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1. Introduction

1.1 Motivation that leads to the research question

Globalization is the subject of much discussion. But whatever our opinion, everyone agrees that

it is happening and inclined to expand in the future.

Globalization is the movement and exchange between human beings and objects around the
world which allows for example to have a foreign person bring our phone, designed in the US,
and made in China, to our doorstep, while taking into account many constraints such as time,

perishability, security and profit, to name a few.

In this context where the continents seem to be one, resides the logistical problem of
transportation. Whether it is for human beings, animals or goods, there are many ways to travel.
For manufactured products, however, international trade is based on a very specific

organization: maritime transport.

Maritime transport is now the backbone of globalization. Never have so many goods of all kinds
been transported by sea: 7.4 billion tons in 2006 compared to only 550 million tons in 1950.
(Frémont, 2008). According to the United Nations Conference on Trade and Development
(UNCTAD) database (2022), around 80 per cent of global trade by volume and over 70 per cent
of global trade by value are carried by sea and are handled by ports worldwide. The dependence
of the world economy and of each national economy on the sea has never been so strong.
Although the ocean is vast and mostly considered as international space, all manufactured
goods pass through specific maritime routes that are sometimes only a few kilometers wide.
The control of maritime routes, mainly straits and canals, remains a decisive stake which has
become even more primordial as the quantities exchanged and the means implemented for these

exchanges have never reached such dimensions (Frémont, 2018).

The main player in maritime transport is China. With a value of 4,647,438,000,000 current US$
in Merchandise trade (import and export) in 2020, the country is the most involved in
globalization (UNCTAD, 2022). China accounted for nearly half of seaborne trade growth
recorded during the year 2017 (UNCTAD, 2018). Conversely, the Chinese economy is very
dependent on international shipping. Every event that affects shipping can have a significant

impact on their economy (Hong, 2012). Furthermore, developing countries continue to account



for most global seaborne trade flows, both in terms of exports and imports, and shipped 60
percent of world merchandise trade by sea in 2017. Developed countries have witnessed their
share of both types of traffic decline over the years, now representing about one-third of world

seaborne imports and exports (Zou et al., 2019).

In this context, China has seen the future with great foresight. In October 2013, Chinese
President Xi Jinping proposed to launch China's own maritime route, the Maritime Silk Road
(MSR) initiative (MSRI), which is a major component of China’s One Belt, One Road
(OBOR)/Belt and Road Initiative (BRI). The MSRI incorporates countries into its plan. As
Blanchard, J. M. F. (2017) says, ‘these states’ participation in the MSRI varies in degree of
diplomatic formality, breadth and depth with participation entailing memorandums of
understanding (MoUs), bilateral interaction at the leader and ministerial level, and discussions

in official and non-official multilateral forums.’

If history is to be believed, there is a strong correlation between maritime success and national
economic prosperity (Hlongwa, 2020.). The New Silk Road could represent a new era of
maritime supremacy. However, there are currently few, if any, official studies that show the
economic impact of the MSRI. Government officials in the participating countries have never
actually expressed in an official statement the effects that MSRI projects have had on their
countries. However, Chinese officials do claim that the MSRI has boosted ASEAN's trade with
China, infrastructure in participating countries, economic exchanges with participating
countries, and also inter-regional connectivity (Post, 2019). But these are just assertions. As
Mboya (2020) also points out, there have not been enough studies for the time being on concrete

projects, the interconnectivity created, and the resulting volume flows related to the MSRI.

The research question formulated is the following:

How is China’s Maritime Silk Road Initiative (MRSI) affecting the economy and the
maritime transport of nearby countries and regions?

The purpose of this question is first to find out if the statement " MSRI is an economic
opportunity " is true for the countries participating in the MSR initiative, and second to offer a
numerical evolution of the economy of the surrounding regions since their involvement with
the MSRI. Finally, these results will be put in relativity with the potential risks associated with

the implementation and the action of joining the MSRI.




1.2 Limitations

The limitations encountered in this thesis are numerous. First, the subject of the thesis is not yet
10 years old, and it is a project of such a size that the achievements take a long time to see the
light. It is also necessary, for an economic study, to take a step back and to be able to observe
the long-term effects as well as the short-term effects. Here, the long-term effects are therefore
difficult to cover. Moreover, a young project means that the economic knowledge on the subject

is not yet significant. And in fact, the literature on this subject is scarce.

Another limitation is the number of countries/regions analyzed. Indeed, the MSRI affects more
countries than those covered, only for the sake of the length of the thesis the focus stayed on

the main actors, taking care to include each continent affected.

Finally, the author has no personal experience with the project and did not feel any personal
economic effect, despite the agreements between the BRI and the port of Antwerp, which is the
closest point of the project that could impact his daily life. The results are therefore based
entirely on data available from reliable sources, but in no way based on personal experience,
although the results of the research do follow a personal analysis. This implies a potential bias
of some information, although the best possible sources have been chosen.



2. Methodology

This thesis follows a classical structure: an introduction explains the reason for writing this
thesis, the path to the research question and the limitations and problems encountered.

The applied methodology comes next, followed by the analysis and results. Finally, a discussion
of the results will be provided. We will raise some questions to open doors to other discussions
related to the subject and to keep a critical view about the latter.

This thesis will mainly apply a Qualitative Methodology, although the research is mainly based
on numerical data, following a synthesis based on secondary sources in the literature review.
Therefore, the study will mainly propose subjective results, although a part of the analysis is
data analyzed by numerical comparisons. However, as mentioned in the limitations, it is
difficult for the author to be close to the field. The data depend mostly on books, articles and

previously published scientific sources instead of primary sources.

In the following sections, the author has collected, grouped, analyzed, and sometimes
condensed external data related to the topic in order to confirm, refute or clarify previously

mentioned statements.



3. Literature review

A literature review is “an account of what has been published on a topic by accredited scholars
and researchers" (Taylor, 2020). Its purpose is to provide the reader with existing information

about the subject of our research, while discerning its strengths and weaknesses.

The MSRI is a subject that has already been covered by many researchers and consequently the
information about it is numerous and diverse. It is important to note here that it has previously
been stated that there is little information available on the research topic. The nuance is that the
MSRI and globally the BRI are subjects that are indeed often discussed, but it is the economic
effects of this project that are not. Despite the many authors who have covered the subject, my
literature review will often refer to one author: Jean-Marc F. Blanchard. He has authored, co-
authored, or co-edited nearly 20 books/special academic journal issues and more than 60 book

chapters and journal articles on a variety of topics relating to Chinese foreign economic policy.

The literature review is organized as follows: a definition and overview of the MSRI will be
developed, then, for each country covered, an economic summary of the country will be given,
then a detailed description of the projects and effects of the MSR with the country will be

written.



3.1 Definition

As mentioned in the introduction (1.1), the MSRI is the maritime part of the "Belt and Road
Initiative™, also called ""One Belt, One Road" (OBOR)", launched 9 years ago by Chinese
President Xi Jinping. This project would take its name from the old silk road, which historically
allowed merchants to connect China to northern Europe (Andrea, 2014). Although according
to China's Ministry of Foreign Affairs the purpose of the MSRI is simple, i.e. "it seeks to
strengthen economic collaboration, improve connectivity, promote trade and investment,
promote currency conversion, and bolster people-to-people exchange™ between Asia, Africa
and Europe (Eyler, B., 2015), many different narratives have been put out about the project.
Defining the new maritime road and its goals is therefore not so easy. This project is so vast,
we can quickly get lost. As one diplomat said, “If we want to talk to the Silk Road... we don’t
know who to call” (Hornby & Clover, 2015). There are 3 topics of discussion that come up
most frequently and that capture most of the narratives about the MSRI: The first subject of
conflict is whether it is a political or economic ideological representation; the second issue is
whether the MSRI is egocentric towards China, or whether China is just one of many entities
participating in the initiative; and the last subject of disagreement is whether China is using soft
or hard power. The author will invite you to ask yourself those three questions for every country
or case that will follow (Blanchard, 2016).

Beyond the controversy, the fact is that MSRI has begun its implementation: In almost 10 years,
the MSRI has seen many projects come to life. Some of them have come to fruition and are
working effectively, others have been halted or suspended due to different reasons, such as
funding problems, controversy over the environmental impact of a project, or a change of
decision by local authorities to name a few, and most of them are in progress. These projects
have been funded mainly by the Chinese state bank which has loaned $300 billion to MSRI
joining countries, as well as many Chinese companies which have invested $90 billion, and this
only between 2013 and 2018. (Chan, 2020). Regarding its scale, China’s MSRI includes dozens
of countries, provinces, and cities in regions like East and Southeast Asia, East Africa and
Eastern Europe, billions of people, and hundreds of billions of dollars of trade, investment, and
loans (Blanchard, 2020). As of April 2019, China had signed cooperative agreements on the
BRI with 126 countries and twenty-nine international organizations. forty-seven SOEs at the
national level have participated in or financed 1,676 projects, working with enterprises in the
Belt and Road countries (Shibao, 2017).
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In 2017, the Mercator Institute for China Studies drew the map above with all projects reporting
to BRI. Throughout the literature review, you will be able to situate the projects/cities/countries
on this map, so the author invites you to memorize the outline of this map or return to it

frequently as a geographical, contextual, or simply visual reference.

3.2 MSRI in ASIA

Chinese media regularly publicize ASEAN “support” for the MSRI/BRI. Xinhua, the largest
and oldest of the two national Chinese news agencies, touted ASEAN “welcomed China’s
proposal to synergize the Belt and Road Initiative with the bloc’s development strategy”. But

is this true?



SEA countries are not only an important testing ground for MSRI, but they also serve as a
bridge and steppingstone to other regions and are therefore crucial to China's MSRI progress
(S. Chen, 2019). Each stakeholder is different, and the main reason for these differences is their
view on the MSRI, whether they embrace it or not, because of the various concerns they have

about it and the likely consequences of potentially joining the initiative.

Only, and this is part of the risk associated with the project, changes in government may be
associated with a change in policy regarding the initiative. Take the example of Malaysia, which
under Mohd Najib Abdul Razak until 2018 was strongly supportive of the MSRI, including
participation in the 2017 BRI Summit in Beijing, and which under Mahathir Mohamad until
2020 has stepped back further from the project. Since the latter, two other prime ministers have
already been at the head of the country, which does not help to establish stable relations with a
country's government. On the other hand, Vietham and the Philippines became closer to the
project after, respectively, the Vietnam 12th party congress in 2016 and the election of President
Rodrigo Duterte in 2016 (S. Chen, 2019). It is therefore important to keep in mind that the links
between the countries about to be described may change over time, and not only because of the

political aspect.

3.2.1 MSRI in China

Since China began to open up and reform its economy in 1978, more than 800 million people
have been lifted out of poverty, and the country is now classified as an upper-middle-income
country (The World Bank, 2022). China's strong growth, based on resource-intensive
manufacturing, exports, and low-wage labor, has largely reached its limits, and has led to
economic, social, and environmental imbalances (The World Bank, 2022). Reducing these
imbalances requires a shift in the structure of the economy from manufacturing to high value-

added services and from investment to consumption.

China's impressive growth is mainly due to very intensive resource-based manufacturing, with
a low-income workforce, and thanks to very large exports. However, this pattern is reaching its
limits, and China must change its economy from manufacturing to high value-added services.
To counter these imbalances, China has, among other things, undertaken to set up a new
international economic network: the Belt and Road initiative, which contains two major roads,

one of them being the Maritime Silk Road.



One of the most important priorities of the MSRI is to promote China’s growth. This is

supposed to happen in diverse ways:

The first way to allow China to expand its growth is by increasing the amount of trade with the
participating countries in the project. Indeed, the collaboration between those who join the
MSRI will increase exports, and this is partly due to the reduction or even elimination of tariffs
along the new silk road as well as the involvement of the MSRI in the construction of many
industrial parks and SEZs (Huifeng, 2015). Indeed, for Chinese President Xi Jinping, the
economy now is driven by innovation, and the manufacturing overcapacity is the consequence

of China’s economic slowdown (Beauchamp-Mustafaga, 2015).

The second way is related to the first. China produces too much and has excess capacity
especially in the aluminum, cement, and steel sectors. Increasing trade will allow China to
export its excess capacity, keep its growth and this while allowing it to become competitive, as
Premier Li Kegiang said, at a gathering with officials and state-owned enterprise (SOE)
executives in April 2015 (Bu, 2015).

The third way to improve China's growth with the MSR is through the development of its
associated infrastructure. Vice Premier Zhang stated that it was a policy priority and this
because without these infrastructures it is impossible in practice to sell more than now abroad.

President Xi put it in straightforward terms: The MSRI aims to ™break the connectivity
bottlenecks' in Asia," which, in practice, include a lack of infrastructure, a lack of good quality
infrastructure, and an excessive concentration of infrastructure (Liu, 2014). Having these
infrastructures will indeed decrease the costs in the long run, improve the lead time of the flow
of goods and increase the amount of people and goods that will travel (Liu, 2014). Furthermore,
given the fact the MSRI encompasses the development of both hard and soft infrastructure, it
will help to develop networks of goods, services, people, capital, and information which are
critical for sustained economic exchange. Hard infrastructure will create business opportunities
for Chinese companies. Soft infrastructure represents the services, paperwork such as bilateral
investment treaties, supply/shipping agreements, cooperation on customs and tax matters, and

is designed to reduce barriers to flows and transaction costs.

Another use of the MSRI is to reduce China's foreign currency reserves. Financial institutions
such as the Asian Infrastructure Investment Bank (AlIB), Silk Road Fund, and China
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Development Bank (CBD) will use China's reserves to fund loans and make money from
interest rates (Beauchamp-Mustafaga, 2015).

In addition to international expansion, MSRI also has a domestic development objective. This
was made clear by Ou Xiaoli, a member of China's State Council working group on OBOR,
who said, "Every province, autonomous region, and municipality will participate" in the venture
(Chen, 2015).

It is said that the MSRI promotes national integration and coordination among China’s
provinces and cities (Blanchard, 2016). The MSRI accelerates China’s “Go West” initiatives,
which is designed to boost the economic development of China’s poorer interior and Western
provinces, by, among other things, “speeding up industrial relocation to central and western
China’’ (Blanchard, 2016). The often-forgotten inland western provinces will then have a huge
opportunity to receive funds from multi-million companies to develop the economy there. In
fact, to ensure the gateway role of its ports, China has put in place the means: it has developed
road networks to connect the ports to highways, it has created railroad lines to have a rail

transport connected to the ports.

This inland development has allowed these more remote regions and cities of China to be
connected internally, but the Chinese authorities also rely on the development of international
export lines for their goods via maritime transport from these ports. As a result, the connections
of these port cities and remote cities to other international cities have increased over the past
30 year (Blanchard, 2016).

However, China has been criticized by many when it comes to this huge project. We will meet

most of these criticisms through the countries and projects reviewed below.

3.2.2 MSRI in Indonesia

Indonesia is the fourth most populous nation in the world and the 10th largest economy in terms
of purchasing power parity (The world bank, 2022). In addition, Indonesia has made
tremendous progress in reducing poverty, cutting the poverty rate by more than half since 1999,
reaching less than 10 percent in 2019 before the COVID-19 pandemic strikes (The world bank,

2022). Indeed, the virus has impacted the country's economy, shifting the country from upper-
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middle income to lower-middle income status as of July 2021. Despite this, Indonesia has a real
GDP growth of 5.4%, and their main issue for the future should be the climate.

Indeed, in Indonesia, climate change is likely to impact water availability, health and nutrition,
disaster risk management, and urban development-especially in coastal areas, with implications
for poverty and inequality. For the planet and for the longevity of the country, therefore, climate

Is a critical issue and a significant risk.

Focusing on maritime transport, Indonesian President Joko “Jokowi” Widodo has ambitions to
transform Indonesia into a Global Maritime Fulcrum (GMF). On march first 2017, Jokowi
passed a new decree that aims to accelerate the implementation of the GMF, further defining
what his project consists of. For him, the GMF rests on five pillars: rebuild maritime culture,
manage marine resources, develop maritime infrastructure and connectivity, advance maritime
diplomacy, and boost maritime defense forces. But despite this announcement, the lack of
details and specific actions related to the project was criticized (Laksmana, 2017). Today the
GMF is defined as the vision for a "sovereign, developed, and strong maritime state capable of
positively contributing to the peace and security of the region and the world, according to its
national interests.” (Laksmana, 2017). There are no longer 5, but 7 pillars that are separated
into 76 programs spread across dozens of ministries and agencies in charge of 425 activities

designed to achieve 330 targets.

By design, when looking at all those programs, targets, and activities, GMF has an inward
orientation. It is an economic-centered project rather than a geo-economic and geo-strategic
project like MSRI (Blanchard, 2017). And in this regard, Jokowi has responded positively to
potential synergies between GMF and MSRI as far as it is in line with Indonesia’s national

interests.

Lalisang and Candra (2020) confirm the previous sentence, stating that in September 2016, the
Jakarta Post showed on its front page ""Republic of Indonesia Leans toward China", and for
good reason. In just 2 years of presidency, it was already Jokowi's 3rd visit to China. The
People's Republic was in fact the first foreign country that Jokowi visited as President. The 2
countries have also created the Indonesia-China High-Level Meeting, making Indonesia one of
the only 5 countries with which China has developed such a forum to discuss bilateral
cooperation in politics and security, economics, as well as people-to-people exchanges.
Moreover, from January 2012 to November 2018, Indonesia and China had signed 66

international treaties, compared to only 29 with the United States.
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Due to the efforts, Indonesia saw a substantial increase in Chinese investment in 2016, with
investment realization valued at $2.6 billion (US) (Lalisang and Candra, 2020). Of the 10 major
foreign investor countries in Indonesia, China jumped from ninth rank in 2015 to third rank in
2016 (BKPM, 2017). This was a major achievement, as investment realization from China

during the previous 10 years had never reached $1 billion (US).

Furthermore, since President Jokowi took office in 2014, Indonesia's economy has kept
growing by 5% per year. At the same time, Chinese investment in Indonesia is increasing from
296 million in 2013, reaching a peak of 3 billion 361 million in 2017 and being 2 billion 289
million in 2019. Chinese projects in Indonesia have also increased. Between 2013 and 2019,

the number of projects has more than tripled, from 411 to 1518. (Lalisang and Candra, 2020)

Finally, the two presidents stated in 2015 that the two projects were complementary, and with
that some concrete projects came to life. The flagship BRI project in Indonesia, namely the
142-km high speed railway (HSR) connecting Jakarta to Bandung, the capital of the West Java
Province was launched In January 2016, with an expected cost of US$6 billion. Another project
is the construction of a carbon steel factory and two power plants, with a total worth of US$
1.63 billion, in Morowali Industrial Park, Central Sulawesi. The companies started to build the
factory in January 2018 and planned to commence steel production in 2020. Later, in April
2018, the two countries agreed to launch hydropower and metallurgical industry projects in
North Kalimantan. Indonesian and Chinese companies also signed a MoU on the development
of Tanah Kuning Mangkupadi industrial park in North Kalimantan. (Lalisang and Candra,
2020)

Despite this synergy, Indonesia remains cautious. Indeed, Indonesia sees China as an important
but not essential source of monetary funds. As mentioned above, the Indonesian president wants
to implement his project first and foremost in the interests of his country. President Jokowi once
said, “It does not matter where the money or investment comes from, we must connect the
cities, provinces, and islands, because this is what will generate economic development for the
people” (Sihite, 2014). He also remains cautious about the amount of investment and funds
received by the Chinese, accepting projects only gradually, as seen in the previous paragraph,
so as not to be overwhelmed. Former Coordinating Minister for Maritime Affairs Rizal Ramli
was cautioning Jokowi not to let China build and “control” vital strategic projects, which

confirms that the officials are aware of the risks associated with dealing with the MSRI, even
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though they realize more and more the massive economic opportunities that the Chinese can

provide.

Of course, as is often the case when talking about figures, several interpretations can take place.
It is therefore often necessary to go deep to really find relevant information. As it happens,
bilateral trade between China and Indonesia has grown from $8.7 billion in 2004 to $58.8 billion
in 2017, an increase of 576% (Negara & Suryadinata, 2019). This at first glance is positive, it
is evidence of an active economy. However, Indonesia's trade deficit with China has increased
from $2.5 billion before the ACFTA (a free-trade area among the ten member states of the
Association of Southeast Asian Nations (ASEAN) and the People's Republic of China) to $12.7
billion in 2017 (Negara & Suryadinata, 2019).

3.2.3 MSRI in Malaysia

When talking about Malaysia relating to the topic, we need to know that the key feature of the
country’s foreign policy is to focus on international trade. In fact, Malaysia is one of the most
open economies in the world, with a trade-to-GDP ratio averaging over 130% since 2010
(World bank, 2022). Openness to trade and investment has played a key role in job creation and
income growth, with about 40% of jobs in Malaysia related to export activities. Today, the
country's GDP is 5.6 percent. After revising its national poverty line in July 2020, 5.6 percent
of Malaysian households currently live in absolute poverty. The government is focused on

improving the welfare of the poorest 40% of the population. (World bank, 2022)

To fully realize its human potential and meet the country's aspiration to achieve high-income,
developed country status, Malaysia will need to make further progress in education, health and
nutrition, and social protection. Key priority areas include improving the quality of education
to improve learning outcomes, revising nutrition interventions to reduce stunting among
children, and providing adequate social protection for household investments in human capital

formation.
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When trying to understand the relationship with China, an interesting fact is to look at the
COFDI flows into Malaysia. In 2010, Malaysia had a positive trade balance of USD 4.23 billion
with China, while in 2021, Malaysia imported USD 55.5 billion from China, and exported USD
46.3 billion, giving a negative trade balance of almost USD -10 billion (IMF, 2022). On the
import side, since 2011, China has been the most important economic partner of Malaysia in
imports. We can see in the following graph that between 2013 and 2021, China has increased
from 16.4% of Malaysia's total imports to 23.2%, an increase of almost 65% in terms of value,
while the United States and Singapore, the other 2 biggest importers of Malaysia have seen
their share reduced (IMF, 2013-2021).
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On the export side, China and Singapore have been battling for first place for at least 10 years.
Since 2019, China has moved to the top, accounting for 15.5% of Malaysia's exports, compared
to 14% for Singapore (IMF, 2013-2021). So, at first glance, it looks like trade between China
and Malaysia is blossoming, but when you take a closer look, China is becoming more and
more the main importer of Malaysians, and despite the amount of exports to China growing,

the gap between import and export is growing little by little.
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Total export from Malaysia
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Source: IMF Data. (2013-2021). Direction of trade statistics [Base de données].
https://data.imf.org/?sk=9D6028D4-F14A-464C-A2F2-
59B2CD424B85&s1d=1515619375491

China and Malaysia are therefore very close economically, but this shift towards China began
before the implementation of the MSRI (Blanchard, 2019).

If we get even more into the subject, as soon as MSRI was launched in 2013, Chinese President
Xi Jinping visited Malaysia. He will have emphasized in that trip that the two countries agreed
to fortify their "partnership with naval defense, joint military exercises to fight terrorism and
promote security. "(Kuik, 2015). In the same year, Malaysia and China launched joint projects
such as the Kuantan Industrial Park (MCKIP) and the China-Malaysia Qinzhou Industrial Park
(CMQIP) (Permal, 2014).

In November 2016, Najib visited Beijing and signed agreements on agriculture, education,
energy, infrastructure, and taxation worth about $34 billion. Two of the more important accords
were Malaysia’s signing of a binding Financial Framework Agreement (FFA) with the Export-
Import Bank of China (Ex-Im Bank China) for the financing of Malaysia’s East Coast Rail Link
(ECRL) and Malaysia’s signing of an Engineering, Procurement, and Construction (EPC)
agreement with China Communications Construction Company (CCCC) relating to the
construction of the ECRL (Blanchard, 2019).

Today there are 9 main projects linked to the MSRI in Malaysia: the Gemas-Johor Baru double-
tracking rail project (G-JB DTP); the MCKIP/Kuantan Port; the ECRL; the KLSHSR project;


https://data.imf.org/?sk=9D6028D4-F14A-464C-A2F2-59B2CD424B85&sId=1515619375491
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the Melaka Gateway Project; Bandar Malaysia; Trans Sabah Pipelines; the Malaysia—China
Port Alliance; and Xiamen University Malaysia (Blanchard, 2019).

Let’s develop some of them to have an insight of how the MSRI is implementing in Malaysia.
As most of the time, the MSRI linked projects are closely related to transport or energy. The
double-tracking rail project started before China launched the MSRI, with Malaysia awarding
a contract to China Road and Bridge Corporation (CRBC) in 2011, who in 2015 handed the
project over to the China Railway Construction Corp. (CRCC), China Communication
Construction Company (CCCC), and the CREC. The project was estimated in 2020 to cost RM
9.5 billion, which is approximately USD 2.04 billion, and is supposed to be finished in 2023. It
is slated to be the catalyst for economic and social sectors along its path (IDEAS, 2021). The
project involves the upgrading and construction of a 192 km double-track electric rail line along
with the construction of new passenger stations, rolling stock depots, yards, underpasses and
bridges, the installation of signaling and communication systems, and the remodeling and
renovation of 11 intermediate stations (IDEAS, 2021).

Rail track projects in Malaysia
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Source: IDEAS. (2021). Sections of West Coast Rail Line [lllustration].

https://www.brimonitor.org/wp-content/uploads/2021/11/GemasJB-2.pdf

This project, which began in the early 2000s, has seen many objectives change, many deadlines
modified or postponed, and the main reason is that changes in political administration may
delay the implementation of major infrastructure projects, with each administration re-
evaluating the scope and technical requirements to the project (IDEAS, 2021). As discussed at
the beginning of this chapter, changes in authority and policy affect the progress of MSRI.
Malaysia needs to maintain more robust institutions that can ensure the continuity of major

infrastructure despite changes in political leadership.

The MCKIP/Kuantan Port project is a double project that contains The Malaysia-China
Kuantan Industrial Park (MCKIP), which is the first industrial park in Malaysia jointly
developed by Malaysia and China, as well as the first to be accorded ‘National Park’ status, and
the Kuantan Port, which will be an important gateway for logistics services for MCKIP since it
is located just 10 kilometers away (Tsang, 2017). By the time of completion, it is estimated that
Kuantan Port will be able to handle 52 million freight weight tons of bulk and container cargoes.
Also, more than 6,500 job opportunities will be generated once the joint project is done (Tsang,
2017).

Finally, let's talk about the East Coast Rail Link (ECRL) project. It is a 640 km rail link
connecting different parts of the East Coast region to the West Coast region in Malaysia (Joshi,
2019). The main players are Malaysia Rail Link (MRLSB), which is developing the project and
will operate it in a 50/50 joint venture with China Communications Construction Company
(CCCC). The project began in 2017 but had to be halted a year later due to financial problems.
In July 2019, construction resumed, and the project is scheduled for completion in 2026. The
double-track, standard-gauge railway line, which is expected to cost $10 million, will allow
passenger trains to travel at speeds of up to 160km/h and freight trains at 80km/h, with 70% of
revenue coming from freight and the remaining 30% from passengers (Joshi, 2019).

The project will generate jobs worth MYR17.6bn ($4.2bn) during the construction. It will boost
small and medium-sized businesses, as well as increase the demand for housing, supplies, and

transport in the regions along the East Coast Rail Link. And talking about transport, the ECRL
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section linking the two ports of Kuantan and Klang will significantly reduce the time to reach

each other, thus boosting the economy of the region. (Joshi, 2019)

As we can see, the projects in Malaysia are well intertwined and the success of one depends on

the success of the others.

3.2.4 MSRI in Myanmar

In his chapter “Myanmar’s Role in China’s Maritime Silk Road Initiative”, Malik (2019) starts
by reminding that while India’s culture and religion have influenced the Burmese way of life
over the centuries, China has traditionally exerted geopolitical and strategic pressure on
Myanmar.

For decades, the country has been ruled under the military based State Law and Order
Restoration Council (SLORC). This government was isolationist and led the country to a certain
poverty. In 2008, a new constitution was established, offering many more opportunities for the
economy to grow in the future. In 2011, a gradual liberalization began, under a “triple
transition”: from military to civilian rule, from a planned to a more market-based economy, and

from widespread internal conflict to durable peace (The World Bank, 2022).

China did not hesitate to step into the economic breach that was opening up: during these 3
years, China promised approximately USD $14 billion in infrastructure investments. In 2016,
China became Myanmar's largest donor country, and bilateral trade rose to a total of $10.8
billion (UNCTAD, 2022). In return, China gained access to Myanmar's rich natural resources
and was moving closer to gaining a strategic passage from southwest China to the Bay of
Bengal.

In fact, China is keen to have access to Myanmar's coastline because, although the east of the
"Empire du milieu" is rich and developed, its western provinces are much less well off. China
would like to give easy access to these regions of its country via Myanmar. Some Chinese
academics call this the "Two Oceans" policy, having access to the Pacific, and now to the Indian
Ocean. This would boost the economy of the west.


https://en.wikipedia.org/wiki/State_Peace_and_Development_Council
https://en.wikipedia.org/wiki/State_Peace_and_Development_Council
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Access to the sea through Myanmar would be all the more interesting for China as its strategists
increasingly see the Strait of Malacca, which is only 2.7 km wide, as a chokepoint, slowing the
flow of energy to China. The resources could pass through Myanmar and unblock the strait,
thus also dividing the risks linked to any supply shortage. Furthermore, it would bring the

factories closer to Europe, reducing costs and time losses.

On a tri-dimension relationship now, in 2016, Myanmar's State Councilor Aung San Suu Kyi
made a five-day trip to China which confirmed the emergence of a new triangular strategic
partnership involving Myanmar, Thailand and China (Chongkittavorn, 2016). Suu Kyi's trip to
China created three major regional trends, which put the three countries in the same strategic
circle - the first is strong support for peace and stability, the second is the balance of great
powers and the assurance of better relations with the immediate border countries, especially
along the eastern flank, the third is to keep in mind that stable Thai-Myanmar relations would

increase their overall strategic value to China (Chongkittavorn, 2016).

China has high hopes for Myanmar, and that is why it has invested and undertaken large projects
at the first opportunity. Among these projects, we can count the Mytisone Dam, the Dams on
Irrawaddy, the Salween River, two hydroelectric coal-fired power stations in Tarpein and
Tigyit, the Mwetaung Nickel mine as well as the Letpadaung copper mine, the Tagaung Nickel
mine, the Mwetaung Nickel mine, the Myanmar-China gas pipeline, the Kyaukphyu-Kunming
oil pipeline, the Kunming-Kyaukphyu railway and the Kyaukphyu SEZ & port. China is the
largest source of FDI, accounting for 40 percent of the total FDI to Myanmar (Mohan Malik,
2017), with investment agreements worth $25.4 billion signed between China and Myanmar in
the first 7 months of the year 2016 (Mohan Malik, 2017), to give you a number.

The combined effects of the February 2021 military coup and of COVID-19 have played a
major role in this number. With a low vaccination rate, inadequate health services, and recent
trends of escalating conflict, Myanmar continues to be highly vulnerable. Furthermore, as far
as the trade balance is concerned, the latter is catastrophic. Myanmar exported 7.2 billion dollars
to China in 2021, but imported 55.5 billion, almost 8 times the amount of imports. Also, the
country is indeed diversifying its partners, but mostly on its imports. Unfortunately, 40% of the
total value that Myanmar exported in 2021 went to China, and 16% to Thailand, the 3 players
of that triangular vision we discussed earlier. India comes 3rd, with only 6%. For China, SEA—

via the MSR—is a key hub in the new connectivity game and Myanmar is a very crucial part
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of a trade route stretching across Asia to Africa, as well as a vital link in its oil supply chain.
Based on these numbers and on these strategic-economic points, China is clearly using
Myanmar for its own benefits rather than a bilateral deal. Despite all this, today, Myanmar has
a GDP growth of 1,6% (IMF, 2022).

3.2.5 MSRI in Cambodia

Driven by garment exports and tourism, Cambodia’s economy sustained an average annual
growth rate of 7.7 percent between 1998 and 2019, making it one of the fastest-growing
economies in the world (The world bank, 2022). Such growth has led the country to express the
aspiration of attaining upper middle-income status by 2030 (The world bank, 2022).
Unfortunately, Covid came in 2020 and sectors like tourism, as well as manufacturing exports,
and construction, accounting for 70% of their economic growth, took a huge hit. In response to
this decline in growth, the authorities have relaxed travel restrictions in an effort to sustain
business activity. Over the period 2009-2019, poverty rates declined by 1.6 percentage points
per year, but in 2020, it dropped by 2.8%. Today, the poverty rate is still higher than pre-
pandemic, and the GDP growth is 5.1%. On the health side, Cambodia has made considerable
improvements, with for example life expectancy at birth rising from 58 years in 2000 to 70
years in 2020. (The world bank, 2022)

What Cambodia needs to focus on in the future is its serious infrastructure gap, as the country
would heavily benefit from greater connectivity and investments in rural and urban
infrastructure. Further diversification of the economy will require fostering entrepreneurship,
expanding the use of technology, and building new skills to address emerging labor market
needs. (The world bank, 2022)

Presently, the bond between Cambodia and China is closer and stronger than ever. China is
Cambodia’s top foreign investor, a major donor, and an increasingly important trading partner.
But that trading balance deserves some attention. Indeed, China participates intensively in
Cambodia's economy, accounting for 33% of Cambodia's imports in 2021, while Singapore,
Cambodia's 2nd largest importer, accounted for only 17% (IMF, 2022). However, China ranks
3rd among Cambodia’'s export destinations, representing only 7%. In other words, China

exported 7x what it imported from Cambodia, which strengthens the neo-colonialist criticism.
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Furthermore, the nature of the trades further supports the previous idea: since the mid-1990s,
Cambodian shipments to the Chinese markets consisted mostly of agricultural products,
primarily rice, cassava, cashew nuts, semi-processed palm oil and rubber, while imports from
China were mainly cars, motorcycles, construction material, fabric for garment factories,

cigarettes and fertilizers (Heng & Chheang, 2019).

The China-Cambodia relationship predates the MSRI. In an article written by Cheng-Hin Lim
(2016), someone could read that China has already completed a road renovation and
construction project, building over 2600km of roads, as well as the construction of seven large-
scale bridges, crossing the inland Tonle Sap River and the Mekong River. They have also built
the Phnom Penh Autonomous Port, which can handle more than 160,000 shipping containers
annually. From 1994 up to March 2016, China has become Cambodia’s largest source of
foreign direct investment, with $14 billion invested while also canceling debt. Despite
canceling a part of their debt, China still represented 43 percent of Cambodia’s total debt stock

in 2016, making it its biggest external lender since 2010 (Roman, 2016).

China is investing in Cambodia mainly in three sectors: agriculture, energy and tourism. Indeed,
China has developed the rural part of the country by building 11 massive water conservancy
facilities which have provided irrigation to over 90,000 hectares of land (Cheng-Hin Lim,
2016). The main interest for China is that it will benefit the exports to China. In September
2016, China promised to increase its purchase of Cambodian rice to 200,000 tons for the harvest
season of 2016-2017, up from 100,000 tons. Regarding energy, they have invested $2.4 billion
in 7 hydropower dams, 6 of which are "100 percent invested by Chinese companies. Lastly,
Cambodia knows that tourism is a great source of income for its country because of its beautiful
landscapes and its history, with as main attraction multiple UNESCO World Heritage Sites.
Currently, the Cambodian government is seeking Chinese investment for the development of

eco-tourism.

With Cambodia, the MSRI mainly influences the speed of cooperation between the two
countries, especially in infrastructure development. The MSRI creates momentum for
partnership and shared leadership in implementing bilateral projects, which would be much
slower without the cooperation framework of the MSRI (Kunmakara, 2017). In line with this
idea, Cambodia wishes to further reduce its poverty through the initiative and thus serve its own
interests. This collaboration also contributes to the reduction of transport and logistics costs as

well as the development of the infrastructure which overall increase Cambodia’s economic
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efficiency and competitiveness (Chan, 2017). In addition, the MSRI, and the Chinese economic
presence in general, helps the current government maintain its legitimacy, which is mainly
based on peace and stability, economic performance, and job opportunities for the people (Heng
& Chheang, 2019). With this partnership, Cambodia diversifies its future revenue sources, for
instance with the Sihanoukville Special Economic Zone (SEZ), the largest MSRI infrastructure
project in Cambodia with investment capital of over $610 million, which has attracted 108
enterprises from China and other countries (Chheang, 2017); it develops and optimizes its
network and its connectivity, for instance with all those roads and ports being constructed or
even one of the world’s largest international airport in Kandal Province (Kimsay & O’Byrne,
2018); or soft infrastructure is expanding, for instance with more than 1000 scholarships being
given by China to Cambodian students to pursue their education in China during 2004 and 2017
(Xinhua, 2018).

Regarding the risks associated with Cambodia, as mentioned above we have first the risk of
debt trap. According to the three major credit rating agencies: Standard & Poor's, Moody's, and
Fitch Ratings, Cambodia is among the countries rated below investment grade, and therefore
for which risk of debt distress due to additional BRI-related financing could be quite high
(Hurley et al., 2019). However, in 2002 and 2010, China applied a debt cancellation of 200
million dollars. China might apply the same decision again in the future. Also, the lack of
ecological and social concern of MSRI projects is a problem. Take the example of the 400-
megawatt Lower Sesan 2 dam, which has already displaced around 5000 people and flooded
tens of thousands of hectares of forest in Stung Treng's Sesan district (Mahanty, 2021).
Deforestation and a lack of transparency on the part of the government regarding the entire
project and the decisions that were made are other negative points highlighted by Mahanty
(2021). Furthermore, concerning the employment that are supposed to be created with those
projects, there are currently only 100 Cambodians for 110 Chinese working in the day-to-day
operations. Other dam projects are underway, and the direct concern of Jamie Pittock, a
freshwater ecologist at Australian National University, is that "The direct impact of one dam is
small, but collectively they will change the way water and sediment flow in the Mekong River”.
(Seangly & Chen, 2017) Finally, the major risk for Cambodia is an over-reliance on China,
despite the contributions of physical infrastructure development, substantially increased FDI,
economic development and integration, and enhanced regional and international linkages that
China can bring to the table, which would lead to the loss of foreign policy autonomy and create

over-dependance.
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3.2.6 MSRI in Sri-Lanka

Sri Lanka's economic environment is critical. The country is facing an unsustainable debt, and
urgent policy measures must be taken to address this problem. Unfortunately, the country is not
only facing a severe economic situation, but also a political one. In relation to this state of
affairs, China has come under a lot of criticism for its approach with Sri Lanka concerning the
MSRI, and to understand this it is necessary to put the country's economic situation into context.
This situation mainly happened following the election in 2019 of President Gotabaya Rajapaksa
who, with populist measures such as drastic tax cuts (via the outright abolition of seven taxes)
and the lowering of the VAT rate from 15 to 8 per cent, drastically reduced state revenues
(Goreau-Ponceaud & Madavan, 2022). Combined with a large reduction in tourism revenues
as a result of covid 19, credit rating agencies have reduced Sri Lanka's score, as explained
above. Another disastrous policy decision was the banning of all chemical fertilizers, pesticides,
herbicides and fungicides, as also explained above, and in just six months, national rice
production fell by 20% and tea production by 40% (Goreau-Ponceaud & Madavan, 2022). In
addition, the war in Russia and Ukraine has driven up food prices and prevented Sri Lanka from

obtaining oil from the Russians.

Yet the country's 21.9 million people have achieved some of the best human development
results in South Asia. The literacy rate in 2019 was close to 100% (AD'OCC, 2022) and the
country's life expectancy is the highest in the region (The World Bank, 2020). The poverty rate
fell from about 22.7 percent in 2002 to 4.1 percent in 2016 (Asian Development Bank, 2016).
Low mortality rates and steadily declining population growth are evidence of the country's
progress in social development. The country has also been classified as a middle-income

economy by the IMF since 2010.

In the first quarter of 2022, Sri Lanka received US$2.4 billion to pay for its essential imports.
However, considering that US$2.4 billion represents 1.4 months of imports (LNW, 2022), this
amount only allows them to catch their breath. Moreover, it is risky for India to provide such
financing to the Sri Lankan government given that Moody's Investors Service ESG has assigned
the government a credit impact score of -5 in 2022, signifying very high risk. Specifically, Sri
Lanka has a governance score of -5, which means that taking the governance factor into account

makes the Sri Lankan government a very risky debt issuer. In other words, Moody's assigns the
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criteria of board structure and policies, financial strategy and risk management, organizational
structure or management credibility, a very poor rating. Environmental and social factors
received a rating of -4 (Moody’s, 2022).

In this situation, it is difficult for Sri Lanka to receive funds, external investments. In February
2022, Sri Lanka was facing an inflation of 17.5% (The World Bank, 2022). The increase in the
price of fuel, but also of food, partly because a ban on the import of an agrochemical during the
late 2021 has strongly affected agriculture, affected the ability of households to cover living
expenses, leading to a deterioration of welfare and more food insecurity (The World Bank,
2022). Since March 2022, 3 cargo ships filled with gasoline are waiting in Sri Lankan waters
for a payment from the latter to be unloaded. This gasoline should also produce electricity, and
the population sometimes sees power cuts of 8 hours (Landrin, 2022). The government also has
unpaid bills for medicines for 4 months.

Unfortunately, this situation has led to the fact that, for the first time since 1948, the country

stopped repaying its external debt on April 12, 2022 (Goreau-Ponceaud & Madavan, 2022).

On May 12, 2022, Prime Minister Ranil Wickremesinghe gained power following the forced
resignation of the Rajapaksa family (Landrin, 2022). Although activists remain lukewarm about
the Prime Minister's intentions because of his involvement in the Gotabaya government, he is
attempting to form a government to take over the country. Sri Lanka needs to reduce its budget
deficit and restore its external stability. The solutions would be to get their agriculture back on
track, and to raise taxes, but to make the rich pay more than the poor, to allow everyone to be
equally involved, and to show that this time the country would consider the views of the lower

social classes as well as the upper.

Although already numerous, these reasons are not the only ones responsible for Sri Lanka's
economic situation, and this is where the links with the MSRI begin. During Mahinda's
presidency between 2005 and 2015, Sri Lanka accepted large amounts of funding from China
to develop very expensive projects. These included an airport and a port on the island of
Hambantota. Faced with the inability of the island to repay the financing of these projects,
China obtained in 2017 the possession of the port for 99 years (Goreau-Ponceaud & Madavan,
2022). But the lessons were not learned, and under Rajapaksa, the government has again taken
out large financial loans from China, to make the city of Colombo a city with international



25.

influence. These decisions have further worsened the situation of the country. Today, the
island's debt is abyssal, amounting to nearly $51 billion (Goreau-Ponceaud & Madavan, 2022).

But are China's motives really to take over the infrastructure and impose their influence? Malik
(2019) would characterize China more as opportunistic, putting the pieces together only "when
the conditions are right”. And this is indeed the case with Sri Lanka: China has taken advantage
of the Sri Lankan civil war in the mid-2000s to gain a firm foothold in that country, becoming
their best support during their hard times. During the regime's fight against the Tamil
separatists, the Chinese navy gained a strategic hold on critical sea lanes in the Indian Ocean
through the development of the ports of Hambantota and Colombo (Malik, 2019).

Although Sri Lanka's main supporter, China, as of 2015, accounted for only 10% of Sri Lanka's
$55 billion external debt. Unfortunately, this international debt obligation forced the country to
repay $17 billion between 2019 and 2023, while their foreign exchange reserves amounted to

only $8.3 million. Is having 10% of the entire debt using a “debt trap” strategy?

Furthermore, the precise deal that has been struck between China and the island is that China
leases the Hambantota port for 99 years, and only 70% of it. The remaining 30% is owned by
the Sri Lanka Port Authority, with joint operation of the port. In other words, Sri Lanka still
owns the port and the $1.12 billion paid under the lease agreement was used, not to pay for the
construction of the port, but to cover Sri Lanka's balance of payments problems. There has been
no “assets as a payment” deal (Wheeler, 2020).

A huge criticism of this project was the location of the port. In terms of commercial viability,
the shallow draft at the entrance to the port and the 6-meter depth due to rocks were the main
concern. In addition, the rocks at the entrance to the harbor prevented large ships from entering.
However, these are problems that are frequently encountered in the development of a port
construction plan. There are several examples of harbors in the world with these problems that
are totally viable. China has also taken the necessary actions in this regard: in 2011, it
dynamited the rock, creating a depth of 16-17 meters (Wheeler, 2020). A deep-water port is
defined as a port that can accommaodate a fully loaded Panama ship. A ship of this size requires
a water depth of 30 feet, or just over 9 meters (Wheeler, 2020). Hambantota is therefore now
fully capable of handling large ships. Finally, it could be said that blasting the rock to 16 meters,
knowing that 9 meters was enough, may be legitimate, only the cost of blasting cost 40 million,

compared to 1.3 billion dollars invested in the restoration of Colombo for example. Finally, the
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location is not so ridiculous: geographically, it is estimated that 36,000 ships pass within 6
nautical miles of the southern coast of Sri Lanka (Wheeler, 2020). The port is therefore along
the Europe-Asia shipping line, a corridor that carried 23.1 million TEUs in 2017 (Wheeler,
2020). Finally, we should look at the progress the port is making. Prior to the Chinese
investment, only 175 cargo ships called at Hambantota, by the end of 2018, this number had
increased to 300 (Wheeler, 2020). In the specific case of Sri-Lanka, their current critical
economic situation is not to be blamed on China, who have been opportunistic however, but

rather on a government that has been negligent.

3.3 MSRI in Africa

The relationship between China and Africa really developed when the CCP won the Chinese
civil war, during the second half of the 21st century. The communists created the PRC which
created huge economic bonds with Africa. Since then, trade between them has only increased.
Nowadays, FOCAC gatherings in 2012, 2015, and 2018 witnessed the transformation of the
Africa—China ties into a comprehensive strategic partnership (Besada & O’Bright, 2016).
During these meetings, the bilateral aspect of the China-Africa relationship was highlighted, as
well as investment pledges, such as the $60 billion pledge for 2018. The Chinese leaders also
promised improvements in COFDI and trade flows and emphasized the synergy between the
BRI and the African Union's Agenda 2063, which is Africa's development blueprint to achieve
inclusive and sustainable socio-economic development over a 50-year period (Zabella, 2020).
Finally, African leaders heard a willingness to cooperate further in the areas of agriculture,

industrialization, and poverty reduction (Zabella, 2020).

Another gathering concerning the Sino African relationship is the Forum on China Africa
Cooperation (FOCAC). It was formally established in 2000 and aims to further strengthen the
friendly cooperation between China and African countries in a new context, and thus jointly
meet the challenges of economic globalization and work for common development (Mécanisme
du FCSA, 2022). At the 8th Forum Conference on November 29, 2021, President Xi Jinping
announced, as part of the first three-year plan of Vision 2035, to help Africa implement 9
programs: A health program, where he wants to provide one billion more doses of vaccine; An
agriculture and poverty reduction program, such as training in modern agricultural
technologies; A trade promotion program, where China will strive to increase the total volume

of Chinese imports from Africa to US$300 billion in the next three years, and will provide a



27.

US$10 billion trade finance line to Africa to support its exports; An investment promotion
program, in which China will encourage its companies to invest at least US$10 billion in Africa
over the next three years, and implement 10 industrialization projects; a program for digital
innovation, in which China will carry out 10 projects in the field of digital economy; a program
for green development, which will include 10 environmental protection and climate change
projects, as well as demonstration areas for low-carbon development and climate change
adaptation; a program for capacity building, with plans to renovate 10 schools; a program for
human and cultural exchange, which will promote tourism and cinema; and finally a program

for peace and security, with military aid to the AU and a fight against terrorism (FOCAC, 2021).

Data indicates China was one of Africa’s most important investors, with COFDI totaling $55
billion between 2010 and 2017 (Worldbank, 2022). In 2020, approximately 4.23 billion U.S.
dollars were directed from China to African countries, a significant increase from around 2.7
billion U.S. dollars in the previous year (Statista, 2022). African countries such as Djibouti,
Ethiopia, Kenya, Namibia, and Tanzania contracted with China on major hydropower, logistics,
railway, road, seaport, and other projects and, in many cases, received aid and loans from China
to support these initiatives.

One might wonder where all this funding comes from. Previous studies have identified 5 major
types of financing: The first is Chinese policy institutions such as the China Development Bank
and the Export-Import Bank of China (EXIM), which between them have already provided
$200 billion in loans across Asia, the Middle East, and even Africa (Zhang & Miller, 2017).
The second is the Silk Road Fund. The 3rd are China'’s largest state-owned commercial banks,
such as China Construction Bank Corp (CCB) or Bank of China (BOC), which have raised at
least 100 billion yuan ($15 billion) and 20 billion yuan from onshore and offshore investors,
respectively (Wu & Zhu, 2017). The fourth is regionally oriented investment funds, such as the
Sino-Arab Investment Fund. The fifth is Chinese state-owned enterprises (SOEs) and private

companies from the PRC and third countries.

MSRI projects are concentrated in Eastern Africa due to the latter’s key geographical
importance for connecting Africa with Asia, Europe, and the Middle East as well as East
Africa’s proximity to the Indian Ocean Region (IOR). According to experts on Africa-China
relations, the real gain for China from this African collaboration is the ability to increase trade
with Central Africa, which is rich in resources that China could use (Pautasso, 2016). African
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decision-makers, on the other hand, are mainly interested in COFDI financial flows and massive
loans that will allow the development of infrastructure, transportation and therefore the
economy of their countries (Tiezzi, 2015). Indeed, transport infrastructures allow to reduce
costs and time, thus allowing economic growth and promoting many sectors such as tourism,
commerce, or industrialization. In addition, and related to economic development, MSRI
proposes many energy development projects. Solar energy projects, coal-fired power plants,
refineries, pipelines, and petrochemical plants are under construction in many participating
countries. These projects are of such importance given the immense capital needs of African

countries and their inability to generate sufficient resources themselves.

3.3.1 MSRI in Kenya

Since December 14, 1963, when the Chinese Embassy was opened in Nairobi (Lumumba-
Kasongo, 2019), China-Kenya relationship has been maturing and the diplomatic relations have
been progressing in sectors such as trade, culture, education, military, mineral and petroleum
exploration, to cite only a few. Within the new maritime silk road, Kenya’s role is to be the
focal entry point into Africa, and more particularly through its Mombasa Port (Lumumba-
Kasongo, 2019). There have been more than 80 Chinese development projects in Kenya,
ranging from the provision of grants to the building of infrastructures and concessional loans
(FOCAC, 2021). In fact, China is Kenya’s largest source of foreign direct investment (FDI) and
the country’s largest trade partner, representing 26,7% of Kenya’s total imports of 2020, with
total imports amounting to $18.2 billion (OEC, 2020). To give you an example, in 2014, the
7th Premier of the People Republic of China, Li Kegiang, during his visit in Nairobi as part of
his Africa tour, agreed to sign with President Uhuru Kenyatta 17 multi-billion deals to fund
multiple infrastructural projects and various agreements. This included the establishment of a

China-Africa Development Bank (Lumumba-Kasongo, 2019).

In parallel to this Kenya-China collaboration, Kenya has implemented a development project:
Kenya Vision 2030. The main objective of it is to guide and prioritize government plans and
actions on national development, aiming to transform Kenya into a newly industrializing,
middle-income country providing a high quality of life to all its citizens (Kenya Vision 2030,
2021). China’s projects are then based on the Kenya vision 2030 to specify the major areas to
work on, here the poverty eradication, sustainable democracy, technological and scientific
transfer of knowledge, agriculture, health and training in specific areas. The economic pillar of
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the vision aims to achieve an average economic growth rate of 10 per cent per annum and
sustain the same until 2030. To help achieve this goal, Kenya relies on multiple assets.

Here is a list of the main projects in Kenya:

Country  Project Srarus Funding Campanies
Kenya Mairobi Mombasa (:um]\]cu\i 53.6 hillion China Road and
SGR China Export Bridge

Import Bank Corporation
(China ExIm Bank) (CRBC
$400 million
Kenya government
Mairobi Naivasha  50% complete  $1.5 billion Communications
SGR China ExIm Bank Construction
Company
(CCCC)
Naivasha- Malaba Planned $3.5 billion CCCC
China ExIm Bank
Lamu Port 42% complete 524 billion CCCC
Gov't of Kenva
Oil Pipeline Planned $3.9 billion

Gov't of Kenya

Source: Mboya, C. (2021). The Maritime Silk Road Initiative : Connecting Africa. Dans J. F.
Blanchard (Ed.), China’s Maritime Silk Road Initiative, Africa, and the Middle East Feats,
Freezes, and Failures (1st ed. 2021 éd., p. 54). Palgrave Macmillan.

One of the flagship projects of Kenya's vision 2030, was the creation of a fast and improved
train line that would connect Mombasa, Kenya's main port city, to Nairobi, its capital; named
the Mombasa-Nairobi Standard Gauge Railway (SGR) (Mboya, 2021). The 480km long
project began in 2013 and was completed in 2017. The construction of the project was handled
by the China Road and Bridge Corporation (CRBC), and was 90% financed by the China Exim
Bank, while the remaining 10% were provided by the Kenyan Government, for a total of
KES327bn or USD2.8bn (Railway Technology, 2020). A second phase consisting of an
extension from Nairobi to Naivasha opened in October 2019 for USD1.5bn. In the end, the
railway project is intended to extend to neighboring countries such as Uganda, the Democratic
Republic of Congo, Rwanda, Burundi, and South Sudan and should cost USD13.8bn
(Lumumba-Kasongo, 2019).

In terms of numbers, The railway line is designed to carry 22 million tons a year of cargo or a

projected 40% of Mombasa Port throughput by 2035 (Railway Technology, 2020). It is a big


https://www.railway-technology.com/projects/abuja-kaduna-rail-line/
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advantage for the development of the MSRI, as goods will flow in greater quantities, faster, and
therefore cheaper.

Another asset for Kenya is the recent discovery of oil in the Great Rift Valley. In the article
"Play by Play: The Great Rift Valley" (2017) it is stated that the East African Rift System (also
known as the Great Rift Valley) is one of the most exciting areas for onshore oil and gas
investment in the world. With 6 billion barrels of oil discovered in Lake Albert in Uganda and
600 million barrels of oil discovered on Kenya’s side of Lake Turkana, alongside the major
natural gas discoveries offshore Tanzania and Mozambique, the energy and economic potential
of this discovery is tremendous. Collaboration between Kenya and MSRI would allow Kenya
to secure the necessary investment for infrastructure development and efficiently exploit the
region's resources while creating jobs, and China could benefit from the raw materials over the

long term.

One of the problems that the MSRI will need to resolve is the free trade gap between China and
Kenya. China remains Kenya’s number 1 import partner, but Kenya does not even make the
top 5 for exports. Furthermore, Chinese imports come to Kenya at low prices but unfortunately
at low quality (Onjala, 2013). The MSRI needs to help Kenya develop so its exports and

therefore its economy increase.

Although the proportion of Kenyans living on less than the international poverty line (US$1.90
per day in 2011 PPP) has declined from 46.8% in 2005 to 36.1% in 2015, with its growth rates
of 5 % a year, Kenya is not likely to be able to eradicate poverty by 2030 (The World Bank,
2017). The GDP growth goal set at 10%/year is also far from being hit, staying at around 5%,
as you can see in the following image (The World Bank, 2022):
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GDP growth (annual %) - Kenya
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Source: The World Bank. (2022). GDP growth (annual %) - Kenya [Graph]. The World
Bank.https://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG?end=2021&locati

ons=KE&start=2010

Still, despite the MSRI’s promise to boost connectivity at the regional and continental level,
projects are still facing headwinds linked to poor logistics and policy coordination, security
challenges, debt sustainability, and project viability. Moreover, the balance of rewards seems
to be heavily tilted in favor of China. Related to this, the ever-increasing trade imbalances
between China and MSRI countries suggest that more needs to be done in terms of boosting the
MSRTI’s payoffs for African participant countries. Optimists retort that the MSRI is a futuristic,
cooperative, and altruistic endeavor that serves the common development needs of both China
and Africa. Chinese officials and proponents of the MSRI maintain that by building much
needed infrastructure across the MSRI route and enhancing connectivity into the African
hinterland, China is working for common prosperity rather than unilateral gains (Mboya, 2021).
However, China has made a positive point recently as both African and Chinese media covered
the case of the Kenyan loan, reporting that both sides rejected the possibility of giving Mombasa
port over to the Chinese in case Kenya’s government cannot repay the loan received for the
Kenyan Railway. Such a denial was necessary after China gained control over Hambantota port

in Sri Lanka for 99 years for the very same financial reasons. This implies also that African


https://allafrica.com/stories/201812280303.html
https://www.theeastafrican.co.ke/business/Mombasa-port-SGR-loan-default-Chinsa/2560-4903360-clh5nn/index.html
https://www.theeastafrican.co.ke/business/Mombasa-port-SGR-loan-default-Chinsa/2560-4903360-clh5nn/index.html
https://www.csis.org/analysis/game-loans-how-china-bought-hambantota

32.

governments need to be more cautious with their large-scale projects and figure out how they
will be able to finance them in the long run, and plan more rigorously how the projects can

generate sufficient returns (Tarrosy & Voros, 2019).

3.3.2 MSRI in Ethiopia

In recent years, China and Ethiopia have strengthened their ties. The country has also been
chosen to be one of the major countries to host the New Maritime Silk Road projects (Blanchard
& Ziso, 2021). For Ethiopia, MSRI is a source of investment that will help fund and expand its
projects, while China sees Ethiopia as an ideal location to advance its initiative in Africa and
globally. Indeed, Ethiopia's geographic location gives it a strategic position as the gateway to
the Horn of Africa, close to the Middle East and its markets (The World Bank, 2022). In
addition, Ethiopia is the fastest growing economy in the region, with a growth rate of 6.3 percent
in 2020, but also one of the fastest growing in the world, averaging 9.5 percent per year.
However, it is also one of the poorest. Fortunately, the high and constant growth rate over the
last 10 years has helped improve the situation. Poverty in urban areas has fallen from 26% in
2011 to 15% in 2016, and from 30% to 26% in rural areas for the same period (World Bank
Group, 2021).

Here is a list of major projects in Ethiopia:

Project Status Funding Companies
Ethiopia  Ethiopia-Djiboun  Complete £3.4 billion China Rail
(E-D) SGR China ExIm Bank Engineering
Corporation
(CREC
China Civil
Engineering

Construction
Corporation

(CCECC).

Hawassa Complete 5250 milhon CCECC
Gov't of Ethiopia

Ethiopia-Djibount  Complete 5340 million CGO Overseas
Water pipeline China ExIm Bank  Construction
system Co Lad

(CGUOC).
Ethiopia-Djibouti  Complete 524 million Shanghai
SGR China ExIm Bank Electric Corp.

Elecrrificarion

Source : Blanchard, J.-M. F., & Ziso, E. (2021). The Maritime Silk Road Initiative and

Ethiopia : Transforming Policies, Institutions, and Politics in Expected and Unexpected



33.

Ways. Dans J.-M. F. Blanchard (Ed.), China’s Maritime Silk Road Initiative, Africa, and the
Middle East Feats, Freezes, and Failures (p. 81-111). Palgrave Macmillan.

Two projects are expected to impact the development of both sides: the Ethiopia-Djibouti
Standard Gauge Railway (SGR) and the Dorale Multipurpose Port (MPP).

The Addis Ababa-Djibouti SGR is a 759-kilometer railroad that links the capitals of Ethiopia
and Djibouti, for which the construction began in 2011 and was completed in 2016 (Tarrosy &
Voros, 2018). The main financier of this line is China's Exim Bank, which is said to have
financed around $3bn, more or less generously depending on the source (Y. Chen, 2022). The
total cost of construction would have reached $4.5 billion, which is at least half a billion more
than previously announced, and the difference was paid by the Ethiopian government (Tarrosy
& Voros, 2018). Although finishing in 2016, it was only on January 1, 2018, that trains started
to operate, and still with substantial challenges (Tarrosy & Vo6rés, 2018). In fact, the Addis-
Ababa SGR station is said to be at least an hour from the center, and in 2018, the roads were
still unfinished for the last 3km to get there. Passenger trains suffered severe delays due to
collisions with animals or power shortages. Finally, as far as freight trains are concerned, they
would be able to transport up to 3500 tons at a time, but unfortunately this quantity will not be
achievable within several years. This has put the railway in a critical financial situation, which
makes them unable to pay back their debt. Besides all those challenges, one major positive
aspect is that people are now relying on the railway. Passengers are ready to wait for the service,
and the cars are crowded. Furthermore, business has started to develop along the rails: small
shops are being built and accumulating, as well as apartments (Tarrosy & Voros, 2019).

The LAPSSET project takes its initials from "Lamu Port and Southern Sudan and Ethiopia
Transport Corridor Redevelopment Project”. The project is a flagship project of Kenya's Vision
2030 and was initiated by the Kenyan government without external assistance. It is the largest
project of its kind in East Africa and it is supposed to be done by the end of 2023. It includes,
among others, construction of: (i) a port at Manda Bay, Lamu; (ii) a railroad line to Juba, South
Sudan and Addis Ababa, Ethiopia; (iii) a highway; (iv) oil pipelines (in South Sudan and
Ethiopia); (v) an oil refinery at Bargoni, Kenya; (vi) three airports; and (vii) three beach towns.
It will contribute significantly to Kenya's economic growth, with projections ranging from 8%
to 10% of GDP (Multinational - LAPSSET - Projet Lamu Port-Soudan du Sud - Ethiopie,
2022).



34.

The success of this project is important to MSRI, as Chinese companies have already invested
heavily in the Hawassa and Adama industrial parks (HIP & AIP), and their success depends on
the success of LAPSSET. Unfortunately, the latter takes place in the poorest areas of each
country, prone to natural disasters, droughts, and conflicts due mainly to the presence of
terrorist groups as well as the competition for scarce resources. Furthermore, in all three
countries, administrative and political boundaries are new, and this has contributed to conflicts

of community identity, violence, and local instability (Ndiku, 2014).

Speaking of economic parks, Ethiopia is putting a lot of effort into developing them along major
economic corridors and ports, with the hope that this will improve their exports and attract other
sources of investment. Ohno (2017) tells us that “the dynamism and speed with which the
Ethiopian government has developed HIP has been extraordinary and deserves due respect”.
China relies heavily on these parks, the proof being that it not only builds them, but also invests
in them. In 2016, the three completed industrial parks in Addis Ababa generated $248 million
from the export of various products, the Ethiopian investment Commission (2016) said. The
Hawassa Industrial Park generated US$200 million of the total revenue and will house 60,000
double-shift employees (Berhanu, 2017).

The main problems with these parks are local transport logistics and security (Mboya, 2021).
On the first point, some parks are too remote and isolated, limiting their ability to send their
products to the ports. For example, the Hawassa industrial park is 170 miles from Addis Ababa
and 600 miles from the nearest shipping port in Djibouti (Mboya, 2021). Power outages have
also caused problems, and local sourcing is difficult, forcing manufacturers to import materials,
which adds costs. Ethical and labor issues exist, such as the eviction of farmers living and
working in the fertile areas that host these new industrial zones. In fact, in Ethiopia, all land is
formally owned by the state, and there is no established price for farmland, and the

compensation that the government offers to farmers receives varying reviews (Gardner, 2018).

Ethiopia is conducting multiple projects on energy too. Power projects are critical for Ethiopia
because they are needed to fuel Ethiopia’s industrial parks and SEZs. Out of the projects the
nation is carrying out, Grand Ethiopian Renaissance Dam and Gibe Ill are the two main
hydroelectric projects being carried out with 6,000 Megawatt and 1,870 Megawatt respectively
(Bacha, 2014). Another dam for another hydro power plant is being built on the Geba River at
an outlay of U.S. $ 583 Million and is supposed to produce 391-Megawatt power. Out of the
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total cost 80 percent of it is going to be covered from Exim Bank of China. It is estimated that
the construction is going to take four and half years (Bacha, 2014).

Ethiopia is therefore very close to China and tends to rely on the latter a lot. And this close
relationship has its positive points. In fact, Ethiopia has increased its exports by 39.8% between
2010 and 2020, with China as the second largest importer of Ethiopian products, behind Sudan
(UNCTAD, 2022). In addition, the political situation with its neighbors has improved thanks to
its participation in many peace initiatives, and this since its integration into the MSR. Finally,
this proximity with China allows Ethiopia to easily renegotiate the terms of contracts between
the 2 countries, for example on repayment delays. However, the balance of trade has not
improved at all over time, as the following graph shows, reaching -$3433.60 million in
December 2021 (TRADING ECONOMICS, 2006-2021):

Ethiopia’s balance of trade over time
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Source: TRADING ECONOMICS. (2006-2021). Ethiopia Balance of Trade - 2022 Data -

2023 Forecast [Base de données]. https://tradingeconomics.com/ethiopia/balance-of-trade

Furthermore, Ethiopia recorded a government debt equivalent to 57 percent of the country’'s
Gross Domestic Product in 2019, while it was only 27.4% in 2012.

3.3.3 MSRI in Djibouti

Djibouti is a strategically important country in East Africa. Indeed, the coasts of the country
are connected to one of the most important maritime passages of the world where more than 20

000 ships per year transit (Garcia, 2021). The country's medium-term economic outlook
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remains positive despite the impact of COVID-19: Output growth is set to reach 5.5% in 2021
and average 6.2% over 2022 and 2023 (The World Bank, 2021). An important fact to know is
that Djibouti is a small country, and its area of cultivable land is minimal, which implies that

the country is almost totally dependent on imports to meet its food needs.

Even though Djibouti’s economy has been increasing by 6% on average for the last 5 years, in
2017 about 41% of the population was still poor, 23% lived in extreme poverty, and the
unemployment rate was 39% (Gessesse, 2017). It is important to note that 80% of Djibouti's
port traffic comes from Ethiopia, which makes the new SGR between Addis Ababa and Djibouti
even more important. Djibouti would like to diversify its economy to not be so dependent on
Ethiopia, and start selling itself as a logistics hub and key point of transit to countries like
Ethiopia, Kenya, Sudan,...(Gessesse, 2017).

Under President Ismail Omar Guelleh, the country has always welcomed China and its
investments, stating that Djibouti is a country poor in resources and that it must take advantage
of its geographical location, accepting any type of investment that would develop its port
infrastructure. According to a 2018 report by the Center for Global Policy Development, China
has provided the East African nation with more than $1.4 billion in infrastructure funding,
equivalent to 75 percent of Djibouti's GDP (George & Lendon, 2018).

In February 2018, the Djibouti government terminated a contract with Dubai-based port
operator DP World to operate the Doraleh Container Terminal (DCT). This extension was
inaugurated in 2017 and cost $580 million, with the capacity to handle 9 million tons of cargo
per year and with the specificity of being connected to the railway line to the Ethiopian capital
Addis-Ababa that we mentioned earlier (Soutras, 2020). Djibouti is therefore counting heavily
on its new port, a state-of-the-art port complex that is among the most sophisticated in the
world. The shipyard's repair and maintenance capabilities are expected to attract more ships to
Djibouti, giving the country's main port a competitive advantage over neighboring ports and
consolidating its position as a regional trade and logistics center (The World Bank, 2021).
Furthermore, all around the port, several hotels are under construction, including the
multipurpose hotel and commercial complex of the Chinese company Touchroad International,

as well as a business district.
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Important fact to note, following the termination of the contract, China Merchants Port
Holdings was offered the management of the terminal (George & Lendon, 2018). The
government of Djibouti is said to be behind this decision, denouncing "irregularities” in the
management by DP World, who was the previous company operating the Doraleh Container
Terminal (DTC). All diplomatic, strategic, or geopolitical considerations aside, it would seem
that for DP World, this is "strictly business™ (Kuo, 2019). The main risk in the MSRI-Djibouti
relationship is that the country will fall into a debt trap. Indeed, the country relies heavily on
Chinese loans but for the moment it is not able to repay them, which could lead it to have to
part with some infrastructure or land to honor its debt, as happened in Sri Lanka. This is perhaps
what happened with the transfer of responsibility for the DCT, although the authorities in

Djibouti say otherwise.

3.4 MSRI in MENA

The main reason why China is so keen to work with the Middle East countries is twofold. First,
and we've already talked about this, China has a significant industrial production surplus. To
give a figure, China produces about 1.1 billion tons of steel per year, an amount equivalent to
that produced by all other countries in the world, but it consumes only 800 million tons
internally. China therefore relies heavily on MSRI to reach new markets and to be able to sell
its surplus production. Secondly, China needs a huge amount of energy, and this is because
energy may be a problem for them in the future. According to experts, China has been the
world's largest energy consumer since 2020, consuming more than 6.3 trillion kilowatts of
energy per hour per year by 2021 (Nicolas, 2021). And by 2025, their oil consumption is
expected to be about 15 million barrels per day, while today they consume 6.5 million barrels

per day, including 4 million barrels of their own extraction (Shatha, 2017).

3.4.1 MSRI in Iran

China and Iran, due to their smooth history, exchange friendly relations. Historically, Iran was
already a party to the ancient Silk Road. Moreover, the 2 countries align rather well in terms of
policy, both in terms of values and goals. In this context, MSRI is well received in Iran and
projects are numerous. It must be said that, economically, China is an important Iranian energy

customer, a source of foreign direct investment (FDI) and a contractor for Iranian infrastructure.
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Actually, China is Iran's largest trading partner, and the largest buyer of its oil (UNCTAD,
2020). Moreover, in the 1980s, Iran had difficulties exporting its oil, and it was thanks to China,
which rebuilt Iran's infrastructure, that the latter was able to export massively in the 1990s
(Blanchard & Dorraj, 2021). Iran therefore has no reason a priori to refuse the implementation
of the MSRI on its territory. China, on the other hand, relies heavily on Iran because of its
geolocation, its large market and its abundant energy resources, importing approximately 10
percent of its oil from Iran (Girard, 2018). In this regard, China can be criticized. If we look at
the quantities exchanged between the two countries over the last few years, Iran exports more
to China than it imports, only the nature of the exchanges suggests a neo-colonial relationship,
with China importing a lot of raw materials from Iran, and the latter importing much less
manufactured goods, as well as a certain quantity of cars (UNCTAD, 2022).

Despite this, the MSRI is taking hold, as suggested by Iranian President Hassan Rouhani, who
said he wants to increase trade with China from 52 billion in 2014 to 600 billion in 2024
(Sharafedin, 2016). Some projects are already known, such as the development of a high-speed
rail line in Iran, linking Tehran to the second biggest city of the country, Mashhad, in the
northeast of the country (Mollman, 2016). Another railroad line, connecting the Iranian cities
of Tehran, Hamedan and Sanandaj in western Iran over a distance of 410km, is being developed
and constructed by China National Machinery Industry Corp [CNMAC.UL], known as
Sinomach, at a cost of $845 million. A third 415km high-speed railway, this time built by State-
owned China Railway Engineering Corp, is planned to connect Tehran and Isfahan via Qom,
creating a north-south junction (Staff, 2018).

However, while Teheran greatly values and needs its relationship with China, political and
economic problems on the Iranian side limit the progress of the MSR. China and Chinese
companies are also cautious about aggressively promoting the MSR in Iran, given the sanctions
against Iran, the global energy situation, and China's current economic challenges (Blanchard
& Dorraj, 2021).

China also signed a contract in 2018 to build a 400-kilometer railway between the Gulf port of
Bushehr, Iran's second biggest port, and the city of Shiraz, under the China Machinery Industry
Construction Group for US$700 million. In all, China is reportedly working on totaling 2,300
kilometers in tracks across the country (The Straits Times, 2018).

Another project, this time in another field, is the construction of an oil terminal on the largest
island of the Persian Gulf, Qeshm. It was concluded in 2016 for the sum of $550 million and
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would be able to store up to 30million barrels of crude oil. It involves a 10-year lease agreement
and will generate up to $300 million in revenue every year (Liang, 2016).

In addition, with varying degrees of Chinese help, Iran is modernizing, expanding, and
improving the connectivity of ports such as Bandar Imam Khomeini, Bandar Abbas, Bushehr,

and Chabahar to facilitate the transport of goods inside as well as from Iran.

China has therefore invested a lot in Iran, and that too because the country is probably the most
secure in the long term, in a region plagued with turmoil, conflict, war, terrorism. Its policy,
although having its own problems, remains much more stable than that of its
neighbors. Moreover, the tensions between Iran and the USA mean that the latter leaves many

warships in the Persian Gulf, making this navigation area less risky.

Looking at The World Bank overview of Iran (2022), the current economic situation in the
country is struggling to recover from a long period of stagnation. Indeed, real GDP in 2020/21
was almost at the same level as in 2010/11. Despite this, Iran's exports and oil revenues have
increased rapidly in 2021. However, this growth in oil market prices and in the number of jobs
in services and industries do not compensate for the massive job losses in the agricultural sector,
which have prevented the country from seeing any significant improvement. Indeed, agriculture
has suffered great losses due to global warming, with Iran experiencing record high
temperatures and low rainfall (The World Bank,2022).

Despite an economic plan calling for 8% annual economic growth between 2017-2022, the
current growth in 2022 is 3% (The World Bank, 2022). This growth is expected to remain
modest as a result of weaker domestic and global demand due to the impact of the coronavirus,
higher food prices due to the war in Ukraine, and oil exports limited by the continuing sanctions.
Another negative point linked to these tensions is that Chinese companies, which invest a lot
into Iran, are worried that doing business with Iran while the sanctions from the USA are still
in place might damage their image or business. However, higher oil prices expected in 2022-
24 and growth in oil export volumes should ease Iran's fiscal pressures as it struggles to reduce
its debt.

In conclusion, the reasons why Iran's economy is not taking off are vast. China is helping Iran
to develop its infrastructure, although Iran does not have the capital and must borrow large
sums, which is not sustainable in the long run. China is not doing this out of goodwill, as it

relies heavily on Iranian energy, which it imports in large quantities. It is therefore in China's
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interest to maintain good relations with Iran and to ensure that the Iranian economy is in good
shape. On the other hand, Iran exports to China much more than China exports to Iran, which
breaks the idea that China uses Iran only to use its market and sell its excess production. On the
other hand, it reinforces the neo-colonial side of China, which would "plunder” the raw

materials.

3.4.2MSRI in Iraq

Irag is one of the most oil-dependent countries in the world, with oil revenues accounting for
more than 99% of exports (The World Bank, 2021). As of January 2021, in a country of 40.2
million, Iraq’s unemployment rate was more than 20% (The World Bank, 2021). Nevertheless,
that same year the country has improved its finances thanks to the increase in the price of oil
exports, with a GDP growth of 0.9%. This year, Iraq's GDP grew by 9.5%. Oil GDP will be the
main driver of growth in the medium term. Non-oil GDP is forecast to recover but remain under
3% on average in 2021-2023 (The World Bank, 2021). This highlights a major issue for Iraq,
as its almost total economic dependence on oil means that the slightest drop in oil will take a
huge hit to its economy. Iraq must therefore diversify, to reduce its volatility.

Historically, China has had good relations with the middle east countries. During the last 20
years, the bond between Irag and China kept growing. In June 2007, Jalal Talabani became just
the first Iragi president to visit China. During his visit, four agreements were signed by the two
countries, including an agreement to cancel 80 percent of Irag's $8.5 billion debt to China
(Shatha, 2017). Later, in June 2015, the lIragi government signed five agreements and
memorandums of economic, technological, military, diplomatic, oil and energy cooperation
(Shatha, 2017).

The two countries' exchange encompasses the fields of development, economy, oil, electric
power, transportation, infrastructure, residential construction, etc. and it is not stopping here,
as Ahmed Berwari, the Iragi ambassador to China, said: “We are eager to enter new areas,
including agriculture, security and defense, and further develop our relationship, as we want
China to play a more active role in our region”. He also pointed out that Iraq felt part of the
project from the moment it was announced by the Chinese president in 2013, due to its passage
through the old Al-Hareer road. Right now, about 60% of the electricity in the city of Baghdad
is produced by Chinese companies, and Irag sees China as a pioneer in the field of transportation

and communication (Shatha, 2017).
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Indeed, China attaches great importance to lraq mainly because the country has great oil
resources, as well as water, minerals, and good agriculture.

Concerning the oil resource, one project of the MSRI is the super-giant East Baghdad oil field,
which is situated directly to the east and south-east of Baghdad. Although initially discovered
in the 1970s, it remains very underdeveloped, primarily due to the political, practical and health
and safety issues involved with exploiting an oil field in an urban area (Al-Rawi, 2016).
However, in late 2020, Iraq renewed a contract to drill three new directional oil wells in the
East Baghdad oil field, with the goal of developing the capacity of the field to reach 40,000
barrels per day (Al-Rawi, 2016). The field is 90% owned by China ZhenHua Qil, and 10% by
the Ministry of Oil (Lee, 2020). China ZhenHua Oil Co Ltd (ZhenHua Oil), a subsidiary of
China North Industries Corporation, is an oil company that offers exploration and production
of oil and gas properties (East Baghdad Heavy Oil Field, Irag, 2021). With the project, an
expansion of local employment should happen due to the support services that shall be needed

to maintain oil field workers and technicians.

The most notable project of recent vintage is a multibillion-dollar deal in 2018 to build an oil
refinery and related support/logistics services at the Port of Faw, one of Irag's major oil
transportation hubs, located near the border with Kuwait (Payne, 2021). This project is being
built by Iraq in collaboration with two Chinese companies. The Al-Faw refinery will have a
capacity of 300,000 barrels per day. Two other refineries are planned in Nasiriyah, in southern
Irag, and in the western province of Anbar, and both will have a lower capacity of 150,000
barrels per day (The New Arab & agencies, 2018). The Port of Faw is also an attractive location
for a refinery for Chinese interests, as its location near the Gulf puts it in close proximity to

three other ongoing CNPC-led projects.

To sum up, with Iraq as with Iran, here China is mainly interested in the energy resources that
the country possesses. In 2015, a Memorandum of Understanding (MOU) was signed, within
which China's intention to assist in Irag's reconstruction and further economic development
through infrastructure and communications investment were described (Payne, 2021). This
willingness of China to develop these infrastructures is again calculated and is not pure altruism.
In fact, as with Iran, China, in 2020, was Irag's largest economic partner in terms of exports
(UNCTAD, 2020). On Iraq’s side, Chinese investment is a reliable source to leverage in the
development of the country, but it is to be believed that this is as far as it could be.
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3.4.3 MSRI and the Gulf cooperation council

The Gulf Cooperation Council (GCC) member states are well-positioned to benefit from
participation in projects associated with the Maritime Silk Road Initiative (MSRI) (Fulton,
2021). Established in 1981, the GCC is a political and economic grouping of the six Gulf
monarchies: Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, and the United Arab Emirates
(UAE). Each GCC state has enjoyed strong pre-MSRI political and economic relations with
China, and as such the initiative provides opportunities for increased coordination with a state
that has become the group’s largest trading partner and is becoming an important regional

political actor as well.

China and the Gulf monarchies have a strong trade relationship, and this is increasingly
developing into investment and finance (Fulton, 2021). Oil imports between China and Saudi
Arabia almost doubled between mid-2018 and mid-2019, from 921,811 barrels/day to 180,2788
barrels/day, mainly because of the sanctions imposed on Iran. As for Qatar, it provides up to
34% of China's total natural gas imports. As can be seen, China has become a very important
customer of the Gulf countries, and in fact, East Asia, and mainly China, represents 67% of the
Gulf's energy exports (The Economist Intelligence Unit, 2014).

In 2017, the 2012 agreement between the Chinese and Emirati central banks to do a $5.5 billion
currency swap finally came into effect. A year later, the results are already there, with more
than $6.5 billion in transactions. Qatar followed suit in 2014 with a deal worth $5.7 billion this
time. These swaps, which can facilitate payments and investments in construction and
infrastructure contracts by Qatari and Chinese companies, have surely played their part in the
$62 billion in COFDI received by the GCC states between 2005 and 2017. This is consistent
with the broader trend across the Middle East, where China became the largest extra-regional

source of FDI in 2016. (source)

For now, the UAE, Oman, and Saudi Arabia have been active in linking domestic projects to
the GHRI. With Kuwait's development of Silk City, it is possible that Kuwait will play a larger
role in the MSRI down the road. Qatar's political isolation seems to limit the chances of
partnering with a project that advocates connectivity between countries. As for Bahrain, the
Gulf’s smallest and weakest country, researchers have preferred to examine China-Bahrain
relations within the rubric of the Gulf states or the GCC. But if you dig a little bit, the two
countries are willing to integrate the BRI into Bahrain's Economic Vision 2030 (BEV2030).
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Bahrain is an important player for the BRI since the country benefits from a strategic
geographical location on the crossroads of African, Asian, and European markets at the heart
of the GCC market, which is currently valued at approximately $2.2 trillion (Chaziza, 2021).
Bahrain is also one of the most modern and dynamic countries within the top-ranking business
environment in the Middle East. Its open and liberal lifestyle, unique market access, world-
class regulatory environment, and highly competitive taxation system, combined with the
lowest operating costs in the region, high quality of life, and a technologically literate
population make the Kingdom an ideal access point for Chinese companies to this $1.5 trillion
GCC market (“Bahrain Strengthens Economic Ties with China,” 2018). In the end, from a
policy standpoint, strong Bahrain-China links are expected (Chaziza, 2021). However, it should
not be concluded that Bahrain has bound itself exclusively to China or that the PRC or Chinese
companies will pour resources indiscriminately into the BRI in Bahrain. This is partly linked
to the fact that Gulf states are aware of China’s limitations as a security provider and therefore

manage their relationships with the US carefully.

3.5 MSRI in Europe

Just for clarification, or as a reminder, the Silk Road Economic Belt (SREB) links China with
Europe through Central and Western Asia, while the 21st Century Maritime Silk Road (MSR)
connects mostly China with Southeast Asia, Africa, and Europe via the maritime roads. Both
constitute the Belt and Road Initiative (BRI), also named the One Belt One Road (OBOR). Why
recall that now? To emphasize the fact that we are arriving at the end of the road. Indeed, in
October 2014, at the tenth Asia-Europe meeting, the political leaders purportedly agreed that
‘the beginning and the end of these routes are the EU and China’ (Makocki, 2016).

In line with the priorities of the MSR, China continues to deepen maritime cooperation by
fostering closer ties with countries along the MSR. As detailed in the Vision for Maritime
Cooperation under the Belt and Road Initiative, maritime cooperation between China and
Europe is focused on building a Blue Economic Passage from China to the Indian Ocean further
to the Mediterranean Sea. This cooperation is based on the principle of achieving shared growth
through discussion and collaboration, via policy coordination, connectivity of infrastructure
and facilities, unimpeded trade, financial integration, and people-to-people bonds (The state
council the people’s republic of China, 2017). This cooperation is all the more important

because the demographic coverage between the European Union (EU) and China accounts for



44,

64 per cent of the world's population and 30 percent of global Gross Domestic Product (GDP),
also making the coordination potentially hugely beneficial (Zou et al., 2020). Moreover, as
already explained in this thesis, China needs to move up the value-chain and boost its domestic,
consumption-driven market, in its quest to develop into a sustainable economy and is therefore
looking for all the support it can get. Lastly, China hopes to learn from Europe on how to
manage gas emissions to create a green, low carbon and circular economy. It also hopes that
Europe's know-how will help it develop its economic reform program. Although a large union,
the countries of the EU represent only 16% of the worldwide exports and imports (Union

Européenne, 2022).

But trade relations between China and European countries are different from the relations we
have previously analyzed, in that in Europe the Union has been given exclusive competence for
the "common commercial policy™ (Article 3 (1) lit. e TFEU), which means that no international

trade agreement can be concluded with third states without its participation.

Exactly, Article 3 of the Treaty on the Functioning of the European Union (TFEU) stipulates
the following:

“l. The Union shall have exclusive competence in the following areas:

(a) customs union ;

(b) the establishing of the competition rules necessary for the functioning of the

internal market;

(c) monetary policy of the Member States whose currency is the euro;

(d) the conservation of marine biological resources under the common fisheries

policy;

(e) common commercial policy.
2. The Union shall also have exclusive competence for the conclusion of an
international agreement when its conclusion is provided for in a legislative act of the
Union or is necessary to enable the Union to exercise its internal competence, or in so

far as its conclusion may affect common rules or alter their scope.” (Official Journal of

the European Union, 2016).

Countries are therefore obliged to respect certain rules in their MSRI-related agreements. These

rules initially chilled China from finding agreements with Europe, but in September 2015, an
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"EU-China Connectivity Platform™ was successfully established as a forum for consultation
and information on MSR, for coordination, identification of investment opportunities and, last
but not least, explanation of relevant EU rules and regulations (European Commission, 2017).
Also, in 2013, the 'EU-China 2020 Strategic Agenda for Cooperation’, jointly agreed by the EU
and China, was created, covering subjects as peace and security, prosperity, sustainable
development, and people-to-people exchanges. The two parties are currently trying to build a
Comprehensive Agreement on Investment, which should create a more level playing field for
business, open up new opportunities for both sides and, provided China advances its economic
reforms and gives the market a more decisive role, could pave the way for broader trade
ambitions when the conditions are right (European Commission, 2017).

Concretely, Europe has described its position on the BRI project in its "Belt and Road Forum -

EU common messages"” text. It says:

“We support co-operation with China on its "One Belt, One Road" initiative on the
basis of China fulfilling its declared aim of making it an open initiative which adheres
to market rules, EU and international requirements and standards, and complements
EU policies and projects, in order to deliver benefits for all parties concerned and in
all the countries along the planned routes.” (Ministére des affaires étrangeres, de

I’Union Européenne et de la coopération, 2017).

In general, the EU supports initiatives to upgrade infrastructure which contribute to sustainable
growth in the Euro-Asian region, but under the previous conditions. Moreover, Europe will
only support the initiative if China agrees not to approach countries individually, in search of
bilateral agreement. China needs to make deals with Europe in general, and then this will be
reflected with actions in particular countries. Bilateral relations between 2 countries are not in
line with EU policy and would create competition within the union. (Saverio Montesano &
Okano-Heijmans, 2016) After all, even though it officially is a shared competence according to
Article 4 (2) lit. h TFEU, the transnational linking of infrastructure must first and foremost be
regarded as a task of the Union by virtue of its nature.

China has found more pros than cons, despite all these restrictions and laws. Indeed, the already

existing network and the economic importance of Europe are worth more to China than having
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to create their own network within the same multitude of states, risking competition, legal and
political conflicts.

On Europe’s side, welcoming the initiative is a good opportunity because it needs Chinese
technology, capital, and market (Zhang & Yu, 2020). Moreover, the current trend is that
developing countries are increasing their sea trade, while developed countries are decreasing
theirs. Europe, which is mostly composed of developed countries, sees trade with China as a
good opportunity for both parties. Finally, on 23 December 2018, the protocol of the
amendment to the maritime transport agreement between China and the EU was signed. Today,
China—EU cooperation has reached an unprecedented high level and shares more converging
interests than ever, with China having bilateral maritime transport agreements with more than
35 European countries (Zhang & Yu, 2020).

It is important to note that, in Europe, many pre-OBOR projects carried the OBOR name
following the initiative's launch in 2013 (European Think-tank Network on China, 2016). On
the other hand, some activities within the EU initiated by Chinese actors are relevant to OBOR
but are not officially designated as part of it. OBOR-related activities that were initiated by the
European side also tend not to be designated as official OBOR projects (European Think-tank
Network on China, 2016). This makes it difficult to know exactly which projects are the birth
of a China-Europe MSR-related merger.

Although the economic markets between Europe and China respect general criteria applicable
to all countries, China does not see each country as equally attractive for OBOR development.
Indeed, China is targeting two regions in particular: Central and Eastern Europe (CEE) and the
European Mediterranean countries (European Think-tank Network on China, 2016). These
regions are home to many of the most important OBOR-related projects in Europe: The Greek
port of Piraeus, the land-sea expressway between Greece and Central Europe, the China-Europe
rail nodes in Poland and Belarus, the seaports of the Baltic states, and Madrid, the final

destination of the longest China-Europe rail service.

Of these major projects in Europe, the one directly related to the MSR, though all intertwined,
is the port of Piraeus in Greece. In 2016, state-owned China Ocean Shipping Company
(COSCO) acquired 51% of the port of Piraeus for approximately $312.51 million
(hellenicshippingnews, 2019). This port is an example of how collaboration with BRI can help,
says Jonathan Hillman, senior fellow at the D.C.-based think tank CSIS, with the proof being
that during the first year of Chinese operating the port, the throughput grew by 10.9%
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(hellenicshippingnews, 2019). The same article adds that in 2018, the port posted a 147% year-
over-year improvement, bringing in EUR 27.9 million in profits. According to LFC Consulting,
the port of Piraeus was listed in 2019 as the 29th largest port in the world, up from 93rd place
in 2010. Also in 2019, COSCO planned to develop a new container terminal with a capacity of
2.8 MTEU. With its four facilities, the port would total nearly 10 MTEU. To put these numbers
in context, the port handled 3.3 million containers in 2015, 3.67 million in 2016, 4.1 million in
2017 and 4.9 MTEU in 2018 (Calabrése, 2019). This 4th terminal would cost the company
€300-400 million, but the price seems low for the capacity mentioned (Calabrese, 2019).

However, criticism of debt traps is resurfacing, taking the major example of the port of
Hambantota in Sri Lanka. Only in this case, it is necessary to look at the turnaround made by
the Chinese. Moreover, did the Chinese really want to take the port for themselves, or did they
simply take advantage of a bad situation? In the case of Sri-Lanka, the government was pretty
negligent about controlling the remote monitoring risks around that project. So China took

matters into its own hands.

Another interesting point to note is that China is using a public approach to introduce its project
to other countries/regions. Leaders go to the countries concerned, make big speeches, and
promise big things, emphasizing the bilateral and beneficial aspect of OBOR. However, the
knowledge of the inhabitants of the European countries directly involved in the initiative seems
to be very limited (European Think-tank Network on China, 2016). It is therefore difficult to
know whether the opinion of the inhabitants in Europe is positive or negative. Moreover, in
terms of bilateral relations, each government of European countries has debated the idea of
hosting the initiative, questioning China's motives, the feasibility of the project, discussing the
many challenges of OBOR and the potential opportunities for EU member states and businesses
(European Think-tank Network on China, 2016).

One fear for Europe is that China, gaining in power, will increasingly influence the choices of
states and European diplomacy. China could increase the importance of small European
countries, which are in great need of investment, and thus destabilize the current "hierarchy" of
Europe. Furthermore, being more and more dependent on China may lead to Europe having to
follow its lead on some future issues, issues that may conflict with the United States, thus
creating major conflicts. Furthermore, in the documentary "Poker chinois: La nouvelle route
de la soie™ by Marcus Goldeck, Dr. Marieke Ohlberg reminds us that, although China does not
want to destroy the participating countries, it puts its own interests before those of others. She
also suggests, in the current context, to the European states and even to any other country, not
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to become more dependent on China than they already are, because increasing your economic
dependence on the Chinese regime, is opening a possibility of pressure from the Chinese if you

do not act as they wish.

3.6 Polar Silk Road

In its quest for economic optimization, China has more than one trick up its sleeve. As an
important stakeholder in the Arctic, China released its first white paper on Arctic policy in
2018, to “jointly understand, protect, develop and participate in the governance of the Arctic,
and advance Arctic-related cooperation under the Belt and Road Initiative.” (Silk Road
Briefing, 2021). In this paper, China wants to create another shipping route of the MSR, referred
to as the Polar Silk Road, which could be seasonally operative and connect China, via its
northernmost biggest port Lianyungang, and north Europe via the Arctic Ocean (Ehret, 2019).
Although less developed, it can be seen as the 3rd major route of the BRI project, including the
SREB, the “classic” MSR and now the Polar Silk Road, although it is included into the MSR.


https://news.cgtn.com/news/31497a4e7a677a6333566d54/share_p.html
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Source: Ehret, M. (2019, 4 juillet). Technocrats And Neocons Respond To The Polar Silk
Road [Illustration]. OrientalReview.
https://orientalreview.org/2019/07/04/technocrats-and-neocons-respond-to-the-polar-
silk-road/

This road would cut the distance between northern China and northern Europe by 5000miles
(8000km), from 13000miles (21000km) to 8000miles (13000km) (Silk Road Briefing, 2021).
This gain of distance to cover represents two weeks less of navigation, which can reduce the
time and cost of shipping goods between Europe and Asia by as much as 35% (Silk Road
Briefing, 2021). The road is currently eyeing the shipment of 80 million tons of goods by the
middle of the next decade (Noack, 2018). China and Russia have already agreed to launch
liquefied natural gas (LNG) projects. The Yamal LNG project is the first Polar Silk Road
cooperation project between the two countries and the largest LNG project in the world and has
already completed its first LNG transfer from Russia to China in 2018 (Silk Road Briefing,
2021). Europe, too, is benefiting from these LNG projects that are developing along the Polar
Silk Road. For example, the Yamal LNG project reached an agreement in April 2014 for a

Belgian LNG receiving terminal in Zeebrugge to serve as an LNG transshipment exchange port
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during the winter season between conventional and dedicated Arctic LNG carriers (Meliaet al.,
2017). This agreement has also been concluded with China, with a capital expenditure of $2.1
billion. The United Kingdom could also be involved in such projects, as it has the largest LNG
terminal in Europe, on the Isle of Grain in Kent, with the capacity to receive, reload and process
15 million tons of LNG per year, equivalent to 20% of the UK's gas demand (UKT]I, 2013).

New rail, port, and airport upgrades are also being undertaken by Russia, often with Chinese
and Indian investment, to secure the security and logistics of supply chains throughout the
region. The city of Murmansk in Russia now offers university courses on Arctic logistics and
economics. All these examples are proof that this project is not just a piece of paper or a

pretentious dream, but a project that is already taking shape in some aspects.

From an economic point of view, the road seems to be an option not to neglect. But not only.
From a political point of view, this route would be an alternative to a southern route dominated
by U.S. allies. With tensions rising in the south China sea, this alternative would prevent
disastrous consequences on the Chinese economy if the U.S. were to close its trade routes
(Noack, 2018).

This alternative is however controversial since its implementation depends on the extent of the
Arctic ice cover, which is decreasing over the years due to global warming. In fact, in 2016,
Copenhagen Business School researchers concluded that the route could become easily
accessible to container ships at some point within the next 25 years, stating that the six years
with the lowest observed summer sea ice extent have all occurred within the last decade (Noack,
2018). Furthermore, an increase in shipping in the Arctic will increase the risks of social and
environmental repercussions. The economic benefit from this new access could be outweighed
by the emissions of black carbon, the chemical contamination, and the risk of introducing
invasive species in the Arctic (Melia et al., 2017). However, on the 1st of January 2017, the
SOLAS and MARPOL conventions, which have been effective in protecting the environment
while ensuring safe shipping in international waters, have seen a newcomer join their side, the
UN IMO Polar Code (Melia et al., 2017). The latter is a key advance in guidelines for arctic
shipping. Moreover, this route is not ready to replace the current traditional routes, at least not
in the 21st century, based on the supposed respect of the greenhouse gas emissions mitigation

scenario in line with the recent UN 'Paris' climate change agreements.


https://services-webdav.cbs.dk/doc/CBS.dk/Arctic%20Shipping%20-%20Commercial%20Opportunities%20and%20Challenges.pdf
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4. Analysis

By going into the details of what was happening in each of the countries reviewed in this thesis,
a list of risks/issues can emerge. Some are actual and already criticized by many, others are

preventive.

One issue is the juridical considerations. The current trend around sea lanes of communication
(SLOC) is to create a lot of laws. Indeed, the freedom of navigation that has been predominant
for so long is starting to give way to considerations for environmental protection and security
needs. Coastal countries must find a balance between freedom of navigation and protection
(Van Dyke, 2004). These protections stem from several sources: the unstable political
relationship among regional countries; different interpretation over the freedom of the seas
principle; islands' sovereignty disputes and overlapping maritime jurisdictional claims; the
emerging naval build-up; and non-traditional threats such as pollution or piracy (APCSS Editor,
2018). China must take this into account when planning economic agreements with countries
close to tense maritime regions, such as the Gulf of Oman and the Persian Gulf, which are close

to Iran, Iraq and all the countries of the Gulf Cooperation Council.

An important issue that does not seem to be much confronted at the moment is the impact that
the MSRI has, or rather would have if it follows its forecasted development, on global warming.
Indeed, once it has reached maturity, the MSRI will cause a consequent increase in maritime
traffic. This will, if nothing is done to regulate or improve CO2 emissions, increase the pressure
already put on the health of our planet (Schiano Di Pepe, 2020). Unfortunately, this risk is

linked to all participating countries.

Another source of problems is terrorism and piracy. For Forbes (2020), these two are
intertwined and dangerous. Indeed, it is more and more frequent that sea pirates are terrorists,
explaining their actions by political ideas rather than a quest for money. Pirates are even more
dangerous for the world market because they are very present in the Strait of Hormuz and close
to the coasts of Somalia, Kenya and Djibouti, where more than 18 million barrels of oil passed
through every day in 2020. However, the number of recorded attacks on commercial vessels in
the world has dropped sharply in recent years. Between 2010 and 2021, attacks fell from 445 a

year to 132. (Statista, 2022). However, another region seems to have gained the upper hand in
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terms of pirate attacks: in 2021, 35 attacks were reported in the strait of Singapore, and many
more in Indonesia and the Philippines. To further prove the correlation between terrorism and
piracy, Richardson (2008) tells us that the presence of the so-called Islamic State (IS) in the
Philippines continues to be a significant threat in this region, and that the cities of Jolo and

Maguindanao would be their new HQ.

While talking about security, Maritime cyber security is one of the most important challenges
to the maritime industry. In the current era of technological improvement, more and more tasks,
responsibilities, and trust are being given to machines. As far as maritime transport is
concerned, many ports in the world are highly automated and the terminal operations rely on
computerized information and communication technologies, which may be vulnerable to cyber-
based attacks. A recent example of a cyber-attack is that of NotPetya, which in 2017, caused
multiple billions of economic losses (Wolff, 2021). The IMO’s Maritime Safety Committee
(MSC) is currently considering a proposal to develop cyber security guidelines that will protect
and enhance the safety of cyber systems used by ports, vessels, and marine facilities (Forbes,
2020). This is most likely to happen in all the major ports and new high-tech ports built along
the MSR.

From a political point of view, it is a challenge to ensure proper implementation of the multi-
decade long MSRI. Challenges may emerge due to interstate boundary conflicts not involving
China, territorial and maritime frictions with China, changes in leaders, shifts in political
priorities due to public opinion, political turmoil, terrorist activities, wholesale changes in
political systems, or more mundane obstacles such as a lack of trained bureaucrats (Blanchard,
2016). Such dynamics already have been witnessed in the case of Myanmar, Pakistan, or Sri-
Lanka. With the development of economic globalization, the scale of foreign direct investment
of Chinese enterprises to ports has been expanding, and political risk has become the main
factor that restricts foreign direct investment. Political challenge therefore has a great impact

on the port investment projects (Zhang & Yu, 2020).

A big challenge for the initiative will be to deal with the environmental factors. Among the
risks with which modern ports are faced, the port environment is the most common concern. It
iIs a common duty to take the ecology and the sake of our planet seriously, and each MSRI
partner must implement laws and regulations to reduce its CO2 emissions and pollution.
Maritime construction projects will have to respect more and more criteria to protect the health

of the planet and the workers. In fact, near-term actions that limit global warming to close to
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1.5°C would substantially reduce projected losses and damages related to climate change in
human systems and ecosystems, compared to higher warming levels (IPPC, 2022). International
shipping accounted for ~2% of global energy-related CO2 emissions in 2020 (Tattini & IEA,
2021). With the MSRI willing to increase the amount of goods exchanged by connecting all the
partners efficiently, the amount of transportation and therefore CO2 emissions will increase.
Many MSRI projects have already been stopped or brought under review because of
environmental concerns, like the Colombo port city project, or the 400-megawatt Lower Sesan
2 dam in Cambodia, just to give some examples. Finally concerning the economic challenges,
even though the MSRI contributes to China’s growth, its economic success also depends on the
economic situation of countries participating in the venture, including China’s. If other
countries do bad, MSRI will do bad.

The economical aspect is often questioned. Moreover, it is often linked to the political aspect.
First, it is true that a major criticism of MSRI is that, long before the initiative was created, the
country has been accused of neocolonialism in connection with its involvement in Africa &
other countries. In fact, China's relationship with Africa was to trade African primary goods in
exchange for Chinese manufactured goods, which indeed resembles the period of colonization
of Africa, where colonists brought raw materials back to the metropolis. Chinese infrastructure
is tying participant countries ever closer to the metropole rather than to each other or others
(Mboya, 2021). Indeed, participants' relationships with China have been strengthened by this
project. But these countries, notably Ethiopia or Iran, have not especially strengthened their ties
on an economic basis. Most of the participants have historical ties with China and their
collaboration is often related to many political aspects (J-M, F. Blanchard, 2021).

Getting deeper into the economic issues, the financing issues have become a big part of the
negative comments. China is often accused of creating economic dependence in participating
countries in several ways: first, by lending them so much money that the country would not be
able to repay it, as in the case of super-projects, like the Mombasa-Nairobi Standard Gauge Rail
(SGR). Added to this is the fact that some projects are not profitable or are stopped for various
reasons, which prevents member countries from generating the necessary revenues to repay the
loans, allowing China to suck up the raw material reserves of some countries or take control of

the infrastructure they have financed or other valuable assets (Were, 2018), (Van Eyssen, 2018).
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A minor but relevant issue is the culture: for an effective implementation, the MSR needs a
systematic and in-depth consideration of the religions and cultural factors and develop

corresponding cross-cultural conflict risk management plans.

As far as technological issues are concerned, the challenge for the shipping industry is to meet
the growing demand while applying sustainable development, meeting the demands of safety
construction and environmental performance at the same time (Meidanis, 2019). Both maritime
transport and environment protection rely on new technologies, the challenge will be to

combine them efficiently to keep up with the economic growth and the ecological quotas.

The last potential obstacle to MSRI implementation and the full realization of MSRI that should
be discussed is the role of third parties. In concept, third parties such as India, Japan, and the
United States can affect the progress of the MSRI in three ways. Interfering directly such as by
pressuring participant governments to terminate or redesign projects is the first one. A second
way is to offer competing infrastructure programs, such as the Asia-Africa Growth Corridor
(AAGC), created by India and joined by Japan. A third is to avoid participation in China’s
MSRI or to undermine its credibility through negative rhetoric, reporting, or actions in

international venues, which has been done by the three countries (Brinza, 2020).

Despite these many flaws, a global economic analysis now allows us to put some of the negative
side of this mega project into perspective. If we look below at the annual merchandise trade
balance of China and all the countries mentioned in this thesis between 2013 and 2019, we can
see that China has a positive result much higher than any other country (UNCTAD, 2022).

Merchandise: Trade balance, annual B

Other: | MEASURE ¥ US dollars at current prices in millions 4»

YEAR 2013 2014 2015 2016 2017 2018 2019

ECONOMY 4
China 259 015|383 060 593 902 509 707|419 554 350 947|421 071
United Arab Emirates 103 635| 67 011 37 059 28 455| 39 837|126 372|100 975
Qatar 109 821|101 144 | 45 361 25 249| 37 602| 52 593| 43 757
Iraq 27 962 | 28 122 -940 2714| 15099 | 35 955| 36 047
Malaysia @ 22 434| 25077 23981 21 059| 22 713| 29853| 33 197
Iran (Islamic Republic of) 44 194| 40 054 25 338 29 823| 43 265| 54 069| 23 890
Djibouti (1] -600 -674 -737| (7)-595 -414 -81 -142
Myanmar -810 -5 006| -5456 -3 873 -5 375 -2 720 -591
Indonesia -4 077| -1886 7671 8§ 837| 11885 -8584| -3593
Cambodia (i) -2 889| -3846| -4718|(7)-2302| -3005 -4789| -5454
Sri Lanka -7 794 -8119| -8 388 -8 873 -9619| -10 343| -7 997
Ethiopia -9112(-12082|-13 788 -13640(-12739|-12601|-11 813
Kenya -10 503|-12 281 | -10 187 -8 412|-10939| -11 327|-11 816
Greece -26 185| -26 022 | -18 232 -18 659 -20 869 | -24 375 -24 477
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Source: UNCTADstat. (2013-2019). Merchandise : Trade balance, annual [Base de données].

UNCTAD. https://unctadstat.unctad.org/wds/TableViewer/tableView.aspx

Economists use the balance of trade to measure the relative strength of a country's economy.
However, a trade surplus or deficit is not always a viable indicator of the health of an economy.
For example, in times of recession, countries prefer to export more to create jobs and demand
in the economy. The fact that many of the participating countries are in trade deficit is not
alarming, especially when you look at the world's largest GDP powers trade balance:

Merchandise: Trade balance, annual B
Other: | MEASURE ¥ US dollars at current prices in millions 4»

YEAR 2013 2014 2015 2016 2017 2018 2019

ECONOMY +
China 259 015| 382 060| 593 902| 509 707 | 419 554 | 350 947 | 421 071
Germany 263 800 | 287 021| 275 074| 279 029 285 284 | 276 186 255 433
Russian Federation EI 180 567 | 188 930| 148 400 S0 217| 114 559| 195 058| 165 845
Netherlands 81 820 82 841 58 337 69 809 77 420 81 196 72918
Italy 38 768 55 402 46 071 54 548 54 296 46 286 62 711
Australia 10 841 2 623| -20 817 -3 765 2 351 21712 45 441
Korea, Republic of 44 047 47 527 90 258 89 233 95 216 69 657 38 890
Brazil -19 737 | -19 840 6 322 34 278 49 133 39 049 27 965
Japan -117 730 |-122 005| -23 196 37 324 26 233| -10 344| -15 392
Canada -17 459 981 -20002| -22949| -22986| -19723| -17 841
Spain -22 923 -34 327 -29 578| -209540| -32 450| -43 808| -38 732
France -100 566| -95 225| -64 494| -66478| -84 036| -94 219| -83 708
India (i -150 549 -140 216|-126 180| -57 106|-150 684 |-189 686|-161 719
United Kingdom -120 120 |-183 337 |-164 153|-225 875|-200 006 |-185 767 |-236 078
United States of America -749 467 |-792 015|-812 729|-799 143 |-862 203 |-950 239|-924 284

Source: UNCTADstat. (2013-2019). Merchandise : Trade balance, annual [Base de
données]. UNCTAD. https://unctadstat.unctad.org/wds/TableViewer/tableView.aspx

With this table, we can see that ironically enough, the two largest world powers are at the
opposite end of the spectrum (UNCTAD, 2013-2019). Historically, the United States has
almost always had a deficit, and yet the country is one of the greatest economic powers. The
argument against the project that China is "plundering™ resources is therefore called into
question. Indeed, China would rightly be accused of plundering if it did not contribute in return.
But here China allows the development of many potential sources of income and self-
sufficiency for the future of the countries, and this, on a long-term basis.

Now, the nature of imports and exports is important too. It is true that in some cases, for
example in Africa, China imports valuable natural resources and raw materials. Moreover, as

mentioned earlier in the thesis when talking about Kenya, Chinese products sometimes arrive


https://unctadstat.unctad.org/wds/TableViewer/tableView.aspx
https://unctadstat.unctad.org/wds/TableViewer/tableView.aspx
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in poor quality and with little value. In that case, the country loses value on the short term and
potentially on the long term.

Another benchmark needs to be added to further refine our analysis. When we look at the GDP
growth of the countries covered in this thesis, we do not observe a clear improvement since
their participation in the MSRI (The World Bank, 2013-2019). Some countries have slightly

lower growth, some slightly better.

GDP GROWTH OF PARTICIPANT COUNTRIES (annual %):
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Source: The World Bank. (2013-2019). GDP growth (annual %) [Base de données].
https://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG?end=2019&locations=

US-GB-CN-BR-IN-DE-RU-FR-JP-CA-IT&start=2013&view=chart
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If we compare this growth with that of more economically advanced countries, we can see that
these former countries have a much higher overall growth, except for China and India (The
World Bank, 2013-2019).

GDP GROWTH OF DEVELOPED COUNTRIES (annual %):
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Source: The World Bank. (2013-2019). GDP growth (annual %) [Base de données].
https://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG?end=2019&locations=

US-GB-CN-BR-IN-DE-RU-FR-JP-CA-IT&start=2013&view=chart

Indeed, the rest of the developed countries' GDP growth hardly exceeds 3%, while in the
countries participating in the MSR, only Iran is below 2%, the others occupying between 2%
and 8% of GDP growth. As a comparison, the world average GDP growth in 2019 was 2.61%
(Macrotrends, 2022). Thus, the participating countries have an economy that seems to be
healthier than the world average. Now, this growth is partly due to Chinese investment and
government spending on MSR projects, but it can also be due to higher consumption of goods
in the country. There is also greater volatility in the GDP growth of participating countries,

which is evidence of a higher risk associated with these economies.
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CTA

International Labour Organization, ILOSTAT database. Data as of June 2022.

UNEMPLOYEMENT RATE OF DEVELOPED COUNTRIES (% of total labor force)
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Source: The World Bank. (2013-2019). Unemployment, total (% of total labor force) [Base
de données].
https://data.worldbank.org/indicator/SL.UEM.TOTL.NE.ZS?end=2019&locations=U

S-GB-CN-BR-IN-DE-RU-FR-JP-CA-IT&start=2013

Unemployment is a key economic indicator because it signals the ability (or inability) of
workers to obtain gainful employment and contribute to the economy's output. The more
unemployed people there are, the lower the total economic output. Although the rates are quite
different from one country to another, the general trend for the developed countries is that
unemployment is declining during 2013 and 2019 (The world Bank, 2022). Unfortunately, it is
not easy for less developed countries to track their unemployment rates correctly over time. For
this reason, the table below is an estimate based on The World Bank data.
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cTA

International Labour Organization, ILOSTAT database. Data as of June 2022

UNEMPLOYEMENT RATE OF PARTICIPANT COUNTRIES (% of total labor force)
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The trend for MSR partner countries is not the same. Here, countries are stagnating, there is no
improvement (The World Bank, 2013-2019). Only Greece sees a big improvement, which is
mainly due to the fact that the country faced very big complications following the economic
crisis of 2008. Since then, Europe has taken decisions to help the country recover. However,
the unemployment rate of most partner countries is slightly better than most developed
countries, which is a good sign of economic power. It stays under 5%, which is positive

knowing that the world unemployment rate was of 5.36% in 2019 (Macrotrends, 2022).
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5. Conclusion :

In conclusion, the MSRI is such a huge project, involving so many actors, so many people and
so many issues that it is very difficult to say whether the project is more "positive™ than
"negative™ economically for the world. Is this project even economic? As Stefon Baron says in
Marcus Goldeck’s documentary “Poker chinois: La nouvelle route de la soie “, the project is

perhaps more geopolitical, although these 2 aspects are linked.

What we can say based on the whole thesis is the MSRI helps economically the cities in which
the big projects take place, as we have seen along the Addis Ababa-Djibouti SGR for example
or the city of Piraeus. But for now, it is too early to say that its impact can be felt on a national
scale. Will these projects even be felt nationally one day? For that, an exemplary political and
economic management must be done by the governments, unlike the Sri Lankan one. This
exemplary management implies considering all the risks mentioned above, as well as a real
willingness to help one's own country, because it is not China that will put the interests of

partner countries before its own.

Concerning the maritime traffic, we have seen that China has indeed increased its trade with
the countries concerned. We have also seen an increase in productivity of key ports along the
route, examples being the increase of MTEU handled by the port of Piraeus between 2015 and
2018 as seen previously, the amount of containerized cargo traffic at the port of Djibouti
increasing from 424,888 TEU to 987,189 TEU between 2010 and 2016 as well as the amount
of non-containerized cargo traffic increasing from 2,815,946 MT in 2010 to 6,524,740 MT in
2016 (Port de Djibouti, 2016), or the number of ships passing through the port of Hambantota,
which has doubled since the Chinese invested in the port, to give you some examples. A real
beginning of a "new maritime silk road" is taking shape on the oceans. Some remodeling of the
major maritime routes is also planned, either to avoid areas under tension such as the Strait of
Malacca, which is also a chokepoint for the Chinese, or to gain sailing days. In the first case,
we have seen that China would like to go through Myanmar to transport its imports and reduce
the risks of energy shortage. In the second case, we have seen that China is thinking of opening

a new route, the Polar Silk Road, to save many navigation days to reach Europe.
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An important concept to understand Chinese economic and political strategy is the game of Go.
Contrary to the western vision where at the end of a game there is a winner and a loser, the
Chinese seek to increase their capacity of actions and limit that of their opponent, without
especially taking the whole, and thus see rather a dominant and a dominated, the dominant
having most of the pieces. In politics, the Chinese do not seek to defeat their opponent, but they
seek to dominate him, and to increase their margin of maneuver in the course of time. Therefore,
in most of the economic exchanges looked at in the thesis, it is difficult to determine whether
the partnership with China is economically positive or not for a country, since there is always

a part received from, or left behind by, depending on the point of view, the Chinese.

What can be said, however, based on the economic study, is that the reasons why China has
launched this project are first of all personal. As explained in the thesis, China needs to get rid
of its production surplus, and needs to develop its western provinces. Opening the way to new
markets is the ideal. Moreover, this would avoid eliminating jobs, but rather create them. Once
again, on this subject, China is thinking of itself first, the proof being that it sends Chinese
workers on the construction sites, and leaves Chinese workers, at least in part, to manage the
sites once they are built. China is a very good strategist and is especially opportunistic. When
the Chinese government says that it is a win-win relationship, it is not a 50-50 win-win, because
it will benefit them first, and depending on their interests, the partner country will get the
remaining percentage of benefits. China creates a varying dependency from one country to
another. However, it is possible for local governments to manage their deals with China well
and take full advantage of the investments, infrastructure etc. without having to submit to
Chinese policy. The Indonesian president is trying to do so for example, as he is trying to

implement his maritime project first and foremost and sees China as a help to achieve his goal.

China knows how to play its cards at the right time, at the right place. Their objective is not to
crush the participating countries, one proof being the denial to take the Mombasa port in case
if Kenya could not pay back its loan, but to get the most out of them and in return build, for
example, infrastructures and create a useful network but which is first planned to help the
Chinese own interest. Countries that want to do business with China should keep this in mind,
and should think in the same way, i.e., see China as a help to satisfy their personal needs, but
not as an ally. Won’t all the issues alter the supposed outcomes in some of the partner countries
or regions close to the MSR? Won't the United States react to these Chinese advances in

economic progress? Will the projects help participating countries economically in the long run
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or will they fall under Chinese economic dependance? These questions will be answered in the
years to come, following the evolution of this massive project.
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