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Introduction

Officially announced by Xi Jinping in 2013, the “Belt and Road
Initiative” (BRI) — from the Chinese yi dai yi lu, literally one belt
one road — is a commitment to easing bottlenecks to Eurasian trade
by improving and building networks of connectivity across Central,
Western and Southern Asia, but also reaching out to the Middle East
as well as East and North Africa. Although often labelled the New
Silk Road(s), the BRI is much broader in scope than its predeces-
sors, i.e. the ancient Silk Road(s) dating back to the Han Dynasty
(206 BC-220 AD) and the “Go Out” policy launched by the Chinese
government in 1999. While the original Silk Road (a term first used
by German geologist Baron Ferdinand von Richthofen in the mid-
1800s) included land routes and sea-lanes connecting Xian to Rome
mainly through southern corridors, crossing Iran and Turkey, the
BRI should also cross Central Asia, Russia and Eastern Europe and
terminate in Rotterdam. Moreover, unlike the ancient Silk Road,
which was largely an unplanned outcome of the trading activities
between China and its partner countries, the Belt and Road project
is a comprehensive national development strategy designed by the
government, with a potentially strong international development
impact. In a similar vein, the “Go Out” policy aimed at increasing
and facilitating outward foreign direct investment, in the expecta-
tion that host countries would welcome Chinese investors with the
hope of benefitting from the country’s growth.

The BRI includes two separate routes, the “Silk Road Economic
Belt” (SREB), i.e. the overland part of the broader BRI, and the
“Maritime Silk Road”, each encompassing a number of corridors,
six of which are currently in some stage of planning or construc-
tion: the China-Mongolia-Russia corridor; the New Eurasian Land
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Bridge; the China-Central Asia-Western Asia Corridor; the China-
Pakistan Corridor; the Indochina Peninsula Corridor; and the Ban-
gladesh-China-India-Myanmar Corridor.

The BRI has become the centrepiece of China’s economic di-
plomacy, if not of China’s diplomacy tout court. It aims at foster-
ing China’s integration into the global economy along much deeper
avenues — far beyond trade and investment flows — than ever before.
Although the Chinese government officially prefer to call it an ini-
tiative, it should be regarded as the country’s new opening-up strat-
egy, developed in response to changing domestic and international
circumstances. This volume provides an in-depth analysis of the
BRI, its logic, rationale and implications on international economic
and political relations.

Far beyond the myth in the name of the initiative — as described
by Yuan Li in the first chapter — the BRI pursues multifaceted eco-
nomic and political goals. In the current global geopolitical scene
with rising challenges to globalization and to multilateralism — the
bedrock of the liberal international order since World War II —
the world is again at a historical turning point. Recent economic
and political developments in the United States — with President
Trump’s withdrawal from the Trans-Pacific Partnership (TPP) and
his intention to adopt major protectionist trade policies and immi-
gration restrictions — have cast doubts on the future of American
hegemony and US participation in global governance. Conversely,
China has taken a clear position to defend globalization and boost
new multilateralism, confirmed by President Xi’s speech in Davos
(17 January 2017). However, China is still a developing country
with neither the ability nor the obligation to defend and lead global-
ization alone. Seeking Europe as a partner may be crucial. The BRI
is an open proposal from China to Europe and all its partners in the
world to forge a platform for diversified cooperation, to integrate
China’s development strategies with the development strategies of
other countries, to generate synergies between government policies,
and ultimately to reduce the risk of the “Thucydides Trap”.

Central Asia is most likely the region that will receive the stron-
gest impact along the Belt and Road, as described by Fabio Indeo. It
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is worth noting that precisely as part of his state visit to Kazakhstan,
at Nazarbayev University on 7 September 2013, Chinese President
Xi Jinping announced the SREB, one of the two main pillars of the
broader BRI. As a matter of fact, the backbone of the SREB initia-
tive currently represents precisely the strategic orientations of the
Chinese periphery policy since 1991. Since then, the independence
of the five Central Asian republics (Kazakhstan, Kyrgyzstan, Ta-
jikistan, Turkmenistan and Uzbekistan) pushed China to adopt a
political strategy — the “Zhoubian zhengce” strategy, or periphery
policy — to explore common grounds with new neighbouring coun-
tries in both economic and security areas in order to develop good
relations with them.

The BRI aims at improving connectivity among a number of
previously separated regions — Europe, post-Soviet space, Central,
Eastern and Southern Asia, the Middle East — which are supposed
to be integrated into a “Greater Eurasia”, part of a long-term global
strategy to build a centre of geopolitical stability and development.
Therefore, besides Central Asia, both Russia and Ukraine also
clearly have crucial positions in the BRI as envisaged by the Chi-
nese leadership, as Maria Lagutina discusses in chapter 3. More
specifically, the SREB is a response to the long debated process of
integration within Eurasia by Russia and some of the largest Cen-
tral Asian republics, which eventually led to the establishment of
the Eurasian Economic Union (EEU) in 2015. The BRI intends to
act as a binder for the projects of regional cooperation and integra-
tion already in progress, with the broader aim of connecting Asia to
Europe through an integrated Eurasian continent. In such a setting,
Ukraine is very important due to its geographical position between
Russia and Europe, which also explains why the two countries have
recently intensified cooperation in the development of the SREB.

Although most of the public debate and attention have been de-
voted to the implications of the BRI in Central Asia, no less crucial
to the overall success of the initiative is the Middle East and North
Africa (MENA) region, as pointed out by Filippo Fasulo and Vale-
ria Talbot. Indeed, the MENA region is a truly strategic place where
the Belt joins the Road, i.e. where the two major overland and mari-
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time routes will eventually meet, as the China-Central Asia-West
Asia Economic Corridor reaches Iran and Turkey and the Mediter-
ranean Sea, the Red Sea and the Suez Canal. This is also the ratio-
nale behind the decision of many Middle Eastern countries to join
the Asian Infrastructure Investment Bank (AIIB), the leading fi-
nancing institution of the BRI. Among them, Oman and Turkey, are
countries that probably will be most affected by the BRI corridors.

Europe is the end-point of the New Silk Roads, both by land and
by sea. It is the ultimate geographic destination and political part-
ner in the BRI. The initiative aims at easing economic and politi-
cal relations between two major economic powers, at a time when
geopolitical tensions in various parts of Asia and policy uncertain-
ties among major world powers, namely the United States, pose a
serious risk to multilateral cooperation. Even before the emergence
of the BRI, the EU and China already held regular dialogues on
railway, maritime, aviation, customs facilitation, as well as other
issues related to connectivity, through the EU-China 2020 strategic
Agenda for Cooperation signed in 2013, as suggested by Xavier
Richet, Joél Ruet and Xieshu Wang in their chapter. But not all Eu-
ropean countries are equally important to the BRI. Within Europe,
BRI projects are in fact concentrated in two particular regions: Cen-
tral and Eastern Europe and the European Mediterranean countries.
Meanwhile, in September 2015, the European Commission and the
Chinese government signed a Memorandum on the EU-China Con-
nectivity Platform to enhance synergies between China’s BRI and
the EU’s connectivity initiatives such as the Trans-European Trans-
port Network.

Last but not least, Alessia Amighini notes that the BRI is likely
to have long-lasting and deep implications for international eco-
nomic and political relations, by becoming a true game changer. In
fact, although trade is a key pillar of the project, the BRI aims to
stimulate economic development over vast areas of land extending
from the least-developed inner and western provinces of China to
the so-called STAN countries in Central Asia and the rest of devel-
oping Asia, but also to the Middle East and Eastern Africa, where
many countries are still in great need of infrastructure investment
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to improve their connectivity with the rest of the world. Moreover,
all Central Asian countries except Pakistan are landlocked, a major
disadvantage in terms of export value. Even more importantly, the
BRI is likely to radically change the major routes of international
trade, which currently travels mainly by sea, in favour of overland
routes. The changing network of international trade routes will have
profound implications on the geopolitical relations between Chi-
na and Europe, between China, Central Asia and Russia, and also
within the whole Pacific region, to the extent that the major cor-
ridors of current seaborne trade of goods, mineral oils and gas will
probably shift westwards away from the South China Sea towards
the Middle Eastern lanes.

The BRI is the Chinese move on the global chessboard to shape
the future international balance of power. It remains to be seen if
and to what extent the other major chess pieces — from the EU to
Russia — will be able and willing to play the same game.

Paolo Magri
ISPI Executive Vice-President and Director
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1. Belt and Road:
A Logic Behind the Myth

Yuan Li

Connections between the major European and Asian civilizations
started more than 2,000 years ago, thanks to the diligent and cou-
rageous camel caravans that explored and opened up what today
is known as the ancient Silk Road. Nowadays, Europe and Asia
are once more trying to enhance connectivity, this time with the
use of modern transportation, in order to boost trade, investments,
and economic development, as well as to improve diplomatic re-
lations, scientific progress and cultural exchange for all countries
and regions across the Eurasian continent. These new connections
and corridors — covering Central Asia, the Caucasus, the Black and
Caspian Seas, Mediterranean-bordering countries, the whole of the
European Union in general, and the Central-Eastern-Baltic part in
particular — are included in the so-called “Belt and Road Initiative”
(BRI) as an attempt to revive the historical Eurasian Silk Road(s).
Since its introduction by Xi Jinping in 2013, the initiative has
been the center of a plethora of in-depth analyses and policy de-
bates. The Chinese authorities tend to call it a “strategy” at home
and an “initiative” abroad. This grandiose project aims at fostering
China’s integration into the world economy and marks a significant
milestone in the country’s engagement in the international com-
munity. The initiative was officially introduced in the fall of 2013.
Most of the big projects still have not been carried out. Although it
is a very recent development it has already caught global attention.
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The initiative has usually been painted as “truly monumental™ or
“grandiose” 2. In accordance with its potentially immense impact,
especially on the Eurasian continent, the initiative has aroused great
interest, both politically as well as academically. However, given
its comprehensive character and the relatively short period that has
passed since its inception in 2013, the initiative still poses many
pending questions. To name but a few: (1) Why does it have a mys-
terious name? (2) What is the logic of the initiative? (3) What im-
pacts can it generate?

This chapter aims to approach these questions and concerns on the
Belt and Road Initiative. Section 2 analyzes the rationale of the name
of the initiative. Section 3 analyzes the logic of the initiative through
the linkage of the domestic and global economic contexts in which
the initiative is embedded. Section 4 tries to analyze the impacts of
the initiative in the involved regions with a special focus on Europe.
Section 5 illustrate the impact of the initiative using a case study.

The myth in the name of the initiative

During his visit to Kazakhstan in September 2013, Chinese Presi-
dent Xi Jinping put forward the proposal for an innovative model
of regional economic cooperation in order to foster collaboration
across the historic Silk Road and named it the “New” Silk Road.
One month later in the same year, Xi Jinping proposed the Mari-
time New Silk Road during his speech to the Indonesian Parlia-
ment, which was an extension of the continental New Silk Road and
echoed the historic Maritime Silk Road.

But the Chinese government did not simply name the initiative
the “New Silk Road(s)”, which might be the most straightforward
and suitable title. Instead, the official Chinese official name of the

! “The Political Economy of China’s New Silk Road”, Post Western World, 6 November
2016. http:/ /www.postwesternworld.com/2016/11/06/ political-economy-chinas/ .
2V.Ntousas,“BacktotheFuture: China’s‘OneBelt, OneRoad’Initiative” HK' TDCResearch, 10
June 2016, http:/ /www.feps-eutope.cu/assets/6b12aa95-9d47-466f-a791-fa02a5d5¢7d3/
backtothefuture-feps-policybriefpdf.pdf
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initiative is “—# — %" (literally translated as “One Belt, One
Road”). For many Westerners, although the name One Belt, One
Road is quite inexplicable, this did not prevent the popular use of
this term in the West. But later — from September 2015 on — the Chi-
nese government changed the official English name of the initiative
again, from One Belt, One Road (OBOR) into “The Belt and Road
Initiative”(BRI). Why is the official English name of the initiative
no longer “New Silk Road” or “One Belt, One Road” but instead
translated as “The Belt and Road”? Why does the initial Chinese
name for the initiative remain? In actual fact, the seemingly small
adjustment in the official translation by the Chinese government
embodies some political and cultural concerns.

First, the term “Seidenstral3e” (or Silk Road) was first coined by
Ferdinand von Richthofen, a German geographer, in 1877°. There-
fore, to some extent, Germany and not the Chinese government
is the intellectual property right holder of the word “Silk Road”.
Besides, the New Silk Road is also an initiative launched by the
United States for connecting Afghanistan and Central Asia in 2011,
which aimed to integrate the region and boost its potential as a tran-
sit area between Europe and East Asia. Moreover, in the late 1990s,
the Japanese government under the administration of Obuchi Keizo
had also announced a “Silk Road Diplomacy” which aimed to en-
hance Japan’s involvement in Central Asia*. The Chinese version
of the new Silk Road plan is supposed to be different from the pre-
vious American and Japanese Silk Road programs, both of which
have made little progress. China’s idea is to design a non-exclusive
platform for cooperation and regional integration and does not in-
tend to seek dominance of regional affairs®. Therefore, the Chinese
government used a different name for the BRI initiative.

* E von Richthofen, China; Ergebnisse eigener Reisen und daranf gegriindeter Studien, Unvet-
dnderter Faksimile-Reprint der Originalausgabe des Vetlages, Dietrich Reimer (Ernst
Vohsen ), 1882, Faksimileausgabe, Saarbriicken, Fines Mundi GmbH 2006.

* C. Len, U. Tomohiko and H. Tetsuya, Japan's Silk Road diplomacy: Paving the road ahead,
Washington, D.C., Central Asia-Caucasus Institute & Silk Road Studies Program, 2008.
> H. Maochun and Y. Zhang, CHT 4L P 2 W 2 A B B R K A 7, People.com,
2013, http://theoty.people.com.cn/n/2013/1231/¢40531-23993161.html.
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Second, the term One Belt, One Road is awkward in English.
In the English language, the structure “one..., one...” is usually
used to emphasize the meaning of “each” or “the same”, such
as “one person, one vote” or “One World, One Dream”. But the
“one..., one...” structure in the original Chinese name of the ini-
tiative is mainly used to refer to “abstract things”, and also to
balance sentence structure. Noticing the problem, both Chinese
and foreign politicians, such as Fu Ying, Vice-Minister of China’s
Foreign Affairs Ministry, and Kevin Rudd, former Prime Minister
of Australia, suggested using different English translations for the
name of the initiative °. Moreover, since its introduction in 2013,
the initiative has progressed very fast. The initiative has expand-
ed from including just “one” belt and “one” road, into including
many “belts” and many “roads”. Therefore, the official English
name of this initiative was changed from One Belt, One Road into
The Belt and Road Initiative.
But why didn’t the Chinese name of the initiative change? This
is because the traditional Chinese Taoist philosophy can provide a
logical explanation for “one” and “many”. In the Taoist classic “Tao
Te Ching”, Lao-tzu’s wisdom says that “The Dao begets One; One
begets Two; Two begets Three; Three begets the myriad creatures™”.
It means Dao begets the Wuji (the origin); Wuji begets Yin (nega-
tive) and Yang (positive); Yin

The initiative has expanded and Yang give birth to new
from including just “one” belt things; and in this way all be-
and “one” road, into including ings are created. This is Lao-
many “belts” and many “roads”. tzu’s theory of cosmogony,
Therefore, the official English which has shaped Chinese
name of this initiative was culture and philosophy. From
changed from OBOR into BRI this way of thinking, One Belt,

Y. Huang, “Understanding China‘s Belt & Road Initiative: Motivation, framework
and assessment”, China Economic Review, vol. 40, pp. 314-21, 2016, doi:10.1016/j.chie-
€0.2016.07.007.

" Wang Yiwel, Shi jie shi tong de: .,yi dai yi lu” de luo ji, 1st ed. Ren da chong yang zhi ku
zuo pin xi lie RDCY think tank series. Bei Jing: Shang wu yin shu guan, 2016; Lao Tzu,
Tao-te-ching, Penguin classics, London, 1963.
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One Road and Belts and Roads are both opposite and unified, and
can be transformed into each other.

Promise of the reason for the existence of everything in the uni-
verse is derived from the One (nothingness; or reason for being) (yin
and yang) (Heaven, Earth and Man; or yin, yang and qi [breath]).

The logic of the initiative

The objective of the Belt and Road Initiative is a topic heavily de-
bated by academia, think tanks, and public media since its birth.
Some observers are inclined to interpret the BRI as China’s new
grand strategy with security and military aspirations. The BRI has
often been compared to the Marshall Plan and portrayed as a threat
to Western hegemony®. This emphasis on the geopolitical impacts
of the BRI tends to come together with a zero-sum and conflictual
assessment of China’s rise’.

One the other hand, some other observers describe the Belt and
Road Initiative as China’s new economic strategy aimed at further
connecting its domestic market with the global market', as well as

8 E. Curtan, “China‘s Matshall Plan”, Bloombetg, 7 August 2016, https:/ /www.bloom-
berg.com/news/articles/2016-08-07 /china-s-marshall-plan; S. Mokry, “How the Belt
and Road Initiative globalizes China’s national security policy”, MERICS China Blog,
15 November 2016, https://blog.merics.org/en/blog-post/2016/11/15/how-the-
belt-and-road-initiative-globalizes-chinas-national-security-policy/;  W.H. Overholt,
“One Belt, One Road, One Pivot”, The Overholt Group, vol. 10, no. 3, Fall 2015,
pp- 18, http://theoverholtgroup.com/media/Article-Southeast-Asia/One-Belt-
One-Road-One-Pivot-Global-Asia-Corrected-Oct2015.pdf; S. Tiezzi, “The New Silk
Road: China‘s Marshall Plan?”, The Diplomat, November 2014, http://thediplomat.
com/2014/11/the-new-silk-road-chinas-marshall-plan/

?'T. Fallon, “China‘s Pivot to Europe”, American Foreign Policy Interests, vol. 36, no. 3,
2014, pp. 175-82, doi:10.1080/10803920.2014.925342; A. Bhattacharya, Conceptualizing
the Sitk Road Initiative in China’s Periphery Policy, Researchgate, November 2016.

" Hong Kong Trade Development Council (HKTDC), “Belt and Road Basics”, 2017,
http://beltandroad.hktdc.com/en/belt-and-road-basics; “Our bulldozers, our rules:
China’s foreign policy could reshape a good part of the world economy”, The Economist,
2 June 2016, http://www.ecconomist.com/news/china/21701505-chinas-foreign-pol-
icy-could-reshape-good-part-world-economy-our-bulldozers-our-rules; B. Hofman,
“China’s One Belt One Road Initiative: What we know thus far”, East Asia & Pacific


https://www.bloomberg.com/news/articles/2016-08-07/china-s-marshall-plan
https://www.bloomberg.com/news/articles/2016-08-07/china-s-marshall-plan
https://blog.merics.org/en/blog-post/2016/11/15/how-the-belt-and-road-initiative-globalizes-chinas-national-security-policy/
https://blog.merics.org/en/blog-post/2016/11/15/how-the-belt-and-road-initiative-globalizes-chinas-national-security-policy/
http://theoverholtgroup.com/media/Article-Southeast-Asia/One-Belt-One-Road-One-Pivot-Global-Asia-Corrected-Oct2015.pdf
http://theoverholtgroup.com/media/Article-Southeast-Asia/One-Belt-One-Road-One-Pivot-Global-Asia-Corrected-Oct2015.pdf
http://beltandroad.hktdc.com/en/belt-and-road-basics
http://www.economist.com/news/china/21701505-chinas-foreign-policy-could-reshape-good-part-world-economy-our-bulldozers-our-rules
http://www.economist.com/news/china/21701505-chinas-foreign-policy-could-reshape-good-part-world-economy-our-bulldozers-our-rules
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a new diplomatic strategy to enhance China’s foreign relations with
countries along the belt and road"'. Note that the official position pre-
sented by Chinese authorities is that the BRI is mainly an economic
initiative, focusing on win-win cooperation and the socioeconomic
benefits that it could bring for China and for the other participant
countries. In their view, using a geostrategic lens to analyze an eco-
nomic initiative is a pretext for being trapped again into a Cold War
mindset as well as a zero-sum-game mindset which have hindered
cooperation among nations and world development for decades'?.
Although the existing popular policy analyses of the aim of the
BRI have provided some important information, their interpreta-
tions usually just focus on a certain specific aspect of the BRI. As
the BRI itself is multi-dimensional, if one understands the initiative
just through one dimension then the whole picture and the links be-
tween different dimensions are missed. Modern international rela-
tions studies emphasize that sound theories of world politics should
try to consider the interplay of both international and domestic dy-
namics'. Policies like the Belt and Road Initiative can be seen as
an outcome (equilibrium) of games played between policy-makers
in the domestic arena facing constraints from domestic institutions
and society, as well as in the international arena facing interna-
tional constraints. Therefore, to understand the logic of the BRI,
one needs to understand the
The official position presented by domestic and global economic
Chinese authorities is that the BRI  contexts in which the initia-
is mainly an economic initiative tive is embedded.

on the rise, The World Bank, 12 April 2015, http:/ /blogs.wotldbank.org/eastasiapaci-
fic/china-one-belt-one-road-initiative-what-we-know-thus-far

" Xie, Tao, “Is China’s ,Belt and Road‘ a Strategy?”, December 2015, http://thediplo-
mat.com/2015/12/is-chinas-belt-and-road-a-strategy/; McKinsey, “China’s One Bel,
One Road: Will it reshape global trade?”, 2016, http:/ /www.mckinsey.com/global-the-
mes/china/chinas-one-belt-one-road-will-it-reshape-global-trade; Y. Fallon (2014).

2 i Ruogu, “Understanding ‘One Belt, One Road’ Initiative and ‘Going out’ Strategy
of Chinese Enterptises” — M — i RERAR S R E A EH %”, 2016, http://
www.sasac.gov.cn/n1808314/n2106300/n2106332/¢2109417/ content.html

3 JN. Rosenau, Linkage Politics, New York, The Free Press, 1969.


http://thediplomat.com/2015/12/is-chinas-belt-and-road-a-strategy/
http://thediplomat.com/2015/12/is-chinas-belt-and-road-a-strategy/
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First of all, because of its increasing weight in the world
economy, today China no longer has simply domestic economic
policy. After decades of exceptionally strong economic growth,
China has become the world’s second largest economy. In 2007, it
also became the world’s largest exporter and second-largest im-
porter. Its import market is roughly the size of the import markets
of the other BRICS (Brazil, the Russian Federation, India, China
and South Africa), Japan, and Turkey combined'*. The Chinese
economy has become a leader in other dimensions too. Investment
in China was in 2015 four times the level in Japan and exceeds
investment in the United States and the European Union by 35 and
25%, respectively'®. In many metal markets, China even repre-
sents more than 50% of global demand. Hence, China’s decisions
regarding its own monetary, fiscal, and wage policies will have
impacts on the rest of the world, from the West to the BRICS and
Africa'®. Because of this important role of the Chinese economy,
China has become a “neighbor” of all the countries in the world.
And it is not surprising that any big domestic economic project in
China could generate influence throughout the global economy
directly or indirectly, as other nations’ links with China through
trade and FDI have intensified more than ever before. With this
rising influence, international responsibility to share the leader-
ship in world affairs is imposed on China. China has no option
but to engage in the shaping of a global governance system, and
to collaborate with its main partners internationally, despite their
differences. The BRI is an ambitious proposal from China, aim-
ing at forging a platform for diversified cooperation and realizing
win-win results and shared development!'’.

" Yorld Bank, The Impact of China on Europe and Central Asia, Europe and Central Asia
Economic Update, Office of the Regional Chief Economist, April 2016.

15 Ibid.

16 P. Defraigne, “China’s ‘Peaceful Rise” also Depends on Europe”, 3 September 2014,
http:/ /www.madariaga.be/publications/madariaga-speeches/971-china-peaceful-ri-
se-also-depends-on-europepdf

7 “B&R initiative new opening-up strategy: scholat”, Xinhua News, 14 January 2017,
http://news.xinhuanet.com/english/2017-01/14/c_135982714.htm
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However, in the past, may be due to the influence of Deng
Xiaoping’s suggestion to “hide your capacities, bide your time,
accomplish things where possible”, Chinese leaders seemed to
have had a “small-country” mentality, which means that policy-
making considerations regarded China’s domestic affairs and
were not an international responsibility. Nevertheless, there has
been a major shift from a “small-country” mentality to a “big-
country” mentality in Chinese leaders’ strategic thinking after the
leadership change in 2012. China’s new leadership has realized
that the country has no other option but to coordinate with its
main partners concerning the international consequences of Chi-
na’s rise. Otherwise, it runs the risk of containment policies of a
bloc-to-bloc confrontation. With this change of mentality, Chinese
policy-makers began to focus equally on international as well as
domestic markets and to plan domestic reforms in light of global
perspectives. For example, the Reform Decision after the 3™ Ple-
num of the 18" Party Congress called for “adapting to the new
situation of globalization™'3.

Second, domestically, after almost 35 years of high growth, Chi-
na has been entering a “new normal” stage, expecting the average
growth rate to be around 6.5% in the foreseeable future. Looking for
new growth drivers and transforming the economic structure is a very
urgent task. To achieve this aim, in late 2013 the Central Committee
of the Party issued a very ambitious reform decision that promises
greater progress towards a better functioning and more open market
economy. One of the key reform outlines is further opening up the
Chinese economy to the world, especially to opening up the inland
and border areas of China by developing new transportation routes
and accelerating infrastructural connections among neighboring
countries and regions. This will facilitate overseas companies’ entry
into China and Chinese companies’ expansion abroad".

18 CPC Central Committee, “Decision of the Central Committee of the Communist
Party of China on Some Major Issues Concerning Comprehensively Deepening the
Reform”, 16 January 2014, http://www.china.org.cn/china/third_plenary_sessi-
on/2014-01/16/content_31212602.htm

Y Ihid.
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Morover, the traditional economic structure of China, which re-
lied on investing massively in fixed assets and exporting low-skilled
labor-intensive products, is running out of steam. It now requires a
new model to support economic development, through building a
large number of high-tech, high-added value sectors, which is not
easy to achieve in a short time. This is the typical “middle-income
trap” challenge. About three decades ago, the economies of South
Korea, Taiwan, and Hong Kong faced the same “middle-income
trap” challenges as domestic labor costs rose sharply. They relocated
most of their labor-intensive manufacturing factories to the Eastern
coastal regions of China and went on to upgrade domestic industrial
structure. This process not only helped South Korea, Taiwan, and
Hong Kong to overcome the “middle-income trap” but also helped
mainland China to achieve industrialization and modernization si-
multaneously and created many jobs?’. The BRI will not only help
China to overcome the “middle-income trap” by transforming its
economic structure but will also create unprecedented opportunities
for all the developing countries along the Belt and Road to achieve
economic take-off*!.

Third, internationally, the recovery of the global economy after
the 2008 financial crisis continues to be weak, with several potential
skeletons still resting in the cupboard. From the refugee crisis in
Europe, the Brexit divorce, to the turbulent American presidential
election; from the civil war in Syria, the religious extremism in In-
donesia, to the economic depression in Latin America, there have
been too many “black swan” events rocking the entire developed
and developing world. And much of the social and political chaos
has deep economic causes. Finding new long-term growth drivers
is, therefore, of utmost urgen-

cy for a sustainable recovery Finding new long-term growth
of the world economy and drivers is of utmost urgency for a
long-term peace. Neverthe- sustainable recovery of the world
less, it will take dedication and economy and long-term peace

2Y. Huang (2016).

27Y. Lin, ““One Belt and One Road’ and Free Trade Zones - China’s New Opening-up
Initiatives”, Frontiers of Economics in China, vol. 10, no. 4, 2015, pp. 585-90.
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hard work to breed a new white swan. For instance, Asia’s develop-
ing countries have a vast market potential, but their economic take-
off is restricted by poor infrastructure, and they lack the funds for
catching up. For developed economies, such as Europe, although
the growth of bilateral trade, investment, and other economic ex-
changes with China have been very impressive in recent decades,
the economic potential of trade and investment relations with China
is far from being fully exploited. This is mainly due to restrictions,
bans, and other institutional barriers. The Belt and Road Initiative
aims not only at building a trade and infrastructure network but also
at integrating the development strategies of the participating coun-
tries to generate synergies and reduce the institutional barriers that
restrict trade and investment exchanges among them.

Fourth, there has been a significant variation in the domestic pol-
icy-making structure caused by the leadership change after the 18"
Party Congress. Policy-making in China has for a long time been
depicted as fragmented by many China scholars??. Decisions involve
a protracted process of building consensus among bureaucratic orga-
nizations that represent functional, sectorial, and regional interests.
Each bureaucratic organization represents its constituents and push-
es for policies in their own interests. However, they cannot com-
mand each other. In order to build consensus, they sometimes use
logrolling or exchanging favors with one another. The positive effect
of logrolling is that it prevents arbitrary personal power. However,
the negative effect is that state policies can be captured by powerful
interest groups®. For example, in China, the Security, the Military,

* K.G. Lieberthal, Policy Making in China: Leaders, Structures, and Processes (with the as-
sistance of M. Oksenberg), Princeton, NJ, Princeton University Press, 1988; K.G. Lie-
berthal and D.M. Lampton, Bureancracy, Politics, and Decision Making in Post-Mao China,
Berkeley, University of California Press, 1992; D.M. Lampton, Following the leader: Ruling
China from Deng Xiaoping to Xi Jinping, A Philip E. Lilienthal book, Berkeley, University
of California Press, 2014; S.L. Shirk, The Political Logic of Economic Reform in China,
California series on social choice and political economy 24, Berkeley, University of Ca-
lifornia Press, 1993, http://www.loc.gov/ catdir/description/ucal041/92012030.html
» M. Gillia, Yuan Li and Jiwei Qian, “Logrolling Under Fragmented Authoritatianism:
Theory and Evidence from China”, SSRN Journal, 2016; S.L. Shirk, The Domsestic Context
of Chinese Foreign Security Policies. New York, NY, Oxford University Press, 2014.
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and the Propaganda systems used to have a strong influence on dip-
lomatic and economic policy-making, but the Ministry of Foreign
Affairs did not have real power*. Through a series of bold reforms,
including the anti-corruption campaign, the new leadership of Xi
Jinping reclaimed authority over economic and diplomatic policy-
making. The concentration of policy-making power has been further
reinforced through the reduction of the size of the Standing Commit-
tee of the Politburo from 9 to 7, where the security and propaganda
apparatus were excluded from the top echelon of policy-making in
China. These changes have

prevented the BRI from being  The Belt and Road Initiative aims

hijacked by powerful interest
groups. The Leading Group for
Promoting the BRI was estab-
lished in February 2015 under
the leadership of Zhang Gaoli,

not only at building trade and

infrastructure networks but also

at integrating the development
strategies of the participating
countries to generate synergies

and reduce the institutional
barriers that restrict trade and
investment exchanges

among them

first-ranked vice-premier and a
member of the Standing Com-
mittee of the Politburo, whose
portfolio focuses on economic
1ssues, and its office has been
placed under the National Development and Reform Commission,
China’s top macroeconomic management agency?. Besides the
National Development and Reform Commission, the Ministry of
Commerce and the Ministry of Foreign Affairs are another two ma-
jor ministries involved in the implementation of the BRI. Neither
the military nor the security apparatus plays a prominent role in its
implementation. Having a domestic institution concerned with the
daily management of the BRI also shows that the main focus of the
initiative is on economic affairs.

Accordingly, the five major targets of the BRI include pro-
moting policy coordination, facilitating connectivity, accelerating

* DM. Lampton, The making of Chinese foreign and security policy in the era of reform, 1978
— 2000, Stanford, California, Stanford University Press, 2001.

% “China sets up leading team on Belt and Road initiative”, Xinbuna News, 29 March
2015, http:/ /news.xinhuanet.com/english/2015-03/29/c_134107435.htm
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trade, tightening financial integration, and promoting people-to-
people bonds. If all these goals turn into reality, it will affect China
and countries along the Belt and Road significantly, becoming a
propeller for thousands-of-kilometers-long hinterland develop-
ment. So far, there are more than 100 countries and international
organizations taking part at different levels in the BRI Initiative®.
The widespread willingness to participate in this project shows that
the involved countries believe in the positive effects that can be
achieved through partnering with the Chinese.

The potential effects of the Belt and Road Initiative on
third countries

Where the massive scale of the BRI is concerned, one should keep
in mind that it involves about three-fourths of the world’s popula-
tion, and 40% of Global GDP?’. As a major effect, the implementa-
tion of the Belt and Road Initiative will further deepen economic
integration between Asia and Europe. This might generate profound
impacts on goods, service, capital, labor and other imports markets,
on production processes, as well as on all economic sectors and
players (consumers, producers, governments, etc.). The likely over-
all effects of the BRI on Europe can be positive, negative, or neutral
depending on the sum of the costs and benefits for each sector while
considering both demand side and supply side impacts.

Generally speaking, trade creation will occur when there is a
reduction in tariff barriers, leading to lower prices. This switch to
lower cost producers will lead to an increase in consumer surplus
and economic benefits. On the contrary, trade diversion occurs
when tariff agreements cause imports to shift from low-cost coun-
tries to higher cost countries. The BRI is likely to have a major trade
creation effect. The trade creation effects of the BRI will likely to be
significant for both the EU and China since one of the major aims

% “Xi calls for advancing Belt and Road Initiative”, Xinbuna News, 18 August 2016,
http://news.xinhuanet.com/english/2016-08/18/c_135608750.htm
# E. Curran, (2016).
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of the BRI is to eliminate trade and investment barriers and create a
free trade zone among countries along the Belt and Road?.

Although the overall effect of the BRI on economic growth
for Europe might be positive due to trade creation, the impacts
on different industries and sectors of the economy might vary.
Generally, China has a comparative advantage in manufacturing
and labor-intensive industries. In recent years, China has also pro-
gressed very fast in climbing up the production value chain by
developing capital-intensive and technology-intensive industries
and started to move its labor-intensive industries to other coun-
tries. The BRI might raise the issue of trade imbalance between
China and Europe, which has always been a concern because al-
most all EU countries have maintened quite large trade deficits
with China except for Germany.

Furthermore, because of the potential improvement in the com-
petitive position of China’s manufacturing industries, some manu-
facturing sectors in Europe may face more competition. But some
other sectors in Europe may benefit from increasing demand for
transportation, financial services, and also natural resource exports.
As China moves up the production chain, it also would help im-
prove the wages of unskilled workers relative to skilled workers in
European countries. The reason is that China’s traditional reliance
on low-skilled, labor-intensive exports has put downward pressure
on wages in other countries. As China relies less on labor-intensive
exports, then that downward pressure eases.

Last but not least, the construction of transportation infrastruc-
ture itself requires a huge amount of investment, which can be-
come a strong engine for a new round of economic growth. For
example, the exceptionally strong investment demand would
create large export opportunities for European countries that are
specialized in the production of investment goods. This could
also create big export opportunities for resource-rich countries in

# National Development and Reform Commission — People’s Republic of China,
(NDRC), “Vision and Actions on Jointly Building Silk Road Economic Belt and
21st-Century Maritime Silk Road”, 28 March 2015, http://en.ndrc.gov.cn/newsrelea-
$e¢/201503/t20150330_669367.html
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Central Asia. Besides, we should not forget that the improvement
of transportation infrastructure can function as a driver for pro-
ductivity and economic growth as well as prosperity and poverty
reduction for the countries and regions in the hinterland of the
Eurasian continent. Earlier studies have found that trade infra-
structure is related to development, because it improves the exter-
nal trade balance®, reduces income inequality and poverty*°, and
enhances economic growth®!.

Income spillover effects

The BRI may generate positive economic spillover effects due to
higher growth rates and income levels in Asia, especially in the
vast hinterland region between East Asia and Europe as mentioned
above. Usually, in trade policy analysis, economic spillovers are
likely to be underrated relative to other direct effects. However, as
countries become more integrated, they are increasingly influenced
by each other’s economic development. Hence, we should not ig-
nore the economic spillover effects in evaluating the overall effects
of the BRI.

The BRI could influence EU countries’ growth through a num-
ber of channels. The most obvious channel is trade: a rise in the
BRI region’s growth will lead to an increase in their demand for
EU imports, which then contributes directly to an increase in the
net exports of the EU countries. And the positive implications of
trade for economic growth are not limited to countries that run sur-

¥ G. Celbis, P. Nijkamp and J. Poot, “Infrastructure and Trade: A Meta-Analy-
sis”, Region: the journal of ERSA, vol. 1, no. 1, 2014, pp. 25-62, http://hdlhandle.
net/10419/110933

% C. Calderén and L. Servén, The Effects of Infrastructure Development on Growth and
Income Distribution, Documentos de trabajo/Banco Central de Chile 270, Santiago de
Chile, 2004; D. Seneviratne and Y. Sun, “Infrastructure and Income Distribution in
ASEAN-5: What Are the Links?”, International Monetary Fund (IMF), 2013, http://
www.imf.org/external/pubs/ft/wp/2013/wp1341.pdf

' D.H. Brooks, “Infrastructure’s role in lowering Asia’s trade costs”, in Infrastructure’s
role in lowering Asia’s trade costs: Building for trade, D.H. Brooks and D. Hummels (eds.),
Cheltenham, UK - Northampton, MA, USA, Elgar, 2009, pp. 1-16.
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pluses since countries can benefit from technology transfers and
other efficiency gains associated with international trade®?. Indeed,
IMF studies show that a country’s economic growth is positively
influenced by both the growth rate and relative income level of its
trading partners and that countries benefit relatively more if their
trading partners grow faster than they themselves do*.

Second, with growing foreign direct and portfolio investment
flows into China, in the form of FDI, and from China, in the form
of Chinese purchases of foreign assets, the BRI can have an im-
pact on the global demand and supply of capital. Thus, it would
also generate spillover effects

on the GDP growth of the EU The BRI could influence EU
through financial linkages. countries’ growth through a
The BRI would enhance re- number of channels. The most

gional integration across the  obvious channel is trade: a rise in
Eurasian continent, which the BRI region’s growth will lead
would offer European suppli-  to an increase in their demand for
ers more scope in participat- EU imports
ing in the “Asian Factory”,

that is through cross-border value added chains. Many countries
covered by the BRI are mostly low-income economies. They have
greater potentials to grow rapidly but lack the required capital,
technology, and know-how. The European economies are at the
top of the global production and productivity chain. At the same
time others, including China, are somewhere in the middle. On
the one hand, China as a market for high-end EU products and
investments will become larger, following the increase in the size
and ranks of the Chinese middle-class. On the other, Chinese and
European companies can work together on jointly investing in
the landlocked areas between Europe and East Asia. Such invest-
ments will help these countries to create more (and better) jobs, as

2 D.T. Coe and E. Helpman, “International R&D spilloverts”, Eurgpean Economic Review,
vol. 39, no. 5, 1995, pp. 859-87, doi:10.1016/0014-2921(94)00100-E.

V. Arora and A. Vamvakidis, “Economic Spillovers”, Finance and Development: A quar-
terly magazine of the IMF, vol. 42, no. 3, 2005, http://wwwimf.org/external/pubs/ft/
fandd/2005/09/arora.htm
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well as increase exports and upgrade their industrial capabilities.
Therefore, the successful economic integration and development
of the hinterland region along the BRI could create new markets
for EU exports and FDI, thereby securing employment in Europe.

An important factor hindering the recovery of the world economy
is the existence of high transaction costs. Although the growth of bi-
lateral trade, investment and other economic exchanges with China
have been very impressive for many developed countries including
the EU, in recent decades, the economic potential of trade and in-
vestment relations with China is far from being fully achieved. This
is mainly due to restrictions, bans, and other institutional barriers to
trade, still existing between two trade partners. The Belt and Road
Initiative aims not only at building a trade and infrastructure network
but also at integrating the development strategies of the participating
countries to generate synergies and reduce the institutional barriers
that restrict trade and investment exchanges among them. But note
that the BRI is different from any traditional paradigm of regional
integration. Traditional regional integration arrangements are based
on legal rules. In contrast, the BRI is not in a hurry to develop unified
rules and arrangements for its participants but seeks to establish a
coalition relationship between different countries, different cultures,
and different systems. This methodology embodies traditional Chi-
nese culture and wisdom, which perceives the world in a dialecti-
cal, pragmatic, and flexible way. For example, market access for
agro-food products, technical barriers to trade, services restrictions,
market-economy status in trade defense instruments are some of the
important issues concerning EU-China trade.

A case study of Duisburg as an important hub on the
New Silk Road Economic Belt

I work at the Institute of East Asian Studies at the University of
Duisburg-Essen, one of the largest research centers on East Asian
studies in Germany. Duisburg is situated in the Ruhr area, and rath-
er than for close ties with East Asia, it used to be better known for
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its blast furnaces, coal mines and inland port. This state of affairs
started to change in 2010, when the Yuxinou Railway was com-
pleted, connecting Chongqing and Duisburg via an 11,179 km long
railroad. It sets out from Chongqing (one of China’s five national
central cities) in Southwest China, and passes through Kazakhstan,
Russia, Belarus, Poland, and finally reaches Germany in Duisburg.
If transported by sea from Chongqing to Europe, container-packed
goods would first need to be carried from Chongqing to Shanghai or
Shenzhen, and then shipped overseas. As such, the Yuxinou Railway
has reduced the total transportation time to only two weeks instead
of the one and a half months of the past. In March 2014, Chinese
President Xi Jinping visited Duisburg to promote the construction
of the “New Silk Road Economic Belt”. The Chinese President wit-
nessed the arrival of a cargo train from Chongqing at the railway
station in Duisburg and expressed his hope that this German hub
will play a bigger role in China-Germany-Europe cooperation.

Since President Xi Jinping’s visit in March 2014, the Belt and
Road Initiative has progressed very fast in Duisburg. I remember
when President Xi Jinping visited Duisburg in March 2014, the
watchword One Belt, One Road was a new phrase heard before by
very few people. Nowadays this phrase has become a buzzword in
the global media, attracting the highest attention whenever it pops
up. Moreover, the number of rail lines similar to the abovemen-
tioned Yuxinou Railway is growingand the number of China-Eu-
rope rail lines that go to Duisburg has increased to more than five.
Usually, the Chinese cities they connect to are central cities with
tens of millions of inhabitants and trillions in GDP output, equiva-
lent to small to medium sized countries. These railway lines have
greatly shortened the market distance between the connected cities
in Europe and China, creating a huge potential market for European
products.

More importantly, besides the direct effect on trade volume, the
opening of new railway lines enhances trade facilitation in a more
fundamental way, namely a new round of institutional changes
that reduces barriers for economic exchanges between China and
Europe. Interestingly, a lot of railway projects were formed bot-
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tom-up, driven in the first place by market demand. Then compa-
nies cooperated with different governmental enchelons to solve
problems arising, among others, from multiple regional and na-
tional regulations. Since these projects have involved many coun-
tries along the Eurasian Land Bridge, sometimes even national
cabinets have had to step in to negotiate with each other to reduce
institutional barriers that hinder transnational transportation and
trade. For example, in the past, customs inspection procedures
were very complicated, requiring trains from Chongqing to Duis-
burg to stop in each and every country along the New Silk Road.
At that time, it would take about 40 days for a train to reach Duis-
burg from China, which made absolutely not sense from a ship-
per’s point of view. But customs inspection procedures have been
greatly simplified — and are still being improved — so today there
is no requirement for trains to have unnecessary stops on their
now-less-than-two-weeks travel between China and Duisburg. In
this sense, rail operations a