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Let us begin with a thought experiment.'

It is 2050. Europe, once the wealthiest and most advanced civilization on
Earth, is showing signs of decrepitude. Millions of tourists flock to museums in
Paris and Rome, but the modern world is passing it by. Its technology is
outdated, easily surpassed by innovations from China. The European Union’s
once mighty economy is sinking, its inhabitants addicted to social media and
state handouts. Islamist rebels establish a vicious caliphate in London, which the
authorities struggle to put down. Twenty million people lose their lives in the
ensuing carnage.

Fast-forward a hundred years. Europe is in tatters, burnt to the ground after
nearly two decades of war and occupation by the United States, its former ally.
Another 20 million Europeans lie dead. China, which put an end to the war by
firing nuclear missiles at the US, reigns supreme. Europe is now but a minor
player in a global order led by Asia-Pacific nations, with its effective capital in
Beijing. Europe’s new government vows to rebuild the smouldering continent as
a communitarian utopia, yet the global superpower—China—is hostile. The
People’s European Union hunkers down, shutting its doors to the world...

This dystopian future sounds like a horror film, but it gives us an
approximation of what happened to China between the start of the First Opium
War in 1839 and the Chinese Communist Party’s (CCP) consolidation of power
in the 1950s. China’s fall from grace was every bit as unexpected and
bewildering.

In 1800, China regarded itself as blessed by heaven, the world’s greatest
power and its leading civilization—much as the great European nations regarded
themselves in 1900. In classical Chinese cosmology, China sat at the centre of
the world: its very name, zhongguo, literally means “middle country”. Poetically
known as “the Celestial Empire”, China filled the central sphere of three
concentric circles. The second circle contained colonies and tributary states, such
as Japan, Korea and Vietnam, all part of the Chinese Confucian world. The
benighted third circle was reserved for foreign peoples—*“barbarians” in some
translations—unenlightened by Chinese civilization.?



China’s power reached its peak in the decades before 1800. The Qing Dynasty
had crushed smaller nations to the north and west, incorporating them into a
much enlarged empire. This included Tibet, Mongolia and a sizeable chunk of
central Asia, which it renamed Xinjiang (literally “new frontier”). It had
regulated relations with the Russian Empire, the kingdoms of Southeast Asia,
and the Himalayan kingdom of Nepal. Bordering states, from Burma to Korea,
recognized China’s pre-eminence, paying ritual tribute at the Qing court. This
was not simply about kowtowing to the great emperor in Beijing: the
relationship provided mutual benefits, notably in trade.

The Chinese state, still intact 2,000 years after it had first been unified, had no
rival. With a population of 328 million, the Qing Empire was more populous
than the British Empire, the Indian Maratha Empire, the French Republic, the
Russian Empire, and the Ottoman Empire put together.® Its economy dwarfed all
others, as it had done for two millennia, accounting for well over a quarter of
world output.* It was ten times larger than the Japanese economy and
substantially mightier than the combined economies of Europe—faraway places
to which China sold silk, porcelain and tea, but in which it otherwise had little
interest. China was indisputably the leading power in Asia, holding sway over a
vast area of land and sea, and dominating the cultural order. It was a civilization
on a scale the world had never seen.

Yet within the space of a few decades, China’s seemingly unassailable
position unravelled in a series of catastrophic events. It began in 1839, when
British gunboats exacted revenge for the destruction of 20,000 chests of Indian
opium in Canton port, after the Daoguang Emperor attempted to abolish the
pernicious trade. The British East India Company turned its gunboats on Canton,
exacting a decisive victory. In 1842, under the Treaty of Nanking, Britain forced
the Qing government to pay vast compensation costs and demanded the opening
of five new treaty ports, in which its citizens would enjoy freedom from the
emperor’s legal jurisdiction. As a bonus, Britain would also take Hong Kong
Island.

In the mid-1850s, Britain and other Western powers demanded that China
open further to foreign commerce, freeing the opium trade and abolishing import
tariffs. When the Xianfeng Emperor reneged on a new agreement, British and
French troops sailed north to the port of Tianjin. After initially being rebuffed,
they destroyed the Chinese imperial forces and marched on Beijing. With the
emperor fleeing the capital, the troops looted and burned to the ground his most
prized possession—the exquisite Garden of Perfect Brightness, known in



English as the Old Summer Palace. In the following days, the Western powers
forced China to open Tianjin as a treaty port, cede Hong Kong’s Kowloon area
to Britain, legalize the opium trade, and pay reparations to Britain and France.
For good measure, Russia pocketed 1 million square km of territory in the
ancestral homeland of the Qing rulers.

The timing of the Second Opium War could not have been worse for the
imperial court, which was simultaneously fighting the biggest domestic uprising
in its history. While foreign troops stormed the imperial palace in the north, the
rebel Taiping Heavenly Army marched through the south. Ordinary Han Chinese
flocked to the cause—Iled by Hong Xiuquan, a religious maniac who proclaimed
himself the younger brother of Jesus Christ—rightly believing the Qing
government to be corrupt and ineffective. In 1853, the Taiping Army captured
the eastern city of Nanjing, which was declared the Heavenly Capital of the
Heavenly Kingdom of Peace. The rebels occupied large swathes of China,
establishing a brutal, theocratic rule. By the time Nanjing was finally overthrown
by Qing forces in 1864, more than 20 million people lay dead, ranking the
Taiping Rebellion as the bloodiest civil war in history.

The Opium Wars and the Taiping onslaught demonstrated, beyond doubt, the
diminished power of the imperial court. That fragility laid the way for the
darkest chapter in modern Chinese history, which opened in 1895 with defeat in
the Sino-Japanese War. China had regarded Japan, a former tributary state, as a
little brother within the wider Confucian world. In 1911, the Qing Dynasty
collapsed and the country sank into a morass of warlordism. The nationalist
government of the 1920s briefly reunified the country but quickly got bogged
down in a civil war with the Chinese Communist Party. In 1931 Japan invaded
China’s frigid northeast, setting up a puppet state. Total war broke out in 1937,
as the Imperial Japanese Army rampaged across China, slaughtering up to
300,000 people in Nanjing alone during six weeks of bloody carnage.
Approximately 20 million Chinese lost their lives in what China calls the Anti-
Japanese War, fully one-quarter of World War II's total casualties. Chinese
estimates put the figure closer to 35 million.®

When the Communists secured victory over Chiang Kai-shek’s Nationalist
Party in 1949, setting up the People’s Republic of China (PRC), they took over
an impoverished and depleted country: China was battered and broken. After a
century of slaughter and destruction, they set out to rebuild. They took a slogan
first used by Chinese intellectuals in 1915 and have popularized it ever since:
“never forget national humiliation” (wuwang guochi).® Recalling the untold



abuses and indignities heaped on China and its people, this visceral four-
character phrase is taught in schools to this day. China must never forget,
because it can never be humiliated again. China must never forget, because the
pain of humiliation must spur national revival.

The goal of national rejuvenation has been invoked by every modern Chinese
leader since Sun Yat-sen, the father of the Chinese republic. The national anthem
of the PRC is quite explicit:

Arise, ye who refuse to be slaves;

With our very flesh and blood

Let us build our new Great Wall!

The peoples of China are in the most critical time;
Everybody must roar his defiance.

Arise! Arise! Arise!”

The point is that China must rise again. Its leaders talk of fuxing, “rejuvenation”
or “revival”—to restore what has been lost. China was once the greatest
civilization, the greatest state, in the world. It must be so again.

Without China’s “century of national humiliation” in mind, it is impossible to
understand the resonance of President Xi Jinping’s “Chinese Dream”.? Like all
modern Chinese leaders before him, Xi has promised to realize “the great
rejuvenation of the Chinese nation”. But under his leadership, the pursuit of the
“Chinese Dream” has become a guiding philosophy. It is in the first place a
domestic vision—China cannot be great, after all, if it is not strong at home—but
it is also intimately bound up with China’s place in the world. After years of
preparing the ground, China is determined to take its place as a modern world
power.

This is frightening for China’s neighbours, because the “Chinese Dream” is
closely linked with military might.® “To realize the great rejuvenation of the
Chinese nation,” Xi declared soon after becoming Communist Party chief, “we
must preserve the bond between a rich country and a strong military, and strive
to build a consolidated national defence.”'® The quest for “wealth and power”
(fugiang) has been a common refrain among political leaders and intellectuals
since the 19th century. It is shorthand for “enrich the state and strengthen its
military power”, a phrase that dates back more than 2,000 years to the Warring
States period, which laid the way to the unified Chinese empire. In today’s
terms, economic development is needed to create a wealthy state that will enable
the Chinese people and their ancient civilization to prosper. A powerful
economy will pay for the strong military required for self-defence, so that China



will never be invaded and occupied.

Military strength is also required to give legitimacy to the Communist Party as
China’s defender-in-chief. Party propaganda systematically picks at the
historical wound of national humiliation with the aim of consolidating national
identity around its own role in building a “rich country and strong army”. The
message that the Party seeks to project is that only it can lead China back to
greatness. That was the logic behind the vast military parade held in Beijing in
September 2015, ostensibly to commemorate the 70th anniversary of victory
over Japan. The marching phalanxes of soldiers and rumbling lines of tanks—
beamed on television screens around the world—were really a sign of insecurity:
truly confident nations do not have to show off their military might. Yet China’s
leadership needed to project an image of strength, both to bolster its rule at home
and to scare potential enemies abroad, especially the US and Japan."

The pursuit of national glory, fuelled by this deep well of insecurity, is
pushing China towards a more muscular foreign policy. Thirty years ago, the
CCP could still appeal to Communist ideology to shore up its authority as the
ruling party. By contrast, the nationalist logic of the “Chinese Dream” requires
China to project power overseas. The victory parade was lapped up by a patriotic
nation, even as it sent shivers around Asia. “The lack of confidence in internal
affairs means you have to appear very assertive abroad to unite the country
around nationalism—>but I cannot say that openly,” says one of China’s leading
thinkers on international relations.'

This marks a fundamental shift in China’s foreign policy. Deng Xiaoping,
China’s paramount leader from 1978 to 1992, advised that China should lie low
in foreign affairs and concentrate on getting its own house in order. President Xi
has abandoned that humble approach. The signs were there even before he
officially took power when, during a trip to Washington as vice president, he
called for a “new model of great power relations”."* Soon after succeeding Hu
Jintao, Xi declared that China would play a “proactive” role in Asia. This
innocuous-sounding phrase was actually a signal that Deng’s dictum had been
abandoned. Since then, China has prioritized “neighbourhood diplomacy” and
begun to formulate concrete policies to translate its economic heft into regional
leadership.'

Gradually—and somewhat erratically—China’s geopolitical muscle is
growing to match its economic might. China, according to the eminent political
scientist David Shambaugh, has long been a “lonely power”, lacking close
friends and possessing no allies.” Following Deng’s advice, Beijing has kept its



nose out of other countries’ affairs, pursuing a foreign policy guided by the
principle of non-intervention and non-alignment. Yet President Xi’s “proactive”
foreign policy requires China to work closely with other countries. Beijing is not
seeking to build a formal alliance structure, but Xi Jinping has declared his
intention to “make more friends” and forge a “community of shared destiny” in
Asia.'® The goal is to create a web of informal alliances lubricated by Chinese
cash. As its neighbours become ever more economically dependent on it, China
believes its geopolitical leverage will strengthen.

President Xi’s mission is to return China to what he regards as its natural,
rightful and historical position as the greatest power in Asia. That does not mean
that China has to replace the US as the world’s only superpower, but it does
mean that Asia has to predominate in its own backyard. After a “century of
humiliation”, only this “Asian Dream” can bring back the nation’s dignity and
self-respect.!” For China, it is a glorious vision—and one that has enormous
implications for the future of Asia.

I 1

How will China’s “proactive” foreign policy work? In the first place, it requires
oiling the wheels of trade and investment. China’s rise in Asia is founded on a
simple fact: its vast economy, measuring US$10.9 trillion in 2015, is larger than
the other economies of East and Southeast Asia combined.” This mighty engine
has driven regional development for at least a quarter of a century. China is the
largest trading partner of most countries in Asia, including almost all of those in
its immediate vicinity. This gives it enormous economic leverage.

China’s next goal is to boost regional investment, which it does not yet
dominate. In Southeast Asia, for example, both the EU and Japan contribute
more. This is a failing that the “Belt and Road Initiative”, also known as “One
Belt, One Road” or the “New Silk Road”, is designed to rectify. The initiative
describes two hugely ambitious projects to improve connectivity in Asia and
beyond. On land, the “Silk Road Economic Belt” envisages new transport
infrastructure and the construction of industrial corridors stretching across
Central Asia to the Middle East and Europe. On water, the “21st Century
Maritime Silk Road” will encourage investment in new ports and trade routes
through the South China Sea and the Indian Ocean. This will be backed by
financial brawn: China’s two policy banks—China Development Bank and the
Export—Import Bank of China—already lend more in Asia than the World Bank



and Asian Development Bank combined. By financing roads, railways, ports and
power lines in underdeveloped parts of Asia, the Belt and Road Initiative aims to
draw China’s neighbours ever tighter into Beijing’s economic embrace.

The initiative is Xi Jinping’s signature policy, designed to secure his legacy.
Beijing is supporting it with new financial institutions, notably the Asian
Infrastructure Investment Bank and the Silk Road Fund. This does not mean that
China is rejecting the global architecture, as some have suggested.?’ But it does
mean that it wants to supplement and reshape it. It will use multilateral
organizations such as the AIIB, the Shanghai Cooperation Organization and
ASEAN Plus One, in which the US plays little or no role, to push its own
regional agenda. The reality is that China is already challenging the post-World
War 1II order established in Asia under the watchful eye of Washington. (See
Chapter 1.)

China’s infrastructure diplomacy aims to improve connectivity with
neighbouring countries. On the border with Kazakhstan, the small town of
Khorgos in Xinjiang is being transformed into a distribution hub for Central
Asia, with new rail and road links from the regional capital of Urumgqi to
Almaty, Kazakhstan’s biggest city, and on to Iran. Train links to Europe run via
Kazakhstan from cities across China. To the south, vast new markets are
designed to re-establish Kashgar—one of the busiest bazaars on the old Silk
Road—as a regional gateway. Chinese firms have built roads to neighbouring
Kyrgyzstan and Tajikistan, and there are plans to lay railway lines through the
Karakoram and Pamir mountain ranges to Pakistan, Uzbekistan and beyond.
Trade flows and economic activity have yet to match the building frenzy, but no
one can doubt the intent.

Central Asian countries welcome investment that improves transport links and
helps unlock their vast mineral wealth, especially if it decreases dependence on
their traditional patron: Russia. China has replaced it as the leading economic
presence in Central Asia over the past decade, even if Russia maintains deeper
political and cultural roots. Vladimir Putin, who like Xi Jinping wants to re-
establish his country’s historical sphere of influence, is busily pushing an
alternative economic vision founded on a customs union of ex-Soviet states.
China and Russia claim to be strategic partners; but as China’s leverage in
Central Asia grows, there is potential for the traditional rivalry between the two
countries to re-ignite. (See Chapter 2.)

In the Mekong economies of mainland Southeast Asia, China’s biggest rival is
Japan, which has long financed and built infrastructure across the region. These



days the most ambitious projects are Chinese: they include a completed US$4
billion highway running 1,800 km from the city of Kunming in Yunnan province
to Bangkok, and a proposed 3,900 km railway line from Kunming to Singapore,
stretching down through Laos, Thailand and Malaysia. Doubts remain about the
viability of the railway, but transport connections between Yunnan and Laos are
already convenient enough for that country to be overrun by Chinese investors.
Cambodia, meanwhile, is so dependent on Beijing’s cash that it has been
accused of acting as a Chinese stooge. Both countries are at risk of becoming
appendages of their giant neighbour. (See Chapter 3.)

Back in 2010, the same could be said of Myanmar. After cultivating ties with
the ruling military junta for more than two decades, Beijing saw Southeast
Asia’s most reclusive state as a bridge to the Indian Ocean—“China’s
California”—offering the valuable potential for direct access to a western
seaboard.?! China has built twin oil and gas pipelines from the Bay of Bengal to
its border town of Ruili, which is also a planned staging post along a proposed
highway through Myanmar from Kunming to Kolkata, on India’s eastern coast.
But China’s position has deteriorated significantly since Myanmar’s democratic
transition led to a rapprochement with the West. Political liberalization has given
ordinary people a voice to protest against China’s presence, forcing the
government to postpone a giant dam and railway line. It will be fascinating to
see how Aung San Suu Kyi’s government approaches the all-important China
question. (See Chapter 4.)

Populist blowback will remain a hazard for Chinese firms operating abroad,
especially in fragile states run by authoritarian regimes, where changing
governments can see dramatic shifts in the prevailing political winds. After
Myanmar, the best example is Sri Lanka. China lent extravagant funds to this
strategically placed island, until its corrupt former president was ousted in 2015.
The new government promised to review a number of dubious Chinese projects,
vowing to renegotiate interest rates on loans that really served as backhanders to
government cronies. But Sri Lanka is so reliant on Chinese funding that it will
struggle to extricate itself from China’s economic grasp.

Across the Indian Ocean, China is using economic resources to secure
strategic ends. Its engineering firms have built ports in Myanmar, Sri Lanka and
Pakistan that could provide vital support to Chinese warships and submarines. It
has promised US$46 billion to finance an “economic corridor” through Pakistan,
linking the port of Gwadar on the Arabian Sea to the deserts of northwest China.
And it will soon open its first overseas military base in Djibouti, in the Horn of



Africa, where it plans to install several thousand troops. Indian military analysts
argue that China is deliberately threading a “string of pearls” through the Indian
Ocean—though some of these fears are overdone. (See Chapter 5.)

China’s presence in the Indian Ocean raises concerns in India about how
rapidly its economic power is translating into military might. China’s leaders are
adamant that it is, and never has been, an expansionary power. This is a highly
selective reading of history: imperial China grew out of the Chinese state’s
expansion beyond the Han heartland along the Yellow River. Moreover, since its
founding in 1949, the PRC has occupied Tibet and colonized Xinjiang. But it is
true that China has generally stuck to its borders since then, albeit with minor
incursions into Vietnam and Indian-held territory.

The big caveat is China’s recent behaviour in the East and South China Seas,
where its outrageous claim to vast areas of territory far beyond its land borders is
greeted with anger and fear, especially in Japan, Vietnam and the Philippines.
China has negated its long-term efforts to build a positive image in Southeast
Asia, proving the hollowness of its much-touted “win—win” diplomacy. Its
reclamation efforts in the South China Sea, which go far beyond those of other
claimants, show it is now confident enough to flex its muscles over its borders.
China’s determination to build a strong military capacity is militarizing the
region, dragging the US into the fray. War remains unlikely, but China’s
behaviour is reinforcing age-old resentments, even pushing Vietnam into the
arms of the US. (See Chapter 6.)

7N 2

China’s unbending assertion of its territorial claims is about two things: self-
protection and national glory. The ability to defend itself and shape its own
destiny is at the heart of the “Chinese Dream”. Love him or loathe him, Xi
Jinping is determined that China will no longer be a country that can be pushed
around. He has set a target date of 2049—the centenary of the founding of the
PRC—for realizing the dream of national rejuvenation. By mid-century, Xi says
China must be “wealthy and strong”, both at home and abroad.”? And as a great
power, it must be an active participant in global affairs, helping to make the
international rules.

Beijing claims to have no imperial ambitions. “China will never inflict its past
suffering on any other nation,” Xi declared at 2015’s victory parade in Beijing.
“The Chinese people are resolved to pursue friendly relations with all other



countries.”® Yet the “Chinese Dream” is, in its way, a dream of buiding an
Asian empire. I do not mean that China has ambitions to conquer foreign lands.
Beyond the turbulent waters of the South China Sea, there is little evidence of
military intent for territorial expansion. I mean that the dream of national
rejuvenation requires China to recover what has been lost, which means
restoring its historical status as Asia’s dominant power. China’s new “empire”
will be an informal and largely economic one, posited on cash and held together
by hard infrastructure.

Re-establishing a Sino-centric order is a dream shared by many Chinese
nationalists. In his book The China Dream, Liu Mingfu, a retired People’s
Liberation Army colonel, describes with nationalistic fervour how the traditional
tribute system worked:

In East Asia’s tribute system, China was the superior state, and many of its neighbouring states were
vassal states, and they maintained a relationship of tribute and rewards. This was a special regional
system through which they maintained friendly relations and provided mutual aid. The appeal and
influence of ancient China’s political, economic and cultural advantages were such that smaller

neighbouring states naturally fell into orbit around China.?*

Historians in those former vassal states point out that the Chinese Empire was
not as benign as maintained by Liu, and by other advocates of Chinese neo-
imperialism. But this rose-tinted view of China’s imperial past informs the
government’s “win—win” diplomacy today. In essence, the goal of China’s
economic diplomacy is to create a modern tribute system, with all roads literally
leading to Beijing.

How worried should China’s neighbours be? The challenge for countries on
China’s periphery is how to extract as much economic benefit from China, in
terms of trade and investment, without losing political and economic
sovereignty. This is a precarious balancing act. All states in the region are
putting in place hedging strategies to ensure they do not become Chinese
vassals. Myanmar and Vietnam, for example, have moved closer to the US in
recent years. Moreover, all benefit from an international system that protects
sovereignty and enshrines the sanctity of borders. Nevertheless, the weakest
countries on China’s periphery will struggle to remain truly independent.

China’s economic diplomacy is most effective in small countries, where its
leverage is greater. Those underdeveloped and often fragile states are the focus
of this book. Developed economies, by contrast, have less to fear: Japan and
South Korea are powerful countries in their own right. Far from needing the
Chinese to build and finance infrastructure, they are competitors in the game of



infrastructure diplomacy. The fact that both countries are firm members of the
US alliance system shows just how weak China’s position truly is: while Beijing
wines and dines tin-pot dictators, Washington sits at the apex of the most
powerful tributary system ever devised.

China is big and it is scary, especially for its neighbours, but the continued
presence of the US is the single biggest reason why it will struggle to assert itself
as a regional hegemon. Beijing denies it is pursuing hegemony, which it regards
as a colonialist enterprise pursued only by devilish foreigners. But one does not
have to be an arch-realist to understand why China should aspire to predominate
in its own region, just as the US sought in the 19th century to predominate in the
western hemisphere.”® China’s problem is that, for all its talk of building a
“community of common destiny” (mingyun gongtongti), it will struggle to
convince its partners that abandoning the US-led order for a Chinese one is a
good deal. So long as its economic juggernaut rolls on—and that is no longer as
certain as it once seemed—China’s regional importance will deepen. But Xi
Jinping’s vision of an Asian empire is probably a dream too far.



CHAPTER 1

“ONE BELT, ONE ROAD”

FINANCING THE NEW SILK ROAD
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In November 2014, Beijing’s habitually smoggy skies turned a brilliant shade of
blue. The clean air was engineered to coincide with the first full meeting of the
Asia-Pacific Economic Cooperation (APEC) forum in China since 2001. With
twenty top leaders flying into the capital, including US president Barack Obama
and Japanese prime minister Shinzo Abe, the government was determined to
show it at its best. Factories were shuttered; shops, schools and businesses
closed; cars ordered off the roads; and residents advised to leave town. Farmers
were told not to fire up their traditional stove-heated beds—or risk arrest."! Once
the dignitaries flew out and the steel mills reopened, the sky returned to its
familiar grey. Cynical Beijingers coined an expression to describe the fleeting
phenomenon: “APEC blue” refers to anything too good to be true.

The APEC meeting in 2014 was the most important international event in
Beijing since the 2008 Olympics, and the first big meeting of foreign leaders
chaired by President Xi Jinping. If the Beijing Olympics was China’s
opportunity to show the world that it had arrived as a modern global power, the
APEC forum was President Xi’s chance to show that China was finally going to
start acting like one. He did not disappoint, easily projecting the air of an
international statesman and negotiating confidently with President Obama. Most
significantly, he used the forum to intimate grander geostrategic ambitions for
China, announcing plans to ramp up overseas investment to US$1.25 trillion
over the coming decade. Placing China at the heart of Asian diplomacy, he
proposed new initiatives that dovetailed with the signature foreign policy of his
administration: building a New Silk Road.

Founded in 1989, APEC is supposed to champion trade and regional
economic integration, but often comes across as little more than a talking-shop.
President Xi attempted to inject much-needed vitality into the forum by floating
the ambitious idea of a Free Trade Area for Asia-Pacific—essentially a more
inclusive version of the Trans-Pacific Partnership (TPP) sponsored by the United
States, of which China is conspicuously not a member. He also persuaded his
counterparts to approve a new “APEC Connectivity Blueprint 2015-2025”
involving the construction of new roads, railways and shipping lanes across Asia



and the Pacific Rim. Xi presented these ideas as part of a grandiose vision for the
future. “The development prospect of our region hinges on the decisions and
actions we take today,” he told 1,500 businesspeople attending the forum. “We
are duty-bound to create and fulfil an Asia-Pacific dream for our people.”

No Chinese leader before Xi has had the gumption to talk of an “Asia-Pacific
dream” under implicit Chinese leadership. China has traditionally been a passive
player in the world of high diplomacy, preferring to hide behind a mantra of
“non-interference” in other countries’ affairs rather than to shape global events.
But under Xi, China is preparing to play a much more active role over its
borders, and is ready to underpin its diplomacy with huge economic largesse.
Just two weeks before the APEC meeting, Beijing hosted a launch ceremony for
the Asian Infrastructure Investment Bank (AIIB), at which 21 countries agreed
to become founder members of the first Chinese-sponsored multilateral
development lender. And at the APEC meeting itself, President Xi announced
the establishment of a US$40 billion Silk Road Fund specifically to finance
projects along the New Silk Road.

The founding of the AIIB and the Silk Road Fund are evidence of China’s
deepening strategic ambitions in Asia. This first became apparent in 2013, when
the new foreign minister Wang Yi announced that the focus of foreign policy
would shift to China’s backyard. Among its neighbours, China would seek to
build a “community of shared destiny”—a vision that not only encompasses
greater economic integration backed by huge spending on infrastructure, but also
mutual defence of national interests.? China’s aim is to use economic incentives
to build closer relationships with its neighbours, drawing them ever tighter into
its embrace. In return for delivering roads and power lines, it expects its partners
to respect its “core interests”, including its territorial claims in the South China
Sea. This is what Beijing means by “win—win” diplomacy.

The shift to a more assertive foreign policy marks a fundamental break with
the past. Since “Reform and Opening” began in 1978, Chinese foreign policy has
been underpinned by the “Deng Xiaoping theory”, which holds that diplomacy
must serve the greater goal of domestic development. In essence, this boils down
to supporting China’s export growth model by attracting foreign investment and
promoting a stable external trading environment. Deng laid down his famous
dictum in the early 1990s, when he urged China’s leaders to “observe calmly;
secure our position; cope with affairs calmly; hide our capacities and bide our
time; be good at maintaining a low profile; and never claim leadership”.* This
strategy is abbreviated in Chinese to taoguang yanghui, which is usually



translated as “hide our strength and bide our time”, but literally means “hide
light, nurture obscurity”.

Before Xi rebooted its foreign policy, China was generally happy to stand on
the international sidelines. Its leaders demanded shows of international respect
and were quick to accuse countries of “hurting the feelings of the Chinese
people” when they felt it was not forthcoming; but they rarely sought to lead.
Instead they concentrated on economic diplomacy, pressing for trade agreements
and supporting the overseas efforts of state-owned engineering and resource
enterprises. They worked most actively with the Association of Southeast Asian
Nations (ASEAN), hoping to allay fears that China was a competitive threat to
its neighbours. They tried hard to present China as a responsible economic
power: the decision not to devalue the renminbi during the Asian financial crisis
in 1997 helped stabilize the region, and China provided billions of dollars of
credit to Southeast Asian nations in the wake of the global financial meltdown in
2008.

With economic power, however, comes geopolitical clout. China’s foreign
policy strategists have long debated how a strengthening China should assert
itself on the global stage.® In 2004, China’s leaders briefly began to talk about a
“peaceful rise”, seeking to encapsulate the reality of China’s resurgence while
reassuring the world that it remained a benign power. When this was deemed too
provocative for foreign ears, they adopted the more innocuous-sounding term
“peaceful development”. Calls for a more assertive foreign policy grew after the
global financial crisis, when the weakness of the US and European economies
was laid bare. Yet, after some vacillation, Hu Jintao’s administration officially
stuck with Deng’s “bide and hide” dictum. In September 2011, the government
released a “White Paper on Peaceful Development”, which reiterated that “the
central goal of China’s diplomacy is to create a peaceful and stable international
environment for its development”.”

The old tenets of foreign policy began to unravel after the leadership transition
in 2012-13. At a Party work conference in October 2013 dedicated to regional
diplomacy, Xi Jinping made a speech titled “Let the Sense of Community of
Common Destiny Take Deep Root in Neighbouring Countries”.? Following
Deng’s line, he said that foreign relations must secure “good external conditions
for China’s reform, development and stability”, but added that China must also
foster a sense of “common destiny” in Asia. Implicitly rejecting Deng’s advice
to lie low, he declared that China’s regional diplomacy should instead be fenfa
youwei—an expression often translated as “enthusiastic” but better rendered as



“proactive”. Foreign Minister Wang Yi used a similar term to describe the
overall direction of foreign policy at his inaugural parliamentary press
conference in March 2014.°

In November that year, two weeks after the APEC meeting, Xi chaired a rare
Central Work Conference on Foreign Relations. This was the first such high-
level meeting since 2006, when a restrained President Hu Jintao had called for
China to take its place in a “harmonious world”. Xi presented a more muscular
vision: China should carry out “diplomacy as a great power”, he said, and
consolidate its leadership in Asia. Reiterating a line used by previous leaders, he
said that a benign external security environment gave China a “period of
strategic opportunity” to concentrate on internal development through 2020. But
for the first time, he implied that maintaining the favourable environment
depended less on good fortune than on China’s own diplomatic efforts. Finally,
he explicitly linked the nation’s resurgence as a great power to the “Chinese
Dream” of national rejuvenation.”

Deciphering China’s rapidly evolving diplomacy under Xi Jinping is tricky:
smiles have frequently turned into snarls, especially in Southeast Asia. But his
two work conference speeches give us a baseline to start from. Under the banner
of the “Chinese Dream”, Xi Jinping is pursuing a newly assertive foreign policy
that prioritizes China’s economic leadership in Asia. Simultaneously, he is
seeking a “new type of great power relationship” with the US, demanding that
China be treated as an equal. These ambitions have implications for global
institutions: at a Politburo study session on developing a Free Trade Area for
Asia-Pacific in December 2014, Xi said that Beijing should “participate and
lead, make China’s voice heard, and inject more Chinese elements into
international rules”.!! China has long pressed for a “multipolar” world, but
President Xi is the first Chinese leader in at least two generations to try to make
this happen.

This ambition is underpinned by ever growing economic might. China’s
economy may be slowing, but even 5% annual growth adds the equivalent of a
mid-sized economy like Argentina to its gross domestic product every year.
China already accounts for nearly half of Asian GDP, is by far the region’s
largest trading partner, and is challenging Japan to become its largest investor.
Beijing believes its financial resources and engineering prowess will prove
irresistible, especially in countries lacking the capacity to finance and construct
their own infrastructure. With the Belt and Road Initiative, it is effectively
dangling a vast economic carrot before its neighbours. China’s leaders judge that



few countries are in a position not to bite, especially weaker states that cannot
provide basic services for their citizens.

Yet China will struggle to convince its neighbours to embrace a new regional
order centred on Beijing, precisely because they fear its immense economic
power. No one wants to become a Chinese vassal. Beijing’s pursuit of a
“community of common destiny” is seen across the region to be as much of a
threat as an opportunity—especially in the South China Sea. Here there is little
doubt that China’s “win—win” diplomacy, a formula repeated ad nauseam by
Chinese diplomats, is designed to serve China’s interests first. Even among
countries with a friendly relationship with China, fear of economic
overdependence is widespread. Like the blue skies enjoyed by delegates during
the APEC meeting in Beijing, China’s fine words about mutual prosperity seem
too good to be true.

BELT AND ROAD INITIATIVE

The centrepiece of Xi Jinping’s “proactive” foreign policy is the Belt and Road
Initiative. Stretching from the South China Sea across the Eurasian land mass, it
is arguably the most ambitious development plan ever conceived. Taking its
inspiration from the ancient Silk Road that ran from China to Europe via central
Asia, it envisages building roads, railways and industrial corridors across some
of the wildest terrain on earth, and linking these to upgraded ports in Asia,
Africa, th