the world grew from 29.62% in 2013 to 43.52% in 2017 (MOIC, 2019a). Most of the exported agricultural products are in the form of contract farming, where the buyer enters into an agreement with farmers for the production and supply of agricultural products frequently at a pre-determined price (Khontaphane et al., 2016). This type of Chinese investment contributes not only in income generation and poverty reduction but there is also a growing concern on the uneven development of rural areas.

This chapter aims to study how the growing of the Lao-Chinese border trade affects the agricultural landscape of the Northern provinces in term of changing land use, variety of crops, and usage of fertilizer by comparing the difference between two Lao agricultural censuses over the past decade. Moreover, the chapter also utilizes three waves of an original household survey in Oudomxay province, which is dominated by Chinese contract farming activities, especially during the dry season, to evaluate the impact of the contract farming on the livelihood of the concerned villagers.

2. How Chinese Investment Change Agricultural Landscape in Northern Province

As part of ongoing China’s strategy to promote greater economic integration between China and ASEAN countries (Rutherford et al., 2008), Laos has received considerable FDI inflow from China in agribusiness and natural resources, particularly the exploitation of hydropower and mining sectors since 2000. China is the highest investor in both accumulated projects and investment values, which were 848 projects and worth over US$ 6,731 million in those periods. The second-largest FDI country is Thailand which accumulated 756 projects worth US$ 4,619 million, and third-largest Vietnam has 426 projects worth about US$ 3,519 million (MPI, 2017). From 1989–2017, China was ranked first among the top five investment countries in Laos (Table 1). These periods also witnessed Australia (2004), Thailand (2005, 2006, and 2008), and Vietnam (2009, 2010) taking the number one spot. After 2010, the accumulation of FDI was dominated by Chinese investments.

During the 2000s, one-third of Chinese investment in Laos’s agriculture was in the rubber plantation. Other agricultural products included maize, tobacco, vegetable, fruits, and herbal and crude drugs. Most Chinese investments were centered in the Northern part of Laos, particularly Phongsaly, Luang Namtha, and Oudomxay provinces, and in the Central region, such as Vientiane and Savannakhet provinces. About 75% of the investment was 100% owned by the Chinese while the rest is in a form of joint venture with Lao partners.

Table 1: Top 10 Countries Invested in Laos (1989–2017) (Unit: Million US$)

[image: figure]

Source: MPI (2017).

The inflow of FDI to the agriculture sector of Laos has contributed considerably to the total investments since 2000. According to Lao investment data from 2000 to 2017, FDI mostly came in the mid-2000s, and the beginning of 2010s. It did not have a specific pattern in terms of investment trends. However, it brought significant capital to develop the agriculture sector in Laos, which was from US$ 7.18 million in 2000 to US$ 384 million in 2017 (Table 2). One of the important sources of FDI in Laos’ agriculture sector is China. One common form of Chinese investors’ approach to local farmers under vertical integration is contract farming. The buyer enters into an agreement with farmers to produce and supply of agricultural products at a pre-determined price frequently. Contract farming was officially introduced in Laos 2007. The domestic market expansion and the integration of Laos’ economy into regional and international markets increased the foreign direct investment inflow, presenting opportunities for integrating smallholder farmers into domestic and international markets (Setboonsarn et al., 2008).

The exports of Lao agricultural products considerably increased from US$ 312.15 million in 2013 to US$ 640 million in 2017. During these periods, the share of agricultural export in total export had a constant increase from 2014, which was about 9.47% to 13.10% in 2017. In parallel, Table 3 shows that the share of Lao agricultural export to China in total export to the world grew from 29.62% in 2013 to 43.52% in 2017. Lord (2013) suggested a strong correlation between high-growth Lao agriculture exports and dynamic China imports. Such an increase in Lao agriculture export is accelerated by high demand–pull from the growing economy of China. The main exporting crops contributed to the surge of agricultural export to the Chinese markets in the given periods were rubber, banana, fruit, maize, rice, etc. (Table 4).


Table 2: FDI in the Agriculture Sector in Laos (2000–2017) (Unit: Million US$)

[image: figure]

Source: MPI (2017).

Table 3: Total Agricultural Exports of Laos

[image: figure]

Sources: Comtrade (2019), MOIC (2019a).

Nonetheless, the primary concern of agricultural trade with Laos’s neighboring partners is the non-tariff measures (NTMs), which is technically applied by the importing countries. NTMs are defined as “policy measures” other than customs tariffs that can impact Laos’ potential exporting goods and competitiveness. Besides that, internal barriers caused by regulations and red-tape and high transportation costs are also the pending issues that dilute the Lao agricultural export competition.


Table 4: Agricultural Products Exported to China (Unit: Thousand US$)
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Source: Comtrade (2019) and MOIC (2019a).

The investors also favor contract farming because their risks are reduced by not being directly responsible for the production and because more consistent quality can be obtained than if purchases were made on the open market (Eaton and Shepherd, 2001; Patrick, 2004; Songsak and Aree, 2008; Setboonsarng et al., 2008). Contract farming provides buyers with greater control over production and provides farmers, with potentially more stable and higher incomes. By 2018, the investments from China in the agriculture sector had 188 projects in total with accumulated capital of US$ 617.73 million.

The main agricultural product that China invests in Laos is in the banana plantation. Most production outputs are exported to China. In recent years, Chinese investors have been more concentrated on the “1+4” investment model, whereby the local farmers provide land, and the investors provide the rest. In other words, the farmers lease their land to the investors. Luang Namtha province in the Northern part of Laos is one of the biggest banana plantations. The plantation areas were about 2,814 ha by 2017. However, recently the government has announced a moratorium for granting any new land concessions for banana plantations in the country due to a concern of the long-term negative impact of heavy chemical usage on the environment and the health of the farmers.

Moreover, according to two waves of the agricultural census, Chinese investments in Laos’ agribusiness have changed the landscape of agricultural production in Laos, especially in the north. Through comparison of numbers of growers and area planted for selected permanent crops in Laos between 1998/1999 and 2010/2011 (Table 5), it can be seen that numbers of rubber growers and their planted area have remarkably increased within these 10 years from 100 growers in 1998/1999 to 49,000 growers in 2010/2011. An increase in global rubber prices and the Lao government’s openness policies for foreign investment have played key roles in this rubber growth.

Table 5: Number of Growers and Area Planted for Selected Permanent Crops, Lao PDR, 1998/99 and 2010/11

[image: figure]

Source: Agricultural census 1999, 2011.


Furthermore, from numbers of rubber growers classified by provinces and regions (Table 6), about 88% of the total rubber grower (or 43,300 growers) were identified in the Northern Region. In comparison, 11% and 1% of the total rubber growers were identified in the Central Region and Southern Region, respectively.

Also, comparing the application of chemical fertilizer and organic fertilizer to crops by province between 1998/1999 and 2010/2011 (Table 7), it can be seen that the application of chemical fertilizer in Laos, especially the Northern provinces bordered with China had increased significantly from 28% to 42% over these 10 years. The continuous inflow of Chinese investment in the Lao agriculture sector has significantly influenced, and transformed Lao farmers’ land uses from subsistent crops to commercial crops in the written and verbal forms of contract farming between Chinese investors and Lao farmers. Chinese investors provided agricultural inputs such as seeds, plastic sheets, fertilizers, pesticides, and technical and processing guidelines. This Chinese contract farming exposed Lao farmers in the north to chemical and fertilizer usage.

The transformation of farmers’ land uses resulted in a decline in upland rice cultivation. Between 2005 and 2011, crop areas (namely maize, vegetables/bean, starchy roots, tobacco, tea) in Phongsaly, Oudomxay, and Luang Namtha provinces considerably increased by 214% from 203,855 ha to 436,100 ha (MAF, 2013). The expansion of crop areas was on dry season crop production. Ethnic minority people tended to shift from swidden and opium production to cultivate cash crops as a permanent source of income. Ingxay et al. (2015) suggested that expanded dry season cropping in lowland areas of northern Laos has been influenced by economic growth in China. The agricultural sector has been transformed by an increase in dry season cropping, with many new crops being introduced, for which producers have adopted innovations induced by four factors, namely: (i) national and international development open-door policies for foreign direct investment in the form of contract farming and land concessions, (ii) social networks in terms of the ethnic group having relatives in both Laos and China wherein the network was an important channel for introducing innovations supported by Chinese investors; (iii) basic local knowledge in agriculture; and (iv) efficiency of labor and high-income returns from dry season crop production.


Table 6: Area of Selected Compact Permanent Crops by Province, 2010/11 Province

[image: figure]

Source: Agricultural census 1999, 2011.

In contrast, Hicks et al. (2009) argue that Laos has been experiencing a sudden, rapid, and considerably uncontrolled expansion of rubber plantation due to growth in China’s demand for rubber, which resulted in a concentration of Chinese investment in a rubber plantation in northern Lao PDR. Out of 300,000 ha, MAF (2015) estimated that 170,000 ha of rubber plantation with expected total rubber latex of 230,000–250,000 tons were located in northern provinces of Laos. The Government’s Forest Strategy to 2020 defines total areas for plantation of industrial trees for economic purposes not exceed 500,000 ha.


Table 7: Fertilizer Usage by Province, Laos 1998/99 and 2010/11 Province

[image: figure]

Note: Crop data were only reported where the area of the crop was more than 100 m2.
Source: Agricultural census 1999, 2011.


3. Impact of Chinese Investment and Contract Farming on Livelihood

Lao farmers in the rural and border areas are beginning to grow several short cycle fruit and vegetable crops for the Chinese market using more sophisticated farming techniques. Nolintha (2018) studied Lao PDR’s fruit production for export — a case study of watermelon in Luang Namtha Province. The study identified that China’s demand seems to be the primary determinant for Lao farmers to enter the watermelon supply chain. On the supply side, the lack of capital and knowhow encourages farmers to participate in contract farming, especially at the initial stage.

NAFRI (2016), which studied the contract farming of green bean value chain in Laos, suggested that contract farming employed the farmers in the dry season, increasing their incomes. It helps in introducing new products and new technology to the farmers. Key successful factors involve internal factors such as (i) trust and close relationship between the companies and the farmers, (ii) open and transparent contract agreement; (iii) clear risk-sharing mechanism; and (iv) clear contract enforcement. External successful factors consist of: (i) profitable market; (ii) true farmer organization representatives; and (iii) the support of local authorities.

Moreover, contract farming in Laos presents good benefits on employment creation, income improvement, access to technology and market, risk-sharing, and investment attraction. The evidence suggested that the farmers under contract farming in rice and green bean have a higher income than that of farmers with no contract farming. Kingkhambang (2012) claimed that farmers in the Northern part of Laos benefited from China’s foreign investment, which contributed to the improvement of the socioeconomic development including capital inflow and technological transfer resulting in the empowerment of the agricultural exports to the Chinese market.

According to three waves of field survey in 2008, 2010, and 2012 at Nasavang village in Namor district of Oudomxay province in northern Laos, the agriculture in the village used to be subsistence agriculture before 2000. Chinese merchants started to buy maize in 2001, and contract farming for watermelon started in 2004, and they started the contract farming for passion fruit, tobacco, bell pepper, and pumpkin in 2006. This village is a base for Chinese merchants. Annual cash income from agricultural products in the village increased from 4.3 million kips in 2008 to 9.3 million kips in 2010. The share of rice production reduced from 62.7% to 35.5%, while other products’ share increased from 25.6% to 61.9%. The number of households producing tobacco increased from 30% in 2008 to 65% in 2010 and 58% in 2012.

Table 8: Contract Farming Crop as a Determination of Cash Income

[image: figure]

Note:** significant at 5%, * at 10% level.
Source: Author’s calculation.

The regression analysis (OLS) on the determinants of cash income by using the data in Nasavang of 101, 74, and 70 households in 2008, 2010, and 2012, respectively (Table 8), shows that contract farming such as tobacco production significantly generate more cash income compare to households that did not do contract farming.

4. Conclusion

Chinese investments in agribusiness in Laos have to change the landscape of agricultural production in northern Laos. The agricultural sector has been transformed by an increase in dry season cropping, with many new crops being introduced, for which producers have adopted innovative practices. Chinese agribusiness investment provides income generation and employment opportunities, increased agricultural productivity, spillover effect for local communities, and generation of government revenue. However, it may pose risks on access to land and associated goods and services, disadvantage poor farmers and landless people, insecure jobs and low wages, uneven bargaining power and risk of unfair contracts, exposure to competition in commodity markets, and environmental impacts.

The three main effects of China’s growth on the Lao economy include: (i) increased demand for exports of primary commodities to Chinese markets; (ii) increased inflows of Chinese manufactured goods competing with domestic Lao production; and (iii) border effects in northern Laos where low transaction costs have allowed the poorest households to participate in exports to China. In the long run, increasing wages and a gradual reduction of the Chinese surplus of unskilled labor may create new opportunities for the labor-intensive industry in other developing countries, but the short run strategies of many countries should probably focus on gradual upgrading of resource-based industries.
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Chapter 14

The Belt and Road Initiative and Indonesia’s Response to the Rise of China

Muhadi Sugiono

1. Introduction

The rise of China has been responded differently in different countries. The growing power of China can be seen as a challenge or even a threat, an opportunity, or a combination of both. The latter is very clearly demonstrated in the relations between Indonesia and China.1 Indonesia’s policy toward China can be characterized as ambivalent. While no doubt that the bilateral economic relations between the two countries have improved significantly in the last decade, no parallel progress took place in the political and security relations. The political and security relations take place mostly through multilateral frameworks.

This chapter will look at the ambivalent response of Indonesia to the rise of China through the case of Indonesia’s response to the Belt and Road Initiative (BRI). It will examine the sources of the ambivalence as well as its consequences. In addition, it will discuss the prospect of Indonesia to maintain (or change) such a position in its relations with China.


2. The BRI: The Rise of China and Its Global Responses

China is a rising power. It is the second largest economy and is a powerful engine of the global economy.2 Having enjoyed a very high annual growth for many years, UNDP notes that China contributed 12% to the global GDP in 2013 (UNDP, 2015). China is also the biggest trader in the world. Its exports and imports value reaches US$ 4 trillion. The introduction of Chinese government’s BRI, launched by President Xi Jinping, in 2013, clearly reflects China’s vision and projection of its global power.

The BRI is a long-term plan involving a series of huge investments in roads, bridges, gas pipelines, railways, ports, and power plants in more than 65 countries. Covering 40% of global gross domestic product, it will affect the lives of 65% of the world population along the overland routes from China to Western Europe through Central Asia (Silk Road Economic Belt) and along the sea routes from China’s east coast up to the East African coast and the Mediterranean through Southeast Asia and South Asia, known as the 21st Century Sea Maritime Silk Road.3

The BRI is timely amid the commitment of international community to the Sustainable Development Goals (SDGs) set in 2015. It will meet the demand for investment in infrastructure development deemed necessary for the realization of the core dimensions of sustainable development, that is economic, social, and environment. With an estimated investment over US$ 5 trillion, the BRI will offer global investments in infrastructure, transportation, logistics, oil and gas as well as energy. The initiative has gained a wide support not only from many countries but also from international organizations. But, it does not mean that it is immune to criticism and skepticism.

The BRI is an ambitious project that connects six regional economic corridors through cooperation, trade, financial integration as well as exchange of people. With the support of various new financial mechanisms from Chinese government’s Silk Road Fund, the Asian Infrastructure Investment Bank, the BRIC Bank as well as other financial institution such as Asian Development Bank, the initiative will be realized through the huge investments in the communications, energy and transportation infrastructure.

The BRI is undoubtedly aimed at serving Chinese national interest. It is “an ambitious economic diplomacy initiative” with specific purposes in mind (Lim et al., 2016: 3). It channels China’s economic overcapacity and surplus of production, especially during the slowdown of Chinese economy. As such, the BRI receives a huge amount of financial support from the Chinese government channeled through the Silk Road Fund as well as from other institutions that reflect the economic muscle of China such as the Asian Infrastructure Investment Bank and the New Development Bank (the BRIC Bank) without many strings attached.

The BRI also serves the function of expanding Chinese sphere of influence beyond its immediate neighborhood. The expansion of the Chinese sphere of influence is among others indicated by the number of countries signing the BRI Memorandum of Understanding (MoU) as well as by the attraction of the BRI Forums held in Beijing. According to the Chinese government, more than 125 countries and nearly 30 international organizations have signed the agreements with China to work on the Belt and Road.4 At the same time, the BRI Forums held in Beijing have also attracted a huge participation of states and international organizations. The first BRI Forum in 2017 has been attended by more than 130 countries including 29 heads of states and 70 international organizations while the second BRI Forum in 2019 was participated by the leaders of the 40 countries as well as of international organizations.5 In addition, the list of countries joining the agreements with China on the BRI encompasses four regions or subregions: West and East Asia (including Southeast Asia), Middle East and North Africa, and Europe. The following table shows the list of participating countries grouped into the World Bank’s classification of region (OECD, 2018). The geographical spread of the participating countries clearly indicates the success of China in expanding its influence beyond its immediate neighborhood. The number of interested countries to join the initiative coming from a vast geographical scope seems to show the very success of China to achieve this goal.








	Region
	Economy



	East Asia

	People’s Republic of China, Mongolia




	Southeast Asia

	Brunei, Cambodia, Indonesia, Lao People’s Democratic Republic, Malaysia, Myanmar, Philippines, Singapore, Thailand, Timor- Leste, Vietnam




	South Asia

	Afghanistan, Bangladesh, Bhutan, Maldives, Nepal, Pakistan, Sri Lanka




	Central Asia

	Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan, Uzbekistan




	Middle East and North Africa

	Bahrain, Egypt, Iran, Iraq, Israel, Jordan, Kuwait, Lebanon, Oman, Qatar, Saudi Arabia, Palestinian Authority, Syria, United Arab Emirates, Yemen




	Europe and Central Asia

	Albania, Armenia, Azerbaijan, Belarus, Bosnia and Herzegovina, Bulgaria, Croatia, Czech Republic, Estonia, Georgia, Hungary, Latvia, Lithuania, Former Yugoslav Republic of Macedonia, Moldova, Montenegro, Poland, Romania, Russian Federation, Serbia, Slovakia, Slovenia, Turkey, Ukraine




	21st Century Maritime Silk Road

	Ethiopia, Kenya, Morocco, New Zealand, Panama, Korea, South Africa

(These countries were not parts of the 2015 Action Plan)






Finally, the BRI is also aimed at addressing China’s dissatisfaction with the existing global financial and monetary institutions. China’s lower voting right in the World Bank, the International Monetary Fund as well as in the Asian Development Bank is seen as not reflecting the realities of the rise of China’s economic power. The choice of the funding agencies for the initiative through the Asian Infrastructure Investment Bank, the Silk Road Fund, the BRICS Bank, and the Bank of China instead of through the World Bank, the International Monetary Fund, and the Asian Development Bank, therefore, is not without purpose.

All these sources of funding evolve from the government organizations into semi corporate entities, and they have purpose to channel financing for BRI. The Bank of China has already paid out US$ 82 billion to three divided policy banks; US$ 32 billion to the China Development Bank, US$ 30 billion to the Export-Import Bank of China, and US$ 20 billion to the Agricultural Development Bank of China (Djankov and Miner, 2016). The AIIB which was established over objection to the United States to finance Asian infrastructures has contributed US$ 12 billion to the initiative and expected to increase in the upcoming years. The BRICS Bank also endorsed the loan totaling US$ 2.8 billion with nine projects approved. Meanwhile, the Silk Road Fund also has the commitment to cooperate with infrastructure projects that are conducive to sustainable development.

But, while clearly reflecting the interest of China, the BRI fits perfectly well the interest of other countries. Many countries, especially developing countries, enthusiastically welcome and support the initiative for some reasons. The initiative provides an alternative source of funding for their infrastructure development needs. In Asia alone, the Asian Development Bank estimated that the need for infrastructure investment reaches US$ 8.22 within a decade or US$ 750 billion annually by 2020 (Orlik and Chen, 2015: 2). But, the benefits of the initiative are not confined to the developing countries. The BRI also benefits the low and middle-income countries as well as those with weak economic performance. Even some European countries, which are traditionally tied to the United States, such as the U.K., France, and Spain have expressed their support for the initiative. They are clearly attracted to the economic opportunities that the BRI brings about. The same pattern also happened to Russia which has become one of the BRI’s most enthusiastic partners. It cannot be ruled out that the BRI will attract more support from the international community, especially when the impact of the BRI becomes visible and China shows serious efforts to keep up standards that promote fairness, transparency, and sustainability. China can be an attractive model of development for many countries.

In addition to states, international organizations also responded positively to the BRI. They view the BRI as contributing toward global economic development as well as the achievement of the SDGs. As such, the BRI is complementary to the role that those international organizations such as the World Bank and the United Nations are playing. It assists integrating the developing countries as well as low-income economies into the global economy.

No doubt the rise of the economic power of China does not go unchallenged. The rise of China tends to be perceived as a challenge to other existing powers, especially the U.S. While China does not challenge the U.S. directly, the rise of China’s economic power can be seen as undermining structural power of the U.S. in the global financial architecture. Some even believe that the rise of China does not only signify a structural but also “ideational shift” (Baker, 2012). The latter means that the rise of China indicates that the confidence in the free-market economic policies as reflected in the Washington consensus of the 1980s was in decline and gave way to one which gives more power to the state to manage national financial affairs. China became a symbol of such a shift. Amid global financial crisis in 2008, China did not only show its robust economy and resilience to the crisis, but also its power to support global economy through its development and industrial policies.

The U.S. responds to the initiative very strongly. No doubt, it views China’s rapidly growing economy as an existential threat to their global hegemony. Especially under President Donald J. Trump, Washington has raised alarm over Beijing’s in-depth plan to restructure global order. Different from his predecessor, who emphasized non-confrontational strategy of rebalancing known as “pivot Asia,” President Trump tends to take more confrontational approach toward China through the concept of Free and Open Indo-Pacific. Reflected in the National Security Strategy released in December 2017, Trump frames the concept in terms of “a geopolitical competition between free and repressive visions of world order.”6 In 2018, Trump initiated the Better Utilization of Investment Leading to Development (BUILD) Act totaling US$ 60 billion investment portfolio. While it obviously pales in comparison to the US$ 1 trillion spending expected on the BRI, the BUILD Act is perceived in Beijing as part of effort to contain the BRI.7

3. The BRI in Indonesia

Southeast Asia is of significance in the implementation of the BRI. A combination of its geographical proximity to China, its rich natural resources as well as its close relations with China makes Southeast Asia a determinant of the success of the initiative. It is not surprising therefore that Southeast Asia has been important target of the Chinese direct investment. Between 2013 and 2015, 60% of Chinese investment to BRI went to the Southeast Asian countries.8 In addition to the bilateral investment, China has also invested heavily in the infrastructure in the Mekong region.

The BRI fits perfectly well with the interest of Southeast Asian countries. Most of the Southeast Asian countries desperately need infrastructure investment to support its economic growth as well as to combat poverty. The BRI provides the opportunity for these countries to meet around US$ 3.15 trillion needed for their infrastructure construction by 2030.9

Indonesia is not an exception to Southeast Asian case. Indonesia faces serious problems with infrastructure for connectivity and energy. Improving Indonesia’s poor connectivity and energy infrastructure has been the main concern from the beginning of Jokowi’s government in 2014. This is not an easy task. A huge infrastructure gap exists in Indonesia. The World Bank reported that Indonesia faces an infrastructure gap of US$ 1.5 trillion, while the government is only willing to spend US$ 15 billion from its budget and US$ 45.7 billion from state-owned enterprises.10 The rest must be met from other sources such as private sector and overseas financial sources. It is within this context that the BRI can be of significance for Indonesia to address the problems. In fact, the Indonesian government has intensified its effort to attract China’s investment under the BRI.11 President Jokowi has publicly welcomed BRI in its earlier version, One Belt One Road. Indonesia turns to be the biggest beneficiary of China’s investment under the BRI in Southeast Asia with the total investment of US$ 87 billion in various infrastructure projects.12

Currently there are six ongoing projects supported through the BRI: the Jakarta–Bandung high-speed railway project, Morowali Industrial Park, Morowali, Central Sulawesi, and other four economic corridors in North Sumatra, North Kalimantan, Bitung, and Bali.13

The Jakarta–Bandung high-speed railway project covers 150 km (93 miles) in length. It is aimed at shortening travel time from 3–5 h to 40 min. The project is supported by a joint venture of four state-owned companies and China Railway Corporation. It is US$ 6 billion worth. The construction of the project involves 40,000 jobs a year and various industries from smelting and manufacturing to services and logistics.

The Indonesia Morowali Industrial Park (IMIP) was established in 2013 by a joint venture between Shanghai Decent Investment, Bintangdelapan Group, and PT Sulawesi Mining Investment. The project is expected to complete by 2019/2010. It covers an area of 2,000 ha in Morowali, Central Sulawesi. The aim of the project is to create Indonesia’s largest nickel and steel manufacturing center. The project also aims to be developed into a special economic zone (SEZ) for the related nickel and steel manufacturing operations. The construction and the completion of the project has economic multiplier effect in infrastructure investments for power plant, international seaport, and polytechnics.

Sei Mangkei Special Economic Zone in North Sumatra was developed between 2012 and 2015. It covers an area of 2,000 ha. It is strategically in the Malacca Strait through which around 50% of the global trade passes. The economics is important. Located 40 km from Kuala Tanjung International Seaport, it is strategically situated in the Malacca Strait, through which 45%–50% of global trade passes. This economic corridor will support the economic activities related to palm oil, rubber, and aluminum manufacturing. Due to its strategic location, it is also designed as a logistic hub.

Bitung Special Economic Zone is designed as the gateway to the Asia-Pacific and an important hub port for eastern parts of Indonesia. Developed from one of the biggest fishing ports in Indonesia, Bitung Special Economic Zone, located 45 km from Manado, will not only serve fishing industries but also economic activities related to coconut plantations, other vegetable and essential oils as well as spices. The development of Bitung Special Economic Zone can have multiflyer effect in the development of other infrastructures such as International seaport and international airport in Manado.

In North Kalimantan, the government is promoting the development of aluminum and steel industrial center to the Chinese investors. It is located in the rich natural resources such as bauxite and nickel. In addition, it plans to develop the Kayan River into power plant with the capacity of thousand megawatts of electricity.

Finally, the BRI has also been directed toward the development of Bali tourism. The government proposed the development of infrastructure especially to facilitate the increase of Chinese tourists that have been on the rise over the past few years. The number of Chinese tourists reached 1.4 million in 2017, in comparison to 688,500 in 2015. This year, the government targets the arrival of 20 million tourists, an increase of 6 million from the year 2017. This gap is expected to be filled by Chinese tourists. The infrastructure investment will help further development of tourism industries by improving connection between Indonesia and China through direct flights from Denpasar to China’s cities such as Xi’an, Beijing, Shanghai, and Guangzhou.

4. The Challenges of the BRI in Indonesia

No doubt, the BRI has helped Indonesian government to fulfill its promise in improving the country’s infrastructure performance especially in relation to connectivity and energy. In addition, Indonesia also needs China as its important trading partner to save the palm oil industry. In other word, the rise of China and the BRI have brought benefits to the Indonesian economy. In comparison to other countries, however, Indonesian government does not seem to show its enthusiasm officially in embracing the BRI. While becoming a major source of foreign direct investment in Indonesia, Chinese investments were not mentioned as part of the BRI.14

Some factors explain the Indonesian government’s attitude toward the BRI. First, like many fellow Southeast Asian countries, Indonesia is very careful for not being considered as picking side between Beijing and Washington. Indonesia’s strategy toward the major powers is characterized by “non-alignment” and “equidistance.” In order to maintain its national interests, Indonesia seems to be “opportunistic” toward regional order. Indonesia does not want to sacrifice one relation to another relation which can be viewed as securing “free and active” foreign policy. In this regard, balancing the power has reflected Indonesia’s attitude to avoid zero-sum competition. As long as Indonesia benefits from the agreement, this country will continue to make a path for it.

In the context of strong American geopolitical presence in Southeast Asia, no country would like to sacrifice its national interest by picking “the wrong side.” The case of high-speed train project in Indonesia clearly shows the political dimension of each choice amid the big power rivalries.15

Second, the BRI can also be seen as a serious challenge to Indonesian leadership in Southeast Asia. It undermines Indonesia’s level playing field in ASEAN. Indonesia’s role in this regional order is shaped by the norms of “equality” among its members to achieve grand goals: cooperation by mutual understandings and regional resilience. Obviously, as the biggest member of ASEAN, Indonesia has the opportunity to enhance its sphere of influence through cooperation. Indonesia plans to be the first among equals under Jokowi’s administration, not only to lead and to gain more advantages but also to ensure peace and stability in the region. ASEAN-centered regional order remains the best option for Indonesia amid major power dynamics. This position is expressed clearly in the ASEAN Outlook on the Indo-Pacific strategy. The importance of gaining cooperation, instead of rivalry, is a clear response to geopolitics and geostrategy which based on a zero-sum game. According to Indonesia’s Ministry of Foreign Affairs, the concept ASEAN Outlook on the Indo-Pacific reflects Indonesia’s grounded diplomacy in the middle of global distortions such as the trade war and regional instability.16 Thus, we can conclude that the absence of ASEAN-centered view, which can be stepped by extra-regional power, would be vulnerable to Indonesia in terms of preserving the multilateralism and cohesivity among ASEAN members.

Third, Indonesian attitude toward the BRI is driven mostly by domestic political factor. Current administration led by President Joko Widodo (Jokowi) emphasizes the growth of domestic infrastructure. Policy-making is varied by contestation and negotiation. We cannot simply argue that Jokowi’s decision to embrace both the AIIB and the BRI as the acts of leaning toward China. Rather it is because the Indonesian government’s economic vision works under both the frameworks. In other words, the deal provides Indonesia with better opportunities to spotlight Maritime Axis. In this sense, any effort to move “closer” to China would be moderated by political sentiments.

But, the situation is even more complex in Indonesia because of the strong public sentiment associated with China. Negative news about China are being developed through social media, especially with regard to the influx of Chinese workers in Indonesia as well as the acquisition of Indonesian economy by China. But, the public sentiment against China does not only appear in the social media. Chinese investments have also become hot political issues in the presidential campaigns recently with Jokowi’s rival candidate, Prabowo, who raised the issues of growing dominance of China in Indonesia.17 Apart from the influx of Chinese workers, Prabowo raised the issue of debt trap. The latter gains resonance with the experience of Sri Lanka with the development of port under the BRI.

Apart from the political dimension, the challenge to the BRI also comes from the long-term impact of its infrastructure investments. As in other Southeast Asian countries, the need for electricity has driven the government to attract investment in the energy sector, especially to build power plants. The BRI is clearly of significance in meeting the need for electricity. Under the support of the BRI, Indonesia built hydro and coal-fired power plants in various parts of the countries. The development of the hydro and coal-fired power plants, however, have drawn strong criticism from the environmental organizations and activists. They believe that the development of the power plants have significant environmental impacts such as the global warming, environmental degradation as well as the displacement of the people.

China’s apparent lack of concern over the long-term impact of its infrastructure investments is a unique case. It seems that the lack of environmental concern has been a characteristic of Chinese government’s policy in general. This is reflected clearly in the case of palm oil trade. China’s demand for palm oil from Indonesia increases amid the decision of the European Union to cut the import of palm oil on the basis of its unsustainability and its contribution to deforestation.18 China does not seem to be bothered by this allegation. While the impact of this attitude may not seem significant in the short run, in the long run this can reduce the legitimacy of the BRI as an important contributor to the realization of the SDGs.

5. Conclusion

The BRI has attracted wide support from other countries as well as from international organizations. Currently around 70 countries have been part of or interested in the initiative including Southeast Asian countries. Southeast Asia is of significance for the success of the implementation of the BRI and it is also clearly in the interest of the Southeast Asian countries. The Implementation of the BRI in Southeast Asia, however, is overshadowed by various factors ranging from geopolitical, domestic public sentiment against China to the long-term impacts of the BRI implementation. If not properly addressed, all those problems constitute serious challenges to the very success of the BRI in Southeast Asia and in other regions. Both the government of China and the government of Indonesia need to work together to deal with these problems.
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Chapter 15

Treat and Threat: Chinese Financing of Duterte’s Build! Build! Build! Programs

Joefe B. Santarita

1. Introduction

Designed to promote business and cultural ties between the East and West, the Belt and Road Initiative (BRI) of China is believed to be the resurrection of the ancient Silk Road that started 2,000 years ago. This initiative’s primary aim is to promote connectivity among Asian, European, and African countries through trade, investments, and cultural exchange.1 In the same vein, President Xi Jinping’s administration has implemented the BRI of today to give a strong boost to exchanges between civilizations. These boosts include many major projects that have been carried out to promote several countries’ economic growth. Thus, this initiative has gained greater support both from state leaders and ordinary people of partner countries.2

A case to point is the Philippines. Despite the continuing tussles created by territorial disputes in the South China Sea (SCS) and the recent “little maritime accident” between the Filipino and Chinese fisher folks last June 2019, the Philippines remains to be one of the collaborators of the Silk Road Economic Belt and 21st Century Maritime Silk Road initiative of China. The Chinese Official Development Assistance (ODA) in the Philippines has noticeably increased after the election of Rodrigo Roa Duterte as President in 2016.

Adapting an independent foreign policy, the Duterte administration tried to normalize the Philippine relations with China and tapped the Chinese ODA to support the administration’s Build! Build! Build! (BBB) Program as one of the priority projects. President Duterte has acknowledged the infrastructure backlogs in the country and concentrated his administration’s efforts to push numerous infrastructure projects to encourage investments and promote economic growth in the archipelago. To bankroll the projects, the current administration has tapped several external sources of funds, including China. However, in recent years, the BRI and BBB tandem did not settle well with several sectors of the Philippine society. There is a growing concern among the Filipinos about the Philippines defaulting on its concessional loans to China due to the Chinese financing of Duterte’s BBB projects.

Therefore, this chapter will look at the nature of China’s BRI and its effects on Duterte’s BBB initiatives. It will particularly look at the advantages and disadvantages of the initiatives and its impact on the economy and investment links, political advancement, and the country’s flow of human capital.

2. China’s Belt and Road Initiatives

In 2013, Chinese President Xi launched both the Silk Road Economic Belt and the 21st Century Maritime Silk Road to offer infrastructure development and investment initiatives to areas covering from East Asia to Europe. The project eventually termed as the BRI is also known as the New Silk Road, which is considered one of the most ambitious infrastructure projects ever conceived.3

Given the BRI’s perceived treats to would-be partners, many countries have decided to collaborate with China through financing and grants. Such initiative, however, is sans of issues and risks. The presence of the BRI has two differing views. According to the World Bank, the initiative aims to strengthen infrastructure, trade, and investment links between China and some 65 other countries that account collectively for over 30% of global Gross Domestic Product (GDP), 62% of the population, and 75% of known energy reserves. The World Bank considers the BRI as China’s ambitious effort to improve regional cooperation and connectivity on a transcontinental scale. The BRI is considered by the international bank as an ambitious effort of China to improve regional cooperation and connectivity on a transcontinental scale.4

Others believed that despite the genuine concern of China to help its immediate and extended neighbors, in the end, China is doing it for its own good and its self-interest. The design of the BRI is aligned with its geopolitical goals, including facilitating its long-term plans of developing landlocked hinterlands and underdeveloped regions; outsourcing internal productive glut and infrastructure overcapacity; assisting and promoting troubled state-owned enterprises; developing trading partners’ basic infrastructure to reverse anemic growth in global trade; gaining a foothold across strategically located nations; locking in rare commodities key to Chinese long-term development; and globalizing Chinese technological and industrial standards across emerging markets.5

The State Council of China (SCC), on the other hand, has emphasized that the BRI is designed to promote the orderly and free flow of economic factors; highly efficient allocation of resources; and deep integration of markets by enhancing connectivity of the Asian, European, and African continents and their adjacent seas.6 The SCC has emphasized that the BRI is open to all countries and to international and regional organizations for engagement. The Council has also highlighted the importance of mutual respect and honors market operation to seek shared prosperity. The said initiative is designed to facilitate policy coordination, connectivity facilities, unimpeded trade, financial integration, and people-to-people bonds to make complementary use of participating countries’ unique resource advantages through multilateral mechanisms and multilevel platforms.7

For the last five years, many countries have collaborated with China through the financing of socio-development projects. Several countries have already availed of various forms of loans from China. To date, Chinese companies have secured more than US$ 340 billion in construction contracts along the Belt and Road.8 Lately, European members such as Hungary, Poland, Portugal, and Austria have strengthened ties with China by issuing attractive “panda bonds” that help Beijing raise its profile on international financial markets. Beijing targets “countries that often have a greater need for investments and accept in exchange, and through an implicit agreement,” to support the “panda bond” market. For instance, Portugal is interested in using the Sines port to attract Chinese investment as part of Beijing’s global “Belt and Road” network.9 Other than loans, Chinese firms are engaging in construction work across the globe on an unparalleled scale.10

These developments, however, did not easily escape from the scrutiny of observers within and outside China. For them, China’s dominance in the construction sector comes at local contractors’ expense in partner countries. The vast sums raked in by Chinese firms are at odds with the official rhetoric that Belt and Road are open to global participation and suggest that the initiative is also motivated by factors other than trade, such as China’s need to combat excess capacity at home.11

Despite some doubts on the nature and intention of the BRI, many countries in Southeast Asia have decided to avail the aids and grants from China, including the Philippines.


3. Duterte’s Build! Build! Build! Initiatives

When Duterte assumed office as the 16th President of the Republic in 2016, one of the pillars of his administration’s projects was on infrastructure. Such interest is embodied in the Philippine Development Plan 2017–2022.12 Guided by the National Spatial Strategy (NSS), strategic infrastructure will be developed in key sectors like transport, water resources, energy, information and communications technology, and social infrastructure (i.e., housing, education, health, and solid waste management facilities (NEDA, 2017)).

These strategic infrastructure projects are actively put forward by the BBB initiatives as an instrument to provide a solid backbone for growth. It will upgrade the country’s infrastructure, provide interconnectivity between people and communities, create more jobs, and strengthen the investment climate leading to sustained inclusive growth.13

The BBB is also employed by Duterte’s administration to solve the country’s infrastructure backlog that emanated decades ago. According to the Asian Development Bank (ADB), the infrastructure backlog of Asia in 2017 amounts to a staggering US$ 459 billion per year for Asia. If the social infrastructure is factored in, this amount almost doubles to US$ 907 billion. Of this need, ASEAN accounts for a large chunk. The ADB report titled “Meeting Asia’s Infrastructure Needs” further reported that the ASEAN nations are said to require around US$ 3 trillion in infrastructure investment between 2016 and 2030. Among ASEAN member states, the Philippines is among those in ASEAN that face such a large infrastructure gap, even lagging behind most of its ASEAN peers, including Vietnam and Thailand, with public spending on infrastructure ranging from 1.4% to 5% of its GDP (Elizabeth Buensuceso, Personal Communication, June 10, 2019).

Given this context, it is seen that President Duterte’s BBB program is the government’s response to this infrastructure backlog by having 75 projects estimated to cost the country about US$ 180 billion that concentrate on transportation, energy, telecommunications, and even social infrastructure. This is the appropriate response by the current government to address this gap, which has greatly affected the country’s overall performance over the years. This bitter reality is felt by the Philippines and other ASEAN members as well. Indonesian President Jokowi, for instance, ran on a platform of massive infrastructure spending. However, beset with problems, a high-speed rail system covering a distance of 140 km connecting Jakarta to Bandung is currently underway. Malaysia and Singapore are also working on a high-speed rail project that would reduce commute times between the two nations. Consequently, if all these infrastructure mega-projects are completed in the coming decade, Southeast Asia, we know today could be transformed into a bloc of developed nations (Elizabeth Buensuceso, Personal Communication, June 10, 2019).

To realize these mega-projects, the Duterte administration has rolled out the public infrastructure spending to almost 8–9 trillion pesos from 2017 to 2022.14 Rolling out these projects requires substantial financial assistance from foreign sources. Thus, the Duterte administration has tapped various sources of grants and loans to include BRI.

Based on the National Economic and Development Authority (NEDA) data, the Chinese ODA has its flows and ebbs since the implementation of the BRI in 2013. The total ODA for 2013, has reached almost US$ 211 million. The following year, the assistance decreased by 40% to $122 million only. By 2015 and 2016, the Chinese ODA was greatly affected by the political tensions brought about by the SCS with US$ 1.59 million only. By 2017, the Chinese ODA has increased 40 times to US$ 62 million and the ODA surprisingly increased quintuply in 2018 and 2019 (see Table 1).

As shown in Figure 1, the Philippine government has entered into loan agreements with China to cover various infrastructure projects. The Chinese government has financed projects classified into two baskets. The first basket of projects includes the Chico River Pump Irrigation Project, New Centennial Water Source–Kaliwa Dam Project, Philippine National Railways South Long-Haul Project, and the Binondo–Intramuros and Estrella–Pantaleon Bridges Construction project.15 Moreover, the Philippines has also entered a loan agreement with China agreeing to help fund the construction of the Chico Pump Irrigation Project in Northern Luzon for US$ 53.71 million.


Table 1: Chinese ODA, 2013–2019








	Year
	Total ODA (US$ M)



	2013
	211.48



	2014
	122.33



	2015
	1.59



	2016
	1.59



	2017
	62.28



	2018
	335.58



	2019
	335.58





Source: Asia Pacific Division, Public Investment Staff, National Economic and Development Authority, 2013–2019.

The Chico River Pump Irrigation Project aims to provide substantial and timely water supply for irrigation to support agricultural development. It involves installing six units of electric motor drive pumps, the construction of pumping station and appurtenant, and the construction of irrigation canals, facilities, and other appurtenant structures. The Project is expected to irrigate around 8,700 ha and benefit approximately 4,350 farmers, thereby serving 21 barangays in Tuao and Piat in Cagayan and Pinukpuk in Kalinga. The implementation period commenced last June 5, 2018, and is hoped to finish by September 6, 2021.

The New Centennial Water Source–Kaliwa Dam Project, on the other hand, aims to increase Metro Manila’s raw water supply and ensure water security. It involves the financing, design, and construction of an additional raw water supply source with a design capacity of 600 million liters per day (MLD) through the commissioning of Kaliwa Dam, including intake facilities and other pertinent facilities.

Upon completion, the project will provide a stable supply of water to around 8,700 hectares of agricultural land, benefit 4,350 farmers and their families and serve 21 barangays in the provinces of Kalinga and Cagayan in Northern Luzon.16
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Figure 1: China’s ODA — First Basket. Courtesy of Ibon

Chinese ODA is also used to finance bridge projects. It is worthy to note that one of the projects has been implemented in areas proximate to China Town. The Binondo-Intramuros Bridge, for instance, is a steel arch bridge supporting a 4-lane deck of approximately 734 lineal meters that will connect the Intramuros side (at Solana Street and Riverside Drive) and Binondo side (at San Fernando Street with a viaduct over the creek to Muelle del Binondo). The Estrella-Pantaleon Bridge Project, on the one hand, involves replacing the existing two (2)-lane bridge by constructing a new four (4)-lane bridge to create the road network capacity connecting the City of Makati at Rockwell Center and Mandaluyong City in Barangka Ibaba and reduce traffic congestion that occurs at the six (6)-lane approach road at Estrella St. and at five (5)-legged intersection at Barangka side (see Table 2).


Table 2: Ongoing/Proposed BBB Projects through Chinese Official Development Assistance









	
	Name of Project
	Cost (US M)



	
	Hard Infrastructures

	



	1

	Chico River Pump Irrigation Project

	53.71



	2

	New Centennial Water Source — Kaliwa

	373.03



	3

	North-South Railway Project — South Line (Long Haul)

	2368.81



	4

	Mindanao Railway Project

	628.45



	5

	Subic–Clark Railway Project

	637.53



	6

	BGC-NAIA segment of Metro Manila BRT-EDSA

	298.84



	7

	Detailed Engineering and Construction of 2 Bridges across Pasig River (Binondo–Intramuros and Estrella–Pantaleon)

	61.09



	8

	Davao City Expressway Project

	488.11



	9

	Panay–Guimaras–Negros Island Bridges (F/S)

	541.04



	10

	Cebu-Bohol Link Bridge (F/S)

	1128.01



	11

	North Luzon Expressway East Project (F/S)

	888.75



	12

	Dinagat (Leyte)–Surigao Link Bridge (F/S)

	943.43



	13

	Luzon–Samar Link Bridge (F/S)

	1148.52



	14

	Bohol–Leyte Link Bridge

	1435.66



	15

	Negros–Cebu Link Bridge (F/S)

	287.13



	16

	Pasacao–Balatan Tourism Coastal Development Program (F/S)

	94.43



	17

	Camarines Sur Expressway Project (F/S)

	44.85



	18

	Ambal Simuay Sub-basin of Mindanao River Basin Flood Control and River Protection Project (F/S)

	



	
	Soft Infrastructure

	



	19

	Safe Philippines Project Phase 1

	





Source: Rosales, J. (2017). Financing Infrastructure Projects in the Philippines. ESCAP; also NEDA, 2017, 2019.

While the second basket of projects (see Figure 2) will include the Safe Philippines Project Phase 1, Subic-Clark Railway Project, the construction of five bridges across the Pasig-Marikina River and Manggahan Floodway, and the Ambal-Simuay River and Rio Grande de Mindanao River Flood Control projects.17
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Figure 2: China’s ODA — Second Basket

Source: Courtesy of Ibon.


In the second basket, it is interesting to point out that the Safe Philippines Project Phase 1 (SPPP1) is the only one among the Chinese financed infrastructure projects categorized as soft infrastructure. The SPPP1 is a joint project of the Philippines’ government and the People’s Republic of China to ensure the effective and efficient management of public order, safety, and security.. Under phase 1 of the project, the Department of Interior and Local Government (DILG) will provide 18 local government units (LGUs) in Metro Manila and Davao City with integrated operations and command centers and a remote back-up data center. This project will level up the 911 emergency system of the DILG-Philippine National Police (PNP). It will be used to improve public safety, evidence collection in criminal activities, incident prevention measures for disaster-related mitigation and response, and police and fire emergency response in addressing traffic and criminal incidents.18

While most of the financing projects are hard infrastructures such as ports, airports, roads, power plants, and telecom projects, the Chinese government’s soft infrastructure assistance to include soft infrastructures cover trade deals, training, and cultural activities, among others. Projects with financing support from China, either through grants or loans, also made significant progress in 2018. So far, China has extended grants to the Philippines to finance the construction of two drug rehabilitation facilities in the provinces of Sarangani and Agusan del Sur in Mindanao; support the conduct of pre-feasibility studies and feasibility studies of projects; donate materials/equipment for law enforcement, provide humanitarian response to victims of typhoon Vinta and earthquake-hit areas in Surigao and conflict-affected areas in Marawi City; and donate container inspection equipment.19

To effectively and efficiently assist the national government in China-related projects and proposals, the China Projects Task Force was created in April 2018 to monitor and facilitate the preparation and implementation of projects proposed for China’s ODA financing.20 Openness to the Philippines’ developmental needs is motivated by the parallelism seen by President Xi Jinping between the BRI of China to the Duterte administration’s BBB infrastructure program and took note that both programs are focusing on high-impact infrastructure projects.21

4. Treat: Advantages to the Economy and Investment Links, and Political Advancement

The BBB program, if implemented well, is expected to reduce the country’s poverty rate to 13%–15% by 2022 from the current 21.6%. The P8–9 trillion public spending on infrastructure over the administration’s six-year term is expected to boost industries, create jobs and uplift Filipinos lives.22 This primary motivation of the Duterte administration is seriously considering more high-quality and good impact projects for the Philippines under the BRI.

If executed correctly, the BRI can bring more treats to the Philippines by increasing the competitiveness of the Philippine economy. From the government’s perspective, the ongoing implementation or construction of BRI projects (Kaliwa Dam, Chico River Pump, and the South Rail) has enormous internal demand that could generate self-sustaining Chinese loan payments. While still being negotiated, the same potential could be said for projects in the pipeline. For instance, the Subic–Cargo Rail project aims to decrease trucks’ reliance to transport assembled chips from Northern Luzon’s special economic zones to the ports. There are also eight other bridge projects and two highways across Visayas and Mindanao, which target the chokepoints that often experience vehicular congestion.

Moreover, the Chinese-funded bridge projects (Binondo Friendship Bridge and the Estrella-Pantaleon Bridge) from President Duterte’s point of view, represent a desire to use connectivity and mobility catalysts to inclusive economic growth and sustainable development. These bridges will improve Metro Manila’s transportation corridor’s capacity and efficiency by providing additional bridges and routes across the Pasig River and enhancing the road network’s resilience against natural disasters. These bridges’ lives will be extended because they would become more resilient, thereby reducing bridge maintenance costs. Moreover, once done, the project is expected to increase the Pasig River’s transportation capacity and subsequently contribute to local tourism due to the improved view of the river area23 and the revitalization of heritage sites in China Town.

5. Threat: Debt Traps and Labor Issues

While countries enjoy the fruits of having active relations with China through BRI, some sectors are wary of the long-term effects of loans under the BRI arrangement. In most recent times, governments from Malaysia to Pakistan are starting to rethink the projects’ costs. For instance, Sri Lanka, has formally handed over its Hambantota port to a Chinese company for a 99-year lease after struggling to make repayments.24

Given these scenarios, BRI and BBB critics are forecasting that the following projects will have a similar fate like Sri Lanka. One of the concerns related to BRI is the behavior of the counter-party. Borrowing money and being charged interest for doing so is not in itself wrong. What is problematic and alarming is that those who had negotiated with China did not do their homework correctly and gave away a lot. The other side of the problem is when debts go wrong. In the event of debt distress or default, everything depends on the lender’s willingness to restructure or even forgive some of or the entire loan — thereby either spreading out the pain or sharing it (Brakman et al., 2019).

Such anxiousness is further aggravated by reports such as that of the Center for Global Development. This Center found out that eight more Belt and Road countries are at serious risk of not being able to repay their loans. The affected nations — Djibouti, Kyrgyzstan, Laos, the Maldives, Mongolia, Montenegro, Pakistan, and Tajikistan — are among the poorest in their respective regions, and owe more than half of all their foreign debt to China. Critics worry China could use “debt-trap diplomacy” to extract strategic concessions — such as over territorial disputes in the South China Sea or silence on human rights violations. In 2011, China wrote off an undisclosed debt owed by Tajikistan in exchange for 1,158 km2 (447 sq. miles) of the disputed territory.25

The unpleasant stories about the experiences of immediate neighbors of the Philippines have further added to the anxiousness of the Filipinos to China’s initiatives. In several press releases, it was reported that Beijing has inserted itself as a power broker in Myanmar’s long-running civil wars and Rohingya crisis and has stirred public resentment as it pushes to restart a highly controversial and currently suspended hydropower dam project. Though Malaysia has recently revived two major Chinese-backed projects, it had initially turned away Belt and Road investments whose price tags became too high to bear. And even as the Philippines invites Chinese investment, it has almost no security relationship with Beijing.26

The previous stories have contributed further to the fear of the debt trap in the Philippines. The expose of Supreme Court Senior Associate Justice Antonio Carpio about the Philippines loans stirred the political landscape, especially during and post-election period. In particular, Justice Carpio warned of potential Chinese confiscation of Philippine territory and resources, particularly the natural gas deposits in Reed/Recto Bank, if the Philippines cannot pay the Chinese loan for the Chico River Pump Irrigation Project. In case of default by the Philippines in repayment of the loan, China can seize, to satisfy any arbitral award in favor of China, “patrimonial assets and assets dedicated to commercial use” of the Philippine government.27
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Figure 3: Social Weather Stations’ Survey

Source: Social Weather Stations (2019). Fourth Quarter 2018 Social Weather Survey: Most Pinoys Disagree that the Chinese Government Has Good Intentions for the Filipino People. https://www.sws.org.ph/swsmain/artcldisppage/?artcsyscode=ART-20190405180119.

The said fear, despite the media’s active role, in all forms, to counter the anti-Chinese propaganda in the country, has been reinforced by not so good perceptions of the Filipinos. This is shown by the Fourth Quarter 2018 Social Weather Survey results, done last December 16–19, 2018. The survey showed that 44% of Filipino adults disagree with the statement, “Most of what the Chinese government wants to happen in the Philippines is good for the Filipinos”28 (see Figure 3).

Aside from the negative perception and the fear of a possible debt trap, the Filipinos are also wary about the new wave of Chinese talents in the country. Dozens of Chinese citizens are working on at least two bridge projects under Duterte’s BBB program. The projects cost P3.38 billion and P1.47 billion, respectively, and are funded by China through grants. The contractor is also Chinese. Based on the Department of Public Works and Highways (DPWH) data, 93 Filipinos and 55 Chinese nationals are working on the Binondo–Intramuros Bridge. On the other hand, 58 Filipinos and 33 Chinese are employed under the Estrella–Pantaleon Bridge project.29

The DPWH, on its part, said that it had urged China to abide by the Republic Act 6685, which requires private contractors to hire not less than 50% of unskilled laborers and 30% of skilled laborers from the residents of the area where the project is being undertaken.30

Moreover, the number of Chinese nationals arriving in the country has nearly tripled since Duterte came to power in 2016. They filled hotel rooms and office towers previously intended for U.S. call centers, snapped up condominiums, and boosted retail sales. But despite the economic benefits, there has been a mounting backlash from locals who fear Chinese workers are taking jobs, evading taxes, and committing crimes.31

Some groups have expressed concern that the country’s some loan agreements with China were onerous and might lead to a debt trap, while others were worried the projects might undermine the country’s sovereignty.32

The Philippine government has allayed the fears of the country falling into a debt trap. The Department of Finance (DOF) has issued statements clarifying that all agreements with China go through rigorous scrutiny to ensure compliance with domestic regulations and protocols on transparency and good governance standards.33 Chinese Ambassador Zhao Jianhua also issued such assurance. The Chinese diplomat contradicts the debt trap fear by saying that China’s grants do not have any strings attached to them, and China’s loans to finance infrastructure projects will not make the Philippines fall into a debt trap.34

The ambassador’s statement is a re-echoing only of the message in the document titled “China’s Foreign Aid,” released by the Information Office of the State Council in July 2014. This document clarifies the nature and scope of its foreign aid package. According to the document, China adheres to the principles of not imposing any political conditions, not interfering in the recipient countries’ internal affairs, and fully respecting their right to independently choose their paths and models of development when providing foreign assistance to all partners all over the world. Furthermore, the document contains the basic principles such as mutual respect, equality, keeping promises, mutual benefits, and win–win that China upholds in providing foreign assistance.35 These principles are reflected in Chinese government’s key objectives when extending financial support to its partners. First, China will support other developing countries to reduce poverty and improve their peoples’ livelihood. It also does this by helping develop agriculture, enhance education levels, improve medical and health services, and build public welfare facilities, and provide emergency humanitarian aid in severe disasters. Secondly, to promote economic and social development by actively helping other developing countries in infrastructure construction and strengthening capacity building and trade development and environmental protection.36

Aside from the projects in question, Chinese workers’ labor mobility attached to Chinese funded projects also added to the Filipinos’ wary. While the Filipinos are wary of losing possible jobs in the country, the fast-tracking implementation of the BBB projects has created a labor-related paradox. The Philippine Department of Labor and Employment (DOLE) had announced that the government would need 800,000 to 1 million construction workers to fill in the labor gaps of its priority infrastructure program, where a total of 75 flagship projects, with a combined total of US$ 36 billion in investments are to be put up in various parts of the country. These workers are needed to construct of 6 airports, 9 railways, 3 bus rapid transits, 4 seaports, and 32 roads and bridges in Negros Oriental, Leyte, Cebu Bohol, and Misamis Occidental, among others.37 However, the nation is losing its vast and excellent reserves of the construction workforce to higher pay and attractive benefits offered by companies abroad. The lack of skilled Filipino workers has caused a delay in realizing the touted BBB program of the administration.38 Trade Union Congress of the Philippines (TUCP) estimates that there are three million construction workers nationwide, but only around one million are certified. Construction workers even purchase their personal protective equipment used in working, buy their drinking water, pay for their meals during a work break to replenish strength, and are given dirty sleeping quarters during the project’s whole duration. For the optimist, President Duterte’s BBB program is an opportunity to address these poor workers’ conditions and raise the dignity of the construction working people through a functioning and sustained government policy.39 However, such a noble goal, was suddenly eclipsed by the fear of Chinese talents flooding the labor market which might deprive local workers of possible jobs created by the infrastructure booming.

The DOLE has started pressing other government agencies to enforce Philippine laws on allowing aliens to work in the country after some of those deployed in foreign-assisted projects were found without work permits. There is a growing concern over the disparity in data on the small number of Chinese workers registered in online gaming and the scale of the enterprises engaged in what is known as “Pogo” for Philippine Offshore Gaming Operators. Data from the Department of Tourism showed arrivals from China expanded by some 35% to 972,550 in nine-months in 2018, accounting for 18.14% of the total tourist arrivals market. This puts China firmly in second place in the top source markets for tourists of the country. This figure, however, does not end well on a happy note. Many Filipinos suspect that not all Chinese tourists who are registered in the country are for pleasure/leisure purposes only but could be that majority of them are Pogo. The suspicion is based on the gaming estimate of around 300,000, while DOLE issued only 25,000 work permits to Chinese citizens in 2018.40

Aside from Pogo, some Chinese contractors failed to secure working permits for Chinese personnel and were allowed to work. DOLE’s attention, for instance, was drawn to the failure of contractors at the Chinese-funded Intramuros–Binondo Bridge in Manila to secure work permits for over three dozen Chinese workers. The private contractor has since started securing the necessary permits for the foreign workers in the project.41

6. Conclusion

China’s BRI is suspected and distrusted by many detractors. The cited reasons include poor-quality infrastructure, the preponderance of Chinese workers in such projects, not-so-friendly interest rates, etc., not to mention the looming shadow of suspicion on Chinese geopolitical ambitions in the region using BRI as a vehicle. These issues are not insurmountable. They can be addressed one by one by the government, working together as a team, such as the wide infrastructure gap has to be urgently addressed especially in view of the rapid growth of urbanization, the lack of funds for long-term infrastructure investments, and the widening gap between the rich and the poor. The Duterte administration has to take advantage of all available means to uplift the people’s economic level. It is believed that the Duterte administration has the capacity and opportunity to address these criticisms and turn the BRI into an advantage in addressing its large infrastructure deficit. All her ASEAN neighbors are also undertaking the same (Elizabeth Buensuceso, Personal Communication, June 10, 2019). If ever the infrastructure projects are successfully delivered, scholars and observers such as Mark Beeson believed that they would dramatically increase the region’s overall productivity in question as travel times are slashed.42

The BBB program’s threats under the Duterte administration have been employed by the staunch critics and people from the opposition in the 2019 mid-term national elections. However, this issue did not solicit much sympathy and support from the constituents and did not translate into votes. Despite the anti-Chinese propaganda attached to it, the program’s treats did produce, instead, a considerable advantage to the administration and its supported candidates. The opposition’s candidates, unfortunately, lost the election.

The economic analysts and observers forecast that in the long-run, the Dutertenomics and the BBB program will contribute to the Philippines’ economic growth. However, each government must always be conscious of every transaction with China and other foreign financial sources. Following the World Bank’s reminder, it is crucial to evaluate the possible effects of participating in the BRI and the needed policies and institutional reforms. Some of the infrastructure and policy reforms envisaged by the BRI will be difficult to implement, creating risks ranging from fiscal sustainability to adverse environmental and social implications. There are also potential economic shocks created by the reduced trade costs that will require policies to deal with the adjustment and the lagging and negatively affected territories. Finally, growth and poverty reduction opportunities will likely be contingent on appropriate macroeconomic conditions and supportive institutions. The opportunities will differ for different countries and different social groups within countries depending on their comparative advantage, initial conditions, and ability to reform.43

Despite the fear of the mushrooming of mainland Chinese talents in the country, the Philippine government expects a bullish development in the country’s labor force and economic development. Some sectors see a more vibrant economy with the injection of new talents especially in the construction sector, areas that cannot be addressed wholly by the domestic labor market.


The fluidity of the economy also brings development not only financially but also in tourism and transportation. The BBB program will also address the port congestions and the worsening traffic in Metro Manila that deprived the nation of potential income lost in the traffic condition. Once the infrastructure projects are completed in the next three years, these roads, bridges, subways, and skyways will have multiple and cumulative effects on the economy in the coming years. Having good transportation and accessible and affordable facilities will have a cumulative effects on tourism and will attract more tourists and investors to the archipelago.

Along with these inevitable developments, decision-makers must observe due vigilance and diligence in evaluating Chinese financing and all loans from different development partners and ensuring that these are in the country’s best interest.44 If the principles of transparency are strictly followed and adhere to international law, the BRI will also play an essential role in ASEAN–China relations. The Philippines will play a significant role as a country coordinator and in the Brunei Darussalam– Indonesia–Malaysia–Philippines East ASEAN Growth Area (BIMPEAGA) increased cooperation.45

By and large, this development in the country courtesy of China’s BRI and other external funding sources will not be confined only in Metro Manila but will also be felt by people in northern Luzon, Visayan Islands, and Mindanao. It is only hoped that before the end of Duterte’s administration in 2022, it will try to increase the soft infrastructure projects using ODA including those from China. With the increase of China’s investments and aids in the Philippines as the years progressed, the Chinese financing of the BBB program through BRI will bring more treat than a threat to the Philippines in the long run. As noted by former President Gloria Macapagal-Arroyo, the BRI suits the BBB projects since these will open up more opportunities for investment and the flow of trade. For many years, China has already provided financing platforms that promoted infrastructures, resources development, and financial and industrial cooperation.46 It is fervently hoped that this kind of arrangement in the coming years will enhance the blooming of friendship between Manila and Beijing like a flower into something big and beautiful.47

References

Brakman, S., Frankopan, P., Garretsen, H. and Marrewijk, C. van (2019). The New Silk Roads: An Introduction to China’s Belt and Road Initiative. Cambridge Journal of Regions, Economy and Society, 12, 3–16.

National Economic and Development Authority (2017). Philippine Development Plan 2017–2022 Abridged Version. NEDA, Pasig.

___________________________________________

1 Crismundo, K. (2019). China, Partner Countries to Bring BRI to New Heights. https://ptvnews.ph/china-partner-countries-to-bring-bri-to-new-heights/.

2 Ibid.

3 Chatzky, A. and McBride, J. (2019). China’s Massive Belt and Road Initiative. Council on Foreign Relations. https://www.cfr.org/backgrounder/chinas-massive-belt-and-road-initiative.

4 The World Bank (2018). Belt and Road Initiative. http://www.worldbank.org/en/topic/regional-integration/brief/belt-and-road-initiative.

5 Uy, W. (2018). Commentary: Dangers, Opportunities in China’s Belt and Road Initiative. The Philippine Star. https://www.philstar.com/other-sections/news-feature/2018/06/22/1826951/commentary-dangers-opportunities-chinas-belt-and-road-initiative#UFgdfKhlehM8qzGs.99.

6 The State Council of the People’s Republic of China (2015). China Unveils Action Plan on Belt and Road Initiative (March 28, 2015). http://english.gov.cn/news/top_news/2015/03/28/content_281475079055789.

7 Ibid.

8 Ibid.

9 Rabat, J. (2019). EU States Adopt “Panda Bonds” in Chinese Outreach. AFP News (June 9). https://ph.news.yahoo.com/eu-states-adopt-panda-bonds-chinese-outreach-024640458.html.

10 The State Council of the People’s Republic of China (2015). China Unveils Action Plan on Belt and Road Initiative (March 28, 2015). http://english.gov.cn/news/top_news/2015/03/28/content_281475079055789.

11 Ibid.

12 Government’s Build Build Build Program Embodied in PDP 2017–2022 (April 24, 2017). http://2040.neda.gov.ph/2017/04/24/governments-build-build-build-program-embodied-in-pdp-2017-2022/.

13 Bases Conversion and Development Authority (BCDA). Build, Build, Build: The Solid Back Bone for Growth — President Duterte. https://bcda.gov.ph/%E2%80%9Cbuild-build-build%E2%80%9D-solid-backbongrowth%E2%80%94president-duterte-0.

14 Ibid.

15 Ariffin, E. (2018). China to Boost Duterte’s Build! Build! Build!. https://theaseanpost.com/article/china-boost-dutertes-build-build-build.

16 Department of Finance (2019). DOF Ensures Funding for “Build, Build, Build” Projects. https://www.dof.gov.ph/index.php/yearender-dof-ensures-funding-for-build-build-build-projects/.

17 Ariffin, E. (2018). China to Boost Duterte’s Build! Build! Build!. https://theaseanpost.com/article/china-boost-dutertes-build-build-build.

18 Cervantes, F. (2019). “Safe PH” Project Faces Senate Probe. Philippine News Agency. https://www.pna.gov.ph/articles/1059221.

19 Department of Finance (2019). YEARENDER DOF ensures funding for “Build, Build, Build” Projects. https://www.dof.gov.ph/index.php/yearender-dof-ensures-funding-for-build-build-build-projects/.

20 Ibid.

21 Kabiling, G. (2019). PRRD Welcomes More Projects for PH under BRI. Manila Bulletin (April 26). https://news.mb.com.ph/2019/04/26/prrd-welcomes-more-projects-for-ph-under-bri/.

22 Villanueva, R. (2018). Duterte: China Vital for “Build Build Build.” Manila Times. https://www.manilatimes.net/duterte-china-vital-for-build-build-build/391543/.

23 Balinbin, A. (2018). Chinese Envoy: PHL Grants Come with No Strings Attached. Business World. https://www.bworldonline.com/chinese-envoy-phl-grants-come-with-no-strings-attached/.

24 Stacey, K. (2017). China Signs 99 Year Lease on Sri Lanka’s Hambantota Port. Financial Times. Retrieved from www.ft.com/content/e150ef0c-de37-11e7-a8a4-0a1e63a52f9c.

25 Hurley, J., Morris, S., and Portelance, G. (2018). Examining the Debt Implications of the Belt and Road Initiative from a Policy Perspective. CGD Policy Paper 12. https://www.cgdev.org/sites/default/files/examining-debt-implications-belt-and-road-initiative-policy-perspective.pdf.

26 Mc Laughlin, T. (2019). A U.S. Ally Is Turning to China to “Build, Build, Build” (2019). https://www.theatlantic.com/international/archive/2019/05/philippines-us-ally-china-investment/588829/.

27 Navallo, M. (2019). Carpio: China Could Seize Gas in Reed Bank if PH Unable to Pay Loan. ABS-CBN News. https://news.abs-cbn.com/news/03/23/19/capio-could-seize-gas-in-reed-bank-if-ph-unable-to-pay-loan.

28 Social Weather Stations (April 5, 2019). Fourth Quarter 2018 Social Weather Survey: Most Pinoys Disagree that the Chinese Government has Good Intentions for the Filipino people. https://www.sws.org.ph/swsmain/artcldisppage/?artcsyscode=ART-20190405180119.

29 Bordadora, N. (2019). Dozens of Chinese Citizens Working on China-Funded Bridge Projects — DPWH. https://www.msn.com/en-ph/news/national/dozens-of-chinese-citizens-working-on-china-funded-bridge-projects-%E2%80%94dpwh/ar-BBU5Yap.

30 Venzon, C. (2019). Duterte under the Gun over Chinese Influx into Philippines. Nikkei Asian Review. https://asia.nikkei.com/Spotlight/Asia-Insight/Duterte-under-the-gun-over-Chinese-influx-into-Philippines.

31 Ibid.

32 Kabiling, G. (2019). PRRD Welcomes More Projects for PH under BRI. Manila Bulletin (April 26). https://news.mb.com.ph/2019/04/26/prrd-welcomes-more-projects-for-ph-under-bri/.

33 Department of Finance (2019). Dominguez: We Won’t Fall into Debt Trap. News & Views. www.dof.gov.ph/index/php/dominguez-we-wont-fall-into-debt-trap.

34 Ibid.

35 Hilario, E. (2019). What You Need To Know about China’s ODA Policy. Manila Standard. http://manilastandard.net/opinion/columns/about-town-by-ernesto-m-hilario/284237/what-you-need-to-know-about-china-s-oda-policy.html.

36 Ibid.

37 Senate of the Philippines (2019). Angara Proposes “Build, Build, Build” Jobs for El Niño-Stricken Farmers (April 3). https://www.senate.gov.ph/press_release/2019/0403_angara1.asp.

38 Mendez, C. (2019). Duterte: Labor Shortage May Compromise Infrastructure Program. https://www.philstar.com/headlines/2019/02/16/1894130/duterte-labor-shortage-may-compromise-infrastructure-program.

39 Philippine News Agency (2019). TUCP Confirms Construction Workers Shortage, Sees Opportunity. https://www.pna.gov.ph/articles/1062053.

40 dela Cruz, J. M. and Medenilla, S. (2018). Government Task Force Formed to Check “Pogo” Workers. Business Mirror (November 26). https://businessmirror.com.ph/2018/11/26/govt-task-force-formed-to-check-pogo-workers/.

41 Ibid.

42 Beeson, M. (2018). Editorial: China’s Big Idea: Making Sense of the Belt and Road Initiative. Economic and Political Studies. https://doi.org/10.1080/20954816.2018.1498987.

43 The World Bank (2018). Belt and Road Initiative. http://www.worldbank.org/en/topic/regional-integration/brief/belt-and-road-initiative.

44 Uy, W. (June 22, 2018). Commentary: Dangers, opportunities in China’s Belt and Road Initiative. The Philippine Star. https://www.philstar.com/other-sections/news-feature/2018/06/22/1826951/commentary-dangers-opportunities-chinas-belt-and-road-initiative#UFgdfKhlehM8qzGs.99.

45 Kabiling, G. (2019). PRRD Welcomes More Projects for PH under BRI. Manila Bulletin (April 26). https://news.mb.com.ph/2019/04/26/prrd-welcomes-more-projects-for-ph-under-bri/.

46 Montemayor, M. T. (2019). PRRD’s “Build, Build, Build” to Benefit from China’s BRI. Philippine News Agency. https://www.pna.gov.ph/articles/1076190.

47 Villanueva, R. (2018). Duterte: China Vital for “Build Build Build.” Manila Times. https://www.meeson, Markresident Xi Jinping’ and footnotes in consecutive order. anilatimes.net/duterte-china-vital-for-build-build-build/391543/.



© 2022 World Scientific Publishing Company
https://doi.org/10.1142/9789811241314_0016

Chapter 16

Benefit Imbalance and Market Domination in Cross-Border Fruit Value Chain: The Case of Thai Longans

Supawan Visetnoi and Sompong Sirisoponsilp

1. Introduction

The Belt and Road Initiative (BRI) is undoubtedly a far-reaching regional integration initiative intended to connect Asia with Europe and Africa through vast land and sea transportation networks. The program ambitiously calls for establishing of six international economic corridors, with over 70 countries being regarded as the initiative’s participants. The program’s proponents advocate that the initiative definitely provides valuable opportunities for the participants of the program to secure access to markets, especially China and, to immensely expand the international trade through the improved transnational transportation connectivity made possible by the initiative. On the other hand, many critics warn that the project of this enormous size, if completed as planned would unavoidably revamp the competition landscape of global trade, and the “rosy” prospect is not necessarily a sure thing for all participants. Past globalization failures revealed that those who were well-prepared for such a considerable change in the competitive landscape would enjoy the net benefits. Simultaneously, those caught up unprepared would end up with severe economic risks or threats resulting from fiercer trade competition created by the enhanced international trade facilitation.


For more than 10 years ago, the opening up of the Chinese markets to Thai fresh fruits and vegetables and implementation of ASEAN–China trade facilitation programs initially led to a surge in Thai longan export to China, and in turn, drove up the local longan price. However, the Thai longan industry eventually witnessed the end of the “Golden Age.” As recently as the year 2018, Thai government was forced to impose a price intervention policy to save local longan prices from a further drop. This chapter aims to draw a lesson from the boom-and-bust cycle of Thai longan prices to analyze the effect of trade liberalization and improved transportation connectivity on the relative competitiveness of trading countries. In the end, it offers a set of remarks aiming for both policymakers and private sectors on the type of needed readiness to be made before wholly engaging a country into the trade liberalization and connectivity wagon.

This chapter begins with the identification of key developments considered to be instrumental in boosting the export of longan from Thailand to China. The second section discussed the Customs trade statistics to explore the empirical contribution of such export-boosting developments to the rise in the volume and value of longan export. The third part would explore the evolving trade relationship and governance exhibited in the value chain of longans’ export as the business opportunities expanded following the export growth. This chapter, then, concluded with substantiated lesson learned and information for supporting both policymakers and private sectors in making decisions regarding how and to what extent any country should consider joining the BRI movements.

2. Related Trade Facilitation Initiatives

It has been well-recognized among international trade experts that international trade is facilitated by removing tariff and geographical barriers. Regarding a removal of tariff barriers, fruit and vegetable trade between China and Thailand has been liberalized since October 2003, when both countries signed an agreement to eliminate the import tariffs under the Early Harvest Program of the Framework Agreement on Comprehensive Economic Cooperation between ASEAN and China. The agreement eliminated tariffs on all items under these categories. As a result, longan has become one of the nearly 200 types of fruits and vegetables covered in the agreement.


Concerning the removal of the geographical barrier, before the year 2000, the export of longan from Thailand to China depended solely on sea transportation, which took at least four days before the shipment reached the destinations. Because of the perishable nature of the products, alternative road transportation routes with much shorter shipment time have been developed to facilitate the export trade. The export of longan has benefited from these transportation routes implemented under the Greater Mekong Subregion (GSM) economic corridors. Although several economic corridors have been planned and developed under the GMS framework, two key routes are particularly beneficial to the exportation of Thai longan to China. The first one was the R9 (East–West) corridor connected to the Thai border at Mukdahan Province with the city of Nanning (China) through Vietnam (see Figure 1). The road was opened for full service with the completion of the Second Thai–Laos Friendship Bridge in 2006 and has attracted numerous exporting activities of agricultural produce, especially those produced in the eastern region of Thailand. A more recently developed route, the R3A, ran along the North–South corridor, connecting the northern part of Thailand with the Yunnan Province of China through Lao PDR. This route was opened for service in 2008 without the Mekong River bridge that links Chiang Khong District in Thailand and Ban Houayxay in Laos, which forced the traffic to use the cross-river ferry service. But later, in December 2013, the Mekong river-crossing was fully facilitated after the fourth Thai–Laos Friendship Bridge opened to the public. This R3A route plays a substantial role in boosting the exportation of Thai longan to China, and especially the produces from plantation areas in the northern region of Thailand. Relative to maritime transport, the two road routes have helped cut down the duration to ship the agricultural produce from Thailand to China, as shown in Table 1, which summarizes the cost and shipping time of longan logistics in each route.

[image: figure]

Figure 1: Greater Mekong Subregion Economic Corridor

Source: Asian Development Bank, 2015.


Table 1: Distance, Duration and Transportation cost on routes R3A and R9 (2011)

[image: figure]

Source: Centre for Applied Economics Research, Kasetsart University, Thailand, 2012.


3. Longan Exports to China

Longan is one of the highest exported fruits from Thailand that created large incomes for the country due to its high market demand in the past decades. Longan was originally grown in the northern part of Thailand, such as in Chiangmai and Lampoon provinces, but now they can also be cultivated in the eastern part of the country.

In terms of fruit exports to China, longan is one of the top exported fruits from Thailand to China, second only to the King of Fruit “durian.” The fresh and dried forms of longans are the main types of longans exported to the Chinese market. Tables 2 and 3 have shown the values and volumes of fresh and dried longans exported to the top two destination countries, China and Vietnam. From 2008 to 2013, China was the largest importer of Thai fresh longans when compared to Vietnam. However, during 2014–2017, the export of fresh longans to China started to decline. The number or value of fresh longan exported to Vietnam began to surpass that of exported longans to China. This incident represented an example revealing that an official report on international trade volumes could lead to serious data misinterpretation. The official trade statistics on the export of longans to China did not accurately reflect China’s actual total export volume. A significant volume of longans originating from Thailand being shipped to either Hong Kong or Vietnam before re-exporting to China. This business practice has been used to take advantage of the more lax customs control at the China–Hong Kong border and to exploit the tax exemption or tax privileges applied exclusively to the Vietnam– China’s border trade. Although the FTA between Thailand and China has removed the import tax on fruits imported directly from Thailand into China, the value-added tax or VAT at 13% and 17% were still imposed upon fresh and dried longan respectively at the Chinese border. In addition to import regulation at the China–Vietnam border, importing fruits from Vietnam to China is either exempted from the value-added tax or subjected to a discounted value-added tax rate. It is known among cross-border trade experts that a sizable share of the longan export from Thailand to Hong Kong and Vietnam (registered as exports to Hong Kong and Vietnam in the Customs Statistics Report) would eventually end up being consumed in China. Therefore, this means that combining the total exports of Thai longan to China, Hong Kong, and Vietnam would better reflect the actual consumption of Thai longan in China than the official records of exports to China alone.


Table 2: Fresh Longans Export Volume and Value 2007–2017 Year

[image: figure]

Source: Information and Communication Technology Bureau, The Customs Department, Thailand. Accessed: March 2019.

Table 3: Dried Longans Export Volume and Value 2007–2017 China Vietnam Amount (Tons)

[image: figure]

Source: Information and Communication Technology Bureau, The Customs Department, Thailand. Accessed: March 2019.


Figure 2 shows the separate and combined values of Thai fresh longan export to China, Hong Kong, and Vietnam, together with the timeline pointing the effective years of the past longan trade facilitation initiatives as described earlier. The FTA between Thailand and China, which was effective in 2003, seemed to yield no effect on raising export values of Thai fresh longan to China. The longan’s export values started to increase slightly after opening the route R9 to public use in 2006. Notable growth in the export values was first observed only after 2008 when the R3A route was opened for service. A large surge in longan export to China was observed immediately after the fourth Lao–Thai friendship bridge was completed in 2013, which connected the Thai and Lao’s R3A road sections across the Mekong River. The remarkable effect of the R3A route on the longan export growth may be attributed to the fact that the R3A road offered the opportunities for Thai longan to reach new Chinese markets in the region known as the “Inner China” beyond the prevailing markets located along the eastern coastlines of China.

[image: figure]

Figure 2: Value of Fresh Longan Export to China and Trade Facilitation Timelines

Source: Author’s diagram, adapted from Tables 1 and 2.


From 2011 to 2017, the export of Thai longan to China experienced substantial growth as the corresponding and noticeable rise in export prices for fresh longan was observed (Figure 3). In contrast, the price at farm gate during the same period did not change (Figure 4). The export price of Thai longans increased every year, but the farm-gate price remained stable throughout the same period. The increase in the export price was not fairly passed back to the longan growers, which implied the middlemen’s capacity and the exporters of Thai domestic longan trade to seize control over the buying prices of longan from the farmers. Therefore, the middlemen have unduly enjoyed the benefits from the widening gap between the export price and the farm-gate price. The growing influence of Chinese traders in longan supply chain’s governance would be discussed in the next section to explore how Chinese middlemen have been able to control the trading prices and have managed to earn a disproportionately greater share of benefits over the Thai orchard owners.

[image: figure]

Figure 3: Price of Exported Fresh Longans

Note: FOB price estimated from dividing export value by export volume.


[image: figure]

Figure 4: Farm-Gate Price of Fresh Longans

Note: Author’s graph, adapted from Agricultural Price Index; Office of Agricultural economics 2019. Accessed: August 2019.

4. Governance of the Value Chain of Exported Longan

The governance of the longan export value chain refers to the relationships among the actors, including firms and institutions that actively participate in various activities necessary to bring the produce from the orchards to the Chinese consumers. As the governance defines the relative bargaining power among stakeholders, it reveals the ability of the actors to exercise control over the trade along the supply chain, leading to a difference in actors’ share of benefits created by the trade in the chain.

Consequently, the focus of any value chain study rests on the analysis of chain governance, which uncovers the actors who have the power to shape the distribution of benefits and risks to all chain participants (Gereffi, 2013). The actor who has the most influence over the chain activities is usually referred to as the lead firm. In a so-called “producer-driven” chain, the producer equipped with distinct competency in production techniques and processes plays the commanding role in governing the backward linkage with the supply of raw materials and the forward linkage with the distribution of product to the markets. On the contrary, a “buyer-driven” chain is dominated by a retailer or marketer, who has established exclusive access to the end consumers, and controls the backward linkage to the production.


From the orchards in Thailand to the markets in China there consists various actors. Main actors on the Thai side consisted of farmers, produce consolidators, packing houses, cooperatives, drying manufacturers, exporters, and providers of needed logistics services (Figure 5), while downstream actors such as importers and wholesalers/retailers are mainly on the Chinese side.

The Chinese middlemen’s active engagement in Thailand’s domestic longan trade began roughly during 2003–2005. At that time, the Thai middlemen still had upper hands over their Chinese counterparts who had limited information on the longan plantation’s whereabouts and required Thai middlemen to help them reach and communicate with Thai farmers. Around 2011–2012, the longan growing areas have been expanded to the eastern part of Thailand, e.g., in Chantaburi. The Chinese middlemen have extended their businesses and established their own packaging houses and drying manufactures. Since then, Chinese middlemen have taken over the longan trade in Thailand, driving most Thai counterparts out of longan’s businesses.

Several factors contribute to the increasing domination of Chinese middlemen in local longan trade. Firstly, during the early years of longan export to China, the Chinese importers mostly relied on their Thai business partners to deliver products to the Chinese border gates. But their Thai business partners performed poorly in terms of product quality control and delivery reliability. This has forced Chinese importers to come to Thailand and take hold of the supply chain’s entire operation to ensure the due shipment and good quality of their products for their own business’ survival and long-term profits.

[image: figure]

Figure 5: Simplified Supply Chain of Dried and Fresh Longan Produces

Source: Author’s diagram.


Secondly, Chinese merchants’ intrinsic comparative advantage is that most of them are risk takers, while the Thais are relatively risk averse. Risk takers are early adopters of new business ideas and opportunities and are, therefore, persistently enthusiastic about learning and improving. For example, the local language was considered a major barrier when Chinese businesspeople first arrived in Thailand. But many of them have managed to develop Thai language skills sufficient for business operation. Moreover, the Chinese traders or merchants were often equipped with better business negotiating and “entrepreneurial skill” with knowledge in international trade. Chinese dealers were keen on embrace changes and created new business opportunities rather than being complacent with the status quo.

Thirdly, Chinese retailers in the chain downstream had a relative advantage over Thai growers. Thailand’s longan industry relied heavily on China as the predominant market, with over 80% and 40% of Thai dried and fresh longans exported to China alone (Hasachoo and Kalaya, 2013). However, China is the world’s largest producer of longan (Pongpanich and Phitya-Isarakul, 2008), while the Thai longan represented a relatively small share of total longan consumption in China since the total longan production in China has been nearly 10 times the amount imported from Thailand (Kubo and Sakata, 2018). As a result, the value chain of longan export to China is a “market-driven” chain where the downstream actors (fruit importers and retailers) were having great influence in controlling the operators in the value chain when compared to the upstream Thai actors of the chain. After becoming a WTO member, China could no longer rely on its import duty tariff to protect its domestic market. Therefore, it employed the use of importation law and regulation known as Non-Tariff Barriers or NTB instead. The NTB imposed on vegetable and fruit importation included customs and border regulations, food labeling rules and food safety standards, and also the requirement that importers must be registered with the Ministry of Commerce (MOFCOM) or its authorized local offices. Many problems with the administrative licensing process have shunned off foreign merchants or traders from applying for the importer registration in China. Regarding China’s complex set of import rules and regulations, and complicated supply chains, foreign exporters with limited experience and networks in China need to work through local registered import partners (PMA, 2016). This situation is undoubtedly advantageous for the Chinese middlemen in Thailand since the Chinese importers often preferred to deal with the Chinese middlemen rather than the Thais. Moreover, the selling prices of longans in China markets usually exhibited a “wave-like” fluctuation that makes the timing for produce-purchasing highly critical. Through their business network and partners in China, Chinese middlemen in Thailand have had better access to the information concerning the dynamics of selling prices in China markets than Thai competitors. This has allowed them to adjust better the timing and offers of their products purchases in response to the changing market signal.

Fourthly, Thai middlemen should be at fault for failing to earn intimate trusts from Thai longan growers. In the prevailing Thai middlemen’s business’ practice, given the greater access to more up-to-date information about the longan trade situations, the middlemen would normally exploit farmers by offering unfairly low buying prices and often force poor farmers to absorb all the risks. This situation was disrupted when Chinese buyers’ entry increased competition among middlemen (e.g., fruit brokers). Chinese middlemen usually had better financial resources. This is considered a great advantage since the buyers need a large amount of cash during the harvesting period in which the longan fruits are cultivated and sold in large volumes in a short period. This, however, seems to be beneficial to Thai growers in terms of a better price deal only in the early years. Unfortunately, the Chinese middlemen would set higher buying prices for the fruit so that the growers would race to produce and harvest as much as possible. However, when the produces were supplied before the period of harvesting time, the buyers (Chinese middlemen) tended to lower the buying price, so the growers had no other choices but to sell their fruits at unjustly low prices.

Lastly, unlike the Thai counterparts, Chinese middlemen have had more access to information about market prices in China and information about the farm-gate prices in Thailand. The Chinese dealers are keen to form social and business networks through “guanxi,” which is based on trust and friendship that permitted them to have access to buying price information at different orchards and areas. This, therefore, enabled them to set the appropriate buying price and offer to satisfy the Thai orchard owners’ demand than those offered by Thai middlemen. Besides the information about produce prices, members of this business network can also call upon other network colleagues for assistance and advice in several of the areas as needed.

As for all the advantages mentioned earlier, Chinese middlemen have been able to penetrate more deeply in Thailand’s domestic longan value chain, gradually pushing the Thai dealers out of Thailand’s longan industry (see Figure 6). Chinese middlemen have now been engaged in almost every operation within the domestic supply chain and actively serve as consolidators, packaging houses, drying manufactures, and exporters. The Chinese’s growing domination over the Thai longan market, especially in the drying operations, hands them a monopolized power to manipulate the domestic trading price, resulting in the fruit price earned by the growers being dictated by Chinese business operators. Moreover, a significant share of the value creation in the value chain of longan export has been captured by the Chinese merchants and traders, as shown in Figure 6. The Thai longan growers were able to sell their products at about US$ 1 per kg, which was much lower than the retail prices of US$ 4 per kg for fresh longans at a Chinese market. While the export of longan to China has been considerably growing, the Thai value chain members have lost a sizable share in value capture and that the growers did not enjoy the rise in the purchasing price of their fresh produces. Despite the substantial export growth that the Thai longan industry has experienced for more than 10 years, most Thai longan growers still struggle with low prices and remain in dire need of government support.
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Figure 6: Simplified Model of Dominance of Chinese Middlemen in the Supply Chain of Dried and Fresh Longan Produces


5. Discussion and Conclusion

At present, Chinese economic agents can manipulate the Thai longan value chain operation to maximize their business benefit. The majority of Thai middlemen, such as consolidators, packaging houses, and exporters, have been almost entirely driven out of the longan value chain. This particular development of the Thai longan export value chain’s governance has revealed an adverse outcome after Thai stakeholders were over-optimistic about the initial export growth brought about by the enhanced international transportation connectivity but failed to foresee the evolutionary change in the competitive landscape in the long term. The development of cross-border transportation routes connecting Thailand and China and the presence of Chinese middlemen helped boost the export of Thai longan to China. However, being satisfied with only the “aggregate” value of the benefits associated with the growth in international trade from the enhanced international transportation connectivity may not be enough since the net contribution of export growth to the well-being of the exporting country is kept marginal if the foreign economic agents mostly bagged the created values. Therefore, it is far more crucial to take an in-depth look at how the due benefits could be reaped by local participants in the value chain of international trade.

The longan value chain’s governance has pointed out that a larger share of the wealth created by any trade will go to the participants with a comparatively greater trade bargaining power in the value chain and leverage the trade to seek a better deal than their counterparts. Several factors contributing to the higher bargaining power include, but are not limited to, niche production technology or process, exclusive access to end-consumers, and the ability to monopolize the trade. The three lessons learned were extracted from the Thai longan value chain analysis, which highlighted specific mechanisms that must be put in place to enhance the bargaining leverages of domestic firms or stakeholders before committing a country to international trade liberalization.


(1)Securing access to market demand signal: The longan industry in Thailand was not operated in a perfectly competitive market manner due to the information asymmetry that has given the Chinese firms a critical advantage over their Thai competitors. Thai stakeholders, including both private firms and government agencies, shoddily failed to recognize the importance of leveraging market information for business advantage. In the early years of market liberalization, no efforts were put to make real-time data on longan prices and the up-to-date consumption behavior in the Chinese markets available to domestic firms. Thai growers and dealers had no access to information on the demand side about the price offered and quantity demanded necessary for crop planning and business decision-making since majority of downstream actors such as private consolidators and drying manufacturer and exporters were represented by foreigners or the Chinese who almost had sole control of product and information flow from mid to downstream of the chain. This, therefore, hindered the ability of Thai stakeholders to adapt their operations to the rapid-changing situations in Chinese markets.

(2)Uplifting domestic firms’ competitiveness in international trade: New international transportation routes open up new business opportunities in the foreign markets and open the domestic market to foreign competitors. Domestic firms can no longer rely on their existing skill, but the competencies and capability in other fields must be developed to meet the new competitive landscape’s challenges. When entering unexplored foreign markets, most firms usually face many business options and a variety of risks. To succeed in the foreign markets, firms must be well-equipped with entrepreneurial skills and tolerance for risks to successfully embrace unforeseeable changes. Since a domestic market is no longer a protected territory, therefore, domestic firms must realize that this is not an accustomed business situation anymore and that they should modernize their production and management practices to compete with foreign competitors who might have come with more advanced technology, higher capital, and better business strategies.

(2)Fostering ecosystem for competitiveness: Ecosystem refers to a supportive environment that would proactively promote and satisfy the demand for domestic business operators’ competitiveness both in the domestic market and foreign markets. The development of firms’ competitiveness rests on the firm’s internal capability and ecosystem that would either encourage firms to invest in self-improvement to become more competitive or support their ventures to penetrate overseas markets. It is a duty of government to implement policy, laws, and implementation strategy to create business ecosystems that could strengthen domestic enterprises’ comparative advantage in international trade, such as privileged financial support for overseas trade and investment, trade and investment consultancy, and risk mitigation measures.

A crucial element of the ecosystem is the international trading platform in which domestic and foreign enterprises compete. Governments must strive to ensure the level-playing field of international trade so that domestic and foreign firms compete on equal footing. When it comes to any trade agreement (FTA), the trade negotiators or related government agencies should seek trade fairness in the form of the reciprocal removal of import tax and extend their consideration to ensure the reciprocal application of non-tariff barriers. By referring to the effective Thailand–China FTA, fruits imported from Thailand to China have faced higher Sanitary or Phytosanitary requirements than those entering Thailand from China. For example, in the protocols accompanying the Memorandum of Understanding (MoU) on the Cooperation in Sanitary and Phytosanitary Measures, signed by Thailand’s Ministry of Agriculture and Cooperatives (MOAC) and China’s General Administration of Quality Supervision, Inspection and Quarantine (AQSIQ) on April 12, 2004, there were two specific clauses added to the “Thai Fruits Entering China” protocol with no equivalent clauses included in the “Chinese Fruits Entering Thailand” protocol. Whereas the “Thai Fruits Entering China” protocol specifies that the level of SO2 in Thai longan exported to China must not exceed 50 ppm (parts per million, or milligram per 1 kg). However, the “Chinese Fruits Entering Thailand” protocol had no equivalent specification on allowable levels of chemical residues in imported fruits from China to Thailand. In the “Thailand Fruits Entering China” protocol, there was also a specified clause demanding that lychee and longan exported from Thailand should contain twigs with a length no longer than 15 cm in length, but no equivalent requirement was imposed on Chinese fruits in the “Chinese Fruits Entering Thailand” protocol (Worasakyothin and Tiranutti, 2007).

The Chinese government has launched and strictly enforced various legal initiatives to be used as barriers for foreign firms to actively engage in its domestic retail fruit and vegetable trade. Starting a business in China, many foreigners were commonly subjected to several regulations and laws that could be amended without prior notification by government’s request. Those were often not specified and typically depended upon the interpretation and judgment of local officials. However, to set-up a business in China in the forms of either a wholly foreign-owned enterprise or a joint-venture, the foreign investors may have to be constantly engaged in an endless (tiresome) negotiation with the government officials. Even though Thailand has already imposed restrictions on foreign investment in its domestic retail businesses, its enforcement has always been compromised and weakening. Many Chinese traders were able to set-up their businesses in Thailand easily by using Thai nominees. Moreover, the support by the China government could probably facilitate more entry of some Chinese traders into Thailand’s fruit markets. Since 2001 the China government has initiated the “Going Out” strategy to encourage its domestic firms to venture into overseas markets by creating conditions necessary to promote overseas investment, including providing finance, insurance, and foreign currency (Grimsditch, 2017).

In sum, while it is relatively easy for Chinese traders to establish their business footprint in Thailand and gain direct access to Thai consumers, Thai business people face numerous legal and bureaucratic challenges and difficulties in establishing their retail operations in China to reach Chinese consumers directly.

The rise and fall of longan farmers’ fate in Thailand reflects the eventual outcomes when the country is focused on improving trade facilitation initiatives but had failed to develop corresponding trade competency that could enable the country to reap the utmost economic benefits. Most of the plans and implementation strategies exclusively focused on developing infrastructures like roads and distribution centers. But none of these have contributed to long-term impacts on promoting the Thai producers’ and exporters’ relative competitiveness in international trade. Given the fact that traffic always runs both ways, international transportation connectivity often acts as a double-edged trade instrument that, on the one hand, boosts the export of local goods of a country to the outside world, On the other hand, it facilitates the importation of products from other countries. While Thailand–China FTA and the improved Thailand–China transportation connectivity have permitted Thailand to increase its tropical fruit exports to China, they have also paved the way for the Chinese agricultural products to dominate Thai vegetable markets. Transportation connectivity is just a necessary condition, but it is not a sufficient condition to enable a country to secure maximum economic prosperity from international trade. A more crucial influencing factor would be the trading and entrepreneurial skills of domestic firms necessary to compete in the highly competitive and vibrant global trade. Therefore, careful consideration is needed to develop a clear and thorough understanding of all potentially positive and negative impacts and the necessary competency development before driving a country to participate in any international transportation connectivity, like the future BRI project.
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Year (Tons) (. Baht) (Tons) (m. Bah)
2007 8248321 135680 206.76 398
2008 8437668 160455 8745 128
2000 13772675 228037 92680 1493
2010 6523500 167210 164707 3217
2011 13023623 743525 2670390 51093
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2013 6096043 234161 7513140 146489
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Province 1998/99 201011 1998/99 201011
Northern Region 6 16 u 16
Phongsaly 5 2% 1 18
Luang Namtha 3 31 6 14
Oudomay 2 7 6 4
Bokeo 4 21 10 7
Luang Prabang 6 H 7 2
Huaphanh 3 B 15 21
Xayabury 3 18 2 31
Central Region 43 55 45 54
Vientiane Capital 66 7 34 45
Xiengkhuang 17 35 2 62
Vientiane Province 30 # 2 45
Borikhamay 2 2% 2 2
Khammuane 36 47 52 61
Savannakhet 51 7 63 66
Southern Region 40 56 48 50
Saravane “ 51 43 55
Sekang 7 B 9 37
Champasack 48 7 56 ks
Attapen 9 27 35 78
Total 23 2 33 a1
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Province Coffee  Tea Cardamom Rubber
Northern Region 200 2400 2700 53300
Phongsaly. 100 1900 2200 10900
Luang Namtha A — 200 17.900
Oudomsay — 200 300 10600
Bokeo - - — 7,700
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Huaphanh — = 100
Xayabury - 00 @ — 3200
Central Region 300 100 — 12500
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Xiengkinuang - 00— 100
Vientiane Province - - — 4700
Borikhanray e — 3.100
Khammuane - = - 2400
Savannakhet - = — 800
Southern Region 45400 — 3700 500
Saravane 10000 — 800 100
Sekong 5600 — 1500 100
Champasack 2020 — 130 300
Attapen 600 — 0w —

Total 45900 2500 6400 66,500
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2005 2016 2017 (Isthalf
Rubber 10924 16572 19746 22032 8283 20376
Banana 57225 30357 43080 183548 160810 64170
Fruits 14570 10833 19054 12769 9884 16812
Maize 8274 121 26532 25040 6924
Rice 850 1288 7405 14197 5588 2959
Beans - — 063 208 — 188
Tobacco 28 596 1002 38 1381 1496
Coffee beans 244 120 om2 23 2314 789
Cassava 68 3 482 7 137 157
Root vegetables 8 2% 6002 40 1072 133
Paper mulberry 205 132 2 6 k] o1
Tea 07— - 32 33 7
Seeds 27 2% 531 579 288 6
Spices 32 2% a - 55 H
Garlic and onion 8 03— - 2 21
Tob’s tears — m - 150 — -

Total 93114 71930 124874 23474 289524 115956
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No. of Growers Arca Planted (ha)
Crop Group Crop 199899 2010711 199899 2010711
1. Citrus fruit Orange 34400 14700 1,000 500
Mandarin 40 10900 — 1100
Lemon 16400 14700 500 1,000
2. Tropical fruit Banana 109000 70400 13400 9300
Mango 152000  187.600 3300 3300
Papaya 23000 14000 500 200
Pineapple 25900 12200 2300 2,100
Tamarind 68000 76500 1500 1,000
Longan 23900 33400 400 500
Tackfiuit 73800 69.800 600 600
3. Other fruit Cocomt 109100  1.10.700 900 900
4 Beveagecrops  Coffee 23700 25200 41200 45900
Tea 1700 6300 500 2500
5. Other crops Cardamom 6100 13300 5200 6400
Rubber 100 49,000 66,500
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Distance  Duration Fransportation Cost
Routes (km) (Hours) (40 ft. container) (USS)
R34 1858 50 7.840
Bangkok-Chiangrai 830 3140
Chiangrai-Chiangkhong 110
Chiangkhong-Boten (Laos 28

‘PDR) / Mohan (China)
Mohan-Kunming 690 4700
RO 1900 3042 2110-2,40
Bangkok-Mukdahan 680 15 450470
Sawannakhet-DanSawan 250 56 250-270
Lao Bao-Nanning 970 1921 1400-1.700
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2008 2010 2012

sta. std. std
Variables Coefficient ~ Emr Coefficient ~ Frr Coefficient  Err
Rice dummy 092 T 0215 0941 T 0141 0607 ** 0302
Maize dummy 0409 ** 0152 0123 0183 0289 0236
Tobaccodummy 0854 % 0157 0830 ** 0152 0605 ** 0205
Land (ha) 0287 %t 0074 0141 * 0074 0211 ** 0,09
Labor (person) 0024 004 0 0049 0029 0083
Water 0028 0151 009 0186 0314 0272
tand quality 029 0186 004 0116 027 0218
Head age (vears)  —0.01 0007 0 0006 0011 0,009
Head education .02 0029 005 **002 0008 0033

(years)

Const. 135 T 0473 147 T 0378 139 ** 0653
R 0696 064 0462
Observations 101 7 70
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