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Executive Summary

Chinese economic growth has been phenomenal since Deng Xiaoping
announced China’s reform and opening strategy in the late 1970s. Not-
withstanding that remarkable growth, the Chinese economy faces significant
headwinds in the short-, medium-, and long-term. These include (but are not
exclusive to) managing the COVID-19 pandemic, an aging population, and an
increasingly severe geopolitical environment, including the Ukraine-Russian
conflict.

Despite these economic concerns, China’s comparative advantages, its do-
mestic political calendar, and the structural relationship between China and
its largest trading partners all suggest that economic growth will continue
into 2023 and beyond. However, the quality and speed of that growth will de-
celerate, which will adversely affect the scope and ambition of the Xi Jinping’s
signature Belt and Road Initiative (BRI).

This initiative has been premised on the movement of labour, capital, and
materials to BRI-destination countries and regions. However, border closures
and the limited movement of people in and out of China during the COVID-19
pandemic have severely restricted the BRI model of export. Despite the re-
sulting economic hardships, there is little possibility that China will open up
its borders to the free flow of Chinese migrant labour for fear of a nationwide
COVID outbreak.

Yet the momentum behind the BRI was already beginning to slow prior to
the pandemic, which had exacerbated some of the underlying financing chal-
lenges of the BRI. Other countries have also seen that there are alternatives
to Chinese infrastructure and connectivity projects. Indeed, there is growing
awareness among them of the geopolitical strings attached to the BRI and
the downfalls and drawbacks associated with the initiative, including “debt-
trap” diplomacy, environmental and fiscal sustainability issues, and a sense
that China’s win-win mantra really means that China wins twice.

The BRI now faces challenges from other countries, especially the Free and
Open Indo-Pacific (FOIP) vision that has been spearheaded by Japan. Also,
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Tokyo has joined India and Australia in the Reliance Supply Chain Initiative
(RSCI), which is part of a broader approach to investing in economic security
and development by selectively diversifying supply chains in the Indo-Pacific.

On the financing side, the US, Australia, and Japan have signed a Memoran-
dum of Understanding to promote cooperation among their respective com-
panies in the infrastructure, energy, and natural resources sectors in third
countries, especially the Indo-Pacific region. Like the RSCI, this trilateral
agreement provides financing alternatives to the BRI. The Quadrilateral Secu-
rity Dialogue (Quad) has also emerged as an important vehicle for providing
public goods to the Indo-Pacific region.

Alternatives do not mean an outright rejection of BRI projects and related
funding. But what is clear is that trust, or lack thereof, remains a critical bar-
rier to China’s efforts to expand the BRI. Whether China can overcome this
trust deficit is an open question, but it is still key to how the country pursues
its external influence through the BRI.

The economic headwinds that China is battling, and the comparative advan-
tages it enjoys that have helped to mitigate these challenges, will affect the
trajectory and influence of the BRI in the years ahead. Structural issues, geo-
political tensions, the COVID-19 pandemic, and now the Ukraine-Russian
conflict will all contribute to putting downward pressure on the Chinese
economy. This will limit the resources that can be deployed to the BRI as a
geoeconomic instrument to achieve China’s strategic national objectives.

Given the many alternatives to BRI that are emerging, countries seeking in-
frastructure and connectivity opportunities have choices when it comes to
the kinds of assistance they select. Choice leads to increased strategic auton-
omy and the ability to seize more development opportunities. Meanwhile,
like other countries in the region, China faces severe demographic challenges
that will certainly reduce the resources that can be diverted to the Belt and
Road Initiative. In the future, China will be less able to use the BRI as a tool
to reshape the Indo-Pacific region into an architecture better suited to its geo-
political preferences.
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Sommaire

a croissance économique de la Chine a été phénoménale depuis le lance-

ment par Deng Xiaoping de la politique de réforme et d’ouverture chi-
noise a la fin des années 1970. Malgré son élan remarquable, I'’économie de
la Chine devra affronter de puissants vents contraires a court, moyen et long
terme. Ils seront engendrés entre autres par la gestion de la pandémie de
COVID-19, le vieillissement de la population et un environnement géopoli-
tique de plus en plus difficile, notamment en raison du conflit entre I'Ukraine
et la Russie.

En dépit de ces préoccupations économiques, les avantages comparatifs de
la Chine, son calendrier politique national et ses liens structurels avec ses
principaux partenaires commerciaux laissent tous entendre que la croissance
économique chinoise se poursuivra en 2023 et au-dela. Toutefois, la qualité
et la vitesse de cette croissance vont s’atténuer, ce qui aura un impact négatif
sur la portée et I'ambition du programme « Une ceinture, une route » (Belt
and Road Initiative ou BRI) paraphé par Xi Jinping.

Ce programme repose sur la circulation des travailleurs, des capitaux et des
matériaux vers les nations et les régions participantes. Cependant, la ferme-
ture des frontieres et la circulation limitée des personnes en provenance et
a destination de la Chine pendant la pandémie de COVID-19 ont gravement
restreint le modele d’exportation prévu. Malgré les difficultés économiques
dues a cette situation, il est peu probable que la Chine ouvre ses frontieres
au libre mouvement de la main-d’oeuvre migrante en raison des craintes liées
aux éclosions de COVID-19 dans I’ensemble du pays.

L’élan en faveur du programme commencait tout de méme déja a ralentir
avant la pandémie, ce qui a exacerbé quelques-uns de ses problemes de fi-
nancement sous-jacents. Certains pays ont également constaté I’existence de
solutions de remplacement aux projets chinois d’infrastructure et de connec-
tivité. En fait, ils ont pris davantage conscience des contraintes géopolitiques
et des inconvénients associés au programme et parmi lesquels figurent la
diplomatie du « piege de I’endettement », les problemes de durabilité en-
vironnementale et fiscale et 'impression que I'accord « gagnant-gagnant »
promu par la Chine signifie en réalité qu’elle est doublement favorisée.
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Le programme est actuellement sérieusement remis en cause par certains
pays du fait de la vision d’un Indopacifique libre et ouvert (Free and Open
Indo-Pacific ou FOIP) dont le Japon est le fer de lance. Ainsi, Tokyo s’est joint
a I'Inde et a I’Australie pour donner corps a l'initiative pour une chaine d’ap-
provisionnement de confiance (Reliance Supply Chain Initiative ou RSCI),
qui fait partie d’'une approche globale visant a investir dans la sécurité et le
développement économiques en diversifiant de maniere sélective les chaines
d’approvisionnement dans la région indopacifique.

Coté financement, les Etats-Unis, I’Australie et le Japon ont signé un proto-
cole d’entente visant 2 promouvoir la coopération entre leurs entreprises re-
spectives dans les secteurs des infrastructures, de I’énergie et des ressources
naturelles dans des pays tiers, en particulier dans la région indopacifique.
Tout comme en ce qui a trait a l'initiative pour une chaine d’approvisionne-
ment de confiance, cette entente trilatérale offre une alternative financieére
au programme « Une ceinture, une route ». Le dialogue quadrilatéral pour la
sécurité (Quadrilateral Security Dialogue ou Quad) est aussi apparu comme
un véhicule important pour fournir des biens publics a la région indopaci-
fique.

L'existence de solutions de remplacement n’entraine pas le rejet pur et sim-
ple des projets mis au point dans le cadre d’« Une ceinture, une route » et
du financement afférent. Toutefois, de toute évidence, la confiance, ou plus
précisément le déficit de confiance, est un obstacle majeur aux efforts de la
Chine pour étendre ce programme. La question de savoir si la Chine peut le
résoudre demeure ouverte, mais son succes a cet égard est crucial pour la
poursuite de I'influence extérieure de ce pays par le biais de ce programme.

Les obstacles économiques auxquels la Chine est confrontée, ainsi que les
avantages comparatifs dont elle jouit et qui lui ont permis de les aplanir,
auront une incidence sur la trajectoire et I'influence du programme dans les
années a venir. Les problemes structurels, les tensions géopolitiques, la pan-
démie de COVID-19 et, maintenant, le conflit entre I’'Ukraine et la Russie con-
tribueront tous a exercer une pression a la baisse sur I’économie chinoise.
Cela limitera les ressources pouvant étre déployées pour ce programme en
tant qu’instrument géoéconomique pour atteindre les objectifs stratégiques
nationaux de la Chine.

L'émergence de nombreuses solutions de remplacement permettra aux pays a
la recherche d’infrastructures et de connectivité d’exercer un choix. Le choix
mene au renforcement de 'autonomie stratégique et de la capacité de saisir
davantage d’occasions de développement. Parallelement, comme d’autres
pays de la région, la Chine sera confrontée a de graves défis démographiques
qui réduiront certainement les ressources pouvant étre consacrées au pro-
gramme « Une ceinture, une route ». A I’avenir, la Chine sera moins en mesure
d’utiliser ce dernier comme un outil pour remodeler la région indopacifique
en une architecture mieux adaptée a ses préférences géopolitiques.
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Introduction

S ince the late 1970s, when Deng Xiaoping announced China’s reform and
opening strategy, Chinese economic growth has been phenomenal. In
1978, according to the World Bank, China’s GDP was US$150 billion (World
Bank Undated), purchasing power per person (PPP) was less than US$1000
(Koksoy 2018, 129), and only 60 percent of primary school students contin-
ued on to junior high school and beyond (China, Ministry of Education 2018).
Fast forward to 2020 and China’s GDP was US$15 trillion (World Bank Undat-
ed), purchasing power per person was US$17,211 (Data Commons Undated),
and the average number of years of education received by a working-age Chi-
nese citizen was 11.2 years (CSET 2010).

This spectacular growth and development have benefited not only Chinese
citizens but all of China’s neighbours and trading partners, including Aus-
tralia, Japan, the US, the EU, and Canada. Inexpensive goods made in China,
Chinese students and travellers, and China’s huge appetite for iron ore, agri-
cultural products, and luxury items have fuelled consumption and economic
growth globally.

In the case of Canada, according to a Statistics Canada report (2021a) from
March 31, 2021, warehoused stocks of all major agricultural crops includ-
ing wheat, canola, barley, soybeans, peas, oats, and lentils were down com-
pared to ayear earlier, driven primarily by Chinese demand (Statistics Canada
2021b). Trade continues to deepen despite Canada-China relations being
arguably at their lowest point in decades (Choi 2021).

Notwithstanding its remarkable growth in recent decades, the Chinese econ-
omy faces significant headwinds in the short-, medium-, and long-term. These
include (but are not exclusive to) managing the COVID-19 pandemic, an ag-
ing population, and an increasingly severe geopolitical environment, amongst
others.

Despite these economic concerns, China’s comparative advantages, its do-
mestic political calendar, and the structural relationship between China and
its largest trading partners all suggest that economic growth will continue
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into 2023 and beyond, but the quality and speed of economic growth will
decelerate. This will adversely affect the scope and ambition of China’s Belt
and Road Initiative (BRI).

With this background in mind, this paper has three objectives. First, it aims to
highlight that despite facing significant economic challenges on the horizon,
China has several comparative advantages that will stabilize its economy in
the short- to medium-term, which will allow moderate growth to continue.
Second, this paper aims to highlight how the economic headwinds, including
the COVID-19 pandemic, are forcing the Chinese government to recalibrate
its signature BRI. Third, it will argue that for the foreseeable future the BRI
will continue to evolve through its interaction and competition with com-
peting initiatives such as the Free and Open Indo-Pacific (FOIP) vision. This
interaction suggests that proponents of FOIP may be able to shape the evolu-
tion of the BRI such that it embodies the principles of fiscal transparency and
sustainability, is environmentally friendly, and becomes free of geoeconomic
objectives.

China’s comparative advantages

Political calendar

In the fall of 2022, China will hold the 20th Party Congress. This will be fol-
lowed by the 13th National People’s Congress in the spring of 2023. Both
events are intended to shape the contours of the party’s leadership for the
next five to 10 years. Barring a completely unexpected event, Xi Jinping will
be appointed to a third term as General Secretary of the Chinese Commu-
nist Party (CCP). We also expect that the Standing Committee, Politburo, and
much of the Central Committee will be composed of individuals who will be
loyal supporters of Xi Jinping.

The 13th National People’s Congress will place Xi even closer to the centre
of the Party and Mainland China’s political heart, which will cement his long-
term influence on the Party, its institutions, and its decision-making for at
least the coming decade.

With so much at stake in 2022 and 2023, the Party under Xi’s leadership is
diverting substantial resources to three areas: fiscal stimulus to maintain the
country’s socio-economic stability (Haasbroek 2020; IMF 2021); a COVID-19
detection and prevention strategy based on its “Dynamic Zero,” or zero tol-
erance for the disease (Chen, Cao, and Fan 2022); and efforts to maintain
supply chain integrity to minimize economic disruptions (Central Committee
of the Communist Party of China 2021). There are concerns that economic or
geopolitical disruptions could spill over into China and lead to social insta-
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bility or an economic crisis, which could result in calls for Xi to renounce his
leadership positions.

Aside from these economic and geopolitical concerns, Xi Jinping is also trying
to withstand pressure from factions within the CCP to prevent him from be-
ing appointed to a third term as General Secretary (China News 2022). Some
within the Party, particularly the Jiang Zemin faction, see Xi as “repressive,
regressive, and a potential renegade who will usher in the collapse of the
CCP regime if allowed to remain in power, with his failed policies, anti-Midas
touch, and ‘bad luck’ (Sino Insider 2022).

Members of the Jiang faction are not the only ones criticizing Xi. Complaints
are also coming from Cai Xia, a dissident and former professor at the Cen-
tral Party School of the CCP (Xia 2021a, 78), and Huang Wansheng, a former
Harvard-Yenching Institute scholar who has criticized both the government’s
handling of the COVID-19 pandemic and top standing committee members
(Ong 2022).

The presence of critical voices that were or are tightly connected to the Party
and leadership are a strong indication that dissatisfaction with the current tra-
jectory of China might be more widespread than previously thought. As a re-
sult, domestic political imperatives should be understood as key factors that
will influence the central government’s management of the Chinese economy
well into 2023.

Structural relationship with trading partners

China’s continued economic growth is predicated on its significant compar-
ative advantages. First, its population, geographic location, and its economic
integration of nearly all its neighbours into its production network suggest
that the Chinese economy does not operate in isolation. Second and related
to the first point, China’s export-based economy (Mullen 2020; Amiti and
Freund 2007) is also linked to the consumption of goods by nations that con-
tinue to have trade deficits with China, including the US (Office of the United
States Trade Representative Undated) and Japan (Saito 2021). This means
that when consumption-based economies are strong, China benefits.

As many countries with trade deficits with China quell the COVID-19 pandem-
ic and move beyond the restrictions imposed to combat it, their economies
are expected to grow rapidly, consumption will increase, and their trade defi-
cits with China will widen (BEA 2021). This will create challenges for China if
it is to transform its economy away from an export-driven model and realize
the Dual Circulation recalibration' (Paterson 2022) — an approach that the
central government hopes will allow it to decrease its dependence on the US
and other Western economies for growth.
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To deal with concerns about economic coercion, the weaponization and/or
disruption of supply chains, and trade with China, countries like the US, Ja-
pan or Canada will require a structural change in their economic relationship
with China. This is not a straightforward problem to solve considering the
considerable economic benefits we enjoy from the economic engagement.

Notwithstanding the challenges of recalibrating economic relations with Chi-
na to avoid falling victim to economic coercion, several countries — including
Japan, the US and others — have begun to make some initial steps in that
regard. Notably, however, any such change is not occurring in a way that is
substantial enough to dilute China’s comparative advantages.

Adapting to nhew economic realities

China’s comparative advantages, as outlined above, are competing with three
so-called “triple pressures.” These pressures include a contraction in demand
for China’s goods, supply shocks, and weakening Chinese government and
citizen expectations for the economy (Hong 2021). These three pressures are
in addition to China’s rapidly aging population (Figure 1) (Wolf, Dalal, Da-
Vanzo, et al. 2011), sporadic shocks to the domestic economy in the form of
region or citywide lockdowns in response to the COVID-19 pandemic (Figure
2) (Malden and Stephens 2020) along with limitations on domestic mobility
(Qin, He, Hsieh, et al. 2021), and growing concern about the trajectory of the
economy. Indeed, China faces continued tariffs from other nations (Brown
2021), customers diversifying their suppliers by moving away from China, sig-
nificant levels of debt (Figure 3), and other related issues (MacroPolo 2021).

Superficially, China’s 8.1 percent GDP growth per annum looks impressive
(OECD 2021). However, a more granular analysis reveals that much of China’s
economic growth is related to the growth of productive resources (Brandyt,
Litwack, Mileva, et al. 2020). For instance, analysts estimate that much of
China’s economic growth is related to bringing additional workers into the
workforce and investing in physical capital such as infrastructure (Yu and Mi
2012; Wilkins and Zurawski 2014).

The increase in workers and physical capital to accrue economic benefits over-
shadows the estimated 7 percent of total economic growth associated with
improvements in total factor productivity (Figure 4) (European Commission
Undated; Sasaki, Sakata, Mukoyama, et al. 2021, E-7), the key measure cap-
turing the relative importance between outputs and inputs in the economy.
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FIGURE 1: CHINA’S AGING POPULATION, 1990-2009
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FIGURE 2: EFFECT OF COVID-19 LOCKDOWNS ON INDUSTRIAL

VALUE-ADDED GROWTH IN CHINA
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FIGURE 3: DEBT-TO-GDP RATIO IN CHINA AND OTHER COUNTRIES IN 2014
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We saw during the 2008 global financial crisis that China’s central government
injected 4 trillion yuan of fiscal stimulus into the economy to insulate China
from the US-centred financial crisis to maintain growth (Fardoust, Lin, and
Luo 2012). Since that time, maintaining economic growth has been a priority
for the Chinese government, which has resulted in a steady flow of fiscal stim-
ulus and the related increase in debt.

Some estimates point to non-financial-related debt quadrupling, an amount
surpassing that in all other countries and which metastasized into the Ev-
ergrande housing crisis (Dobbs, Lund, Woetzel, et al. 2015, 75). These esti-
mates are critical for measuring the pulse of the Chinese economy because
real estate is an important source of instability in the country’s economy and
accounts for an estimated 29 percent of China’s GDP (Figure 5) (Rogoff and

Yang 2021).

Furthermore, there is growing evidence to suggest that downward pressures
on China’s economy are increasing (Gao 2022). Inflation continues to stress
the Chinese consumer (Figure 6) (Dreger and Zhang 2013; Song 2017) and
there have been reports that civil servant pay cuts are becoming more com-
mon in the provinces (Hong 2021).

Trends in post-graduation employment indicate that state-owned enterprises
and the civil service are the first choice for college graduates seeking employ-
ment, according to Caixin (Fan and Wang 2022), which suggests that citizens
have decreased confidence in the stability offered by the private sector.
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FIGURE 4: PROPORTION OF VALUE ADDED TO GDP FROM

MANUFACTURING (2004-2020)
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Geopolitical pressures have enhanced these downward pressures, such as the
trade war with the United States and associated tariffs imposed by the Trump
administration in 2018 (Ma 2018), economic coercion on Australia after it
called for an international investigation into the origins of the COVID-19 pan-
demic (Xue 2021), and so-called “Wolf Warrior” diplomacy that stresses the
message “Western world stay open to China, or China will hurt you. Trust Chi-
na or China will hurt you” (Bishop and Rennie 2022). These developments
have resulted in a fundamental rethink both outside and within the country
about the appropriate form of economic relationship other nations have with
China and their dependence on supply chains largely centred in China (Nagy
and Nguyen 2021; also see Nagy 2022a).

With limited success, China has adopted the so-called “Dual Circulation” mod-
el (ChinaPower 2021), by which the country aims to diversify its economy and
protect it from what it perceives as hostile, US-led Western efforts to contain
China. The basic premise of the Dual Circulation model is that China should
boost domestic consumption and open up other markets to ensure that it is
less susceptible to economic pressure and disruptions from the US and West-
ern economies; this way, China hopes to avoid a repeat of what it experienced
in the 2008 global financial crisis (Garcia-Herrero 2021a).

In contrast, the US, Japan, Australia, India, and other like-minded states have
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started to reshape their own investment portfolios with China using initia-
tives such as the Resilient Supply Chain Initiative (RSCI) (Japan, Ministry of
Economy, Trade and Industry 2021), trade pacts such as the Comprehensive
and Progressive Agreement for Trans-Pacific Partnership (CPTPP), and the
Quadrilateral Security Dialogue (Quad) to diversify supply chains and coop-
erate in critical and emerging technology (The White House 2021a).

Released in February 2022, the United States’ Indo-Pacific Strategy furthered
stressed cooperation in “critical and emerging technologies, driving sup-
ply-chain cooperation, joint technology deployments, and advancing com-
mon technology principles,” as part of the US’s international efforts (The
White House 2022, 16) to recalibrate trade and supply chain relations away
from China.

Seen alongside domestic legislation in the US, such as Bill S.1260 — Unit-
ed States Innovation and Competition Act of 2021 (United States, Congress
2021) and Japan’s efforts to draft economic security legislation (Suzuki 2022;
Strategic Headquarters on the Creation of a New International Order 2020),
we see major Indo-Pacific stakeholders adopting domestic and international
strategies to reconfigure their economic, technological, and supply chain re-
lationship with China.

These changes will further slow Chinese economic growth and affect poli-
cy-makers’ priorities, both domestic and international.

China’s economic trajectory and
the future of the BRI

The BRI was premised on the movement of labour, capital, and materials
to BRI destination countries and regions. Border closures and the restricted
movement of people in and out of China in the past two years have severely
restricted the BRI model of export.

The crumbling of the BRI model in the short-term is related to the severe
zero-COVID-19 strategy that the Chinese government adopted to control the
pandemic domestically. In a recent scientific study conducted by the China
Centre for Disease Control, modelling suggested that any deviation from a
zero-COVID-19 approach would “induce an unaffordable burden to the med-
ical system... and that for the time being, we (China) is not ready to embrace

‘open-up’ strategies resting solely on the hypothesis of herd immunity in-

duced by vaccination advocated by certain western countries” (Yuan, Chong,
Gai, and Zhou 2021).
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This study, together with the importance the Party places on the 20th Party
Congress in 2022 and the 13th National People’s Congress in 2023, means
there is little realistic possibility that China will open back up through the BRI
for fear of a nationwide outbreak of COVID-19. These short-term bottlenecks
on the movement of labour will continue to affect the BRI model until China
opens its borders to the free flow of Chinese migrant labour.

The momentum behind the BRI was already beginning to slow prior to the
COVID-19 pandemic. On top of that, over the medium-term, the pandemic
has exacerbated some of the underlying trends in financing (Balding 2018),
shown other countries that there are alternatives to Chinese infrastructure
and connectivity projects, revealed a growing awareness among many coun-
tries that they need to distance themselves from the BRI to maintain their
own strategic autonomy and secure strategic opportunities (Muraviev, Ahla-
wat, and Hughes 2021; also see Gao 2022; and Vu, Soong, and Nguyen 2021),
and led to a deepening awareness of the geopolitical strings attached to the
BRI initiative, such those involved in investing in Chinese suppliers (Chajdas
2018).

Financial uncertainties

Competition with Japan’s FOIP vision and its associated infrastructure and
connectivity projects has increased the financial burden associated with Bei-
jing’s lending policies on China (Nyabiage 2020; Kratz, Rosen, and Ming-
ey 2020; Zhu, Li, Lei, and Ng 2020). Japan, with partners that include the
US, Australia, and India, has adopted several strategies to effectively brand
its infrastructure and connectivity projects. Jagannath Panda described the
branding around the Blue Dot Network (BDN) this way: “BDN aims to set a
‘standard of excellence’ against the rising debt traps and cheap infrastructure
that boosts quantitative and non-transparent aspects. Moreover, the BDN en-
visions promoting a transparent and sustainable infrastructural environment
as a strategic retaliation to Beijing’s BRI. BDN’s main feature is that it follows
a project-based investment approach rather than the country-based engage-
ment that the BRI conducts, which has promoted debt traps” (Panda 2020).

BRI recipient countries have become more aware of the downfalls and draw-
backs associated with the initiative, including so-called debt trap diplomacy,
environmental and fiscal sustainability issues, and a general sense that Chi-
na’s win-win mantra has meant that China wins twice (Garlick 2019).

A Council on Foreign Relations’ Independent Task Force report, authored
by Jacob Lew and Gary Roughead (2021), highlights the frequently stated
concerns over debt trap diplomacy (also see Xu and Li 2020, 69) while also
stressing that it is the Chinese lending practice that brings debt distress to
recipient countries. The take- home lesson that BRI participants and potential
applicants are learning is to become more knowledgeable about the nature of
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BRI projects. Increasingly, the uncertainties associated with the non-binding
yet confidential BRI agreements is seen as a “China-centric geopolitical and
geo-economic play with, in most cases, weaker partners” (Chen 2020; also
Maaike and Kamo 2019).

FOIP and other BRI alternatives

The interplay between the BRI and the FOIP vision has also been a factor
in the BRI losing momentum. Primarily spearheaded by Japan, Tokyo has
worked both unilaterally and within multilateral arrangements to provide
credible alternatives to the BRI.

Free and Open Indo-Pacific

First enunciated during Japanese Prime Minster Shinzo Abe’s speech, The
Confluence of the Two Seas, to India’s Parliament in August 2007 (Japan, Min-
istry of Foreign Affairs 2007), Japan’s FOIP vision underwent several upgrades
following feedback from Association of Southeast Asian Nations (ASEAN)
states and after interaction with the BRI (Nagy 2021). FOIP now compromises
several pillars including infrastructure, connectivity, development and trade,
which are meant to help emerging Indo-Pacific states with development, in-
cluding infrastructure and connectivity, good governance, and transparent
institutions.

Reliance Supply Chain Initiative

Tokyo has also joined India and Australia in the RSCI (Japan, Ministry of For-
eign Affairs 2020), which the RSCI is part of a broader approach to invest-
ing in economic security and development by selectively diversifying supply
chains in the Indo-Pacific (Nagy and Nguyen 2021). By providing these public
goods, Tokyo aims to merge its growing focus on economic security with
FOIP and ensure a sustainable effort to provide emerging nations with credi-
ble alternatives to the BRI.

Memorandum of Understanding on business cooperation

On the financing side, the US Trade and Development Agency (USTDA), the
Australian Department of Foreign Affairs and Trade, and the Japan Bank for
International Cooperation (JBIC) signed a Memorandum of Understanding to
promote cooperation among Japanese, American, and Australian companies
in the infrastructure, energy, and natural resources sectors in third countries.
This agreement has a focus on the Indo-Pacific region, through collaboration
in financing (JBIC 2018). Like the RSCI, this trilateral agreement provides
financing alternatives that BRI countries and applicants did not have before
FOIP.
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Quadrilateral Security Dialogue

The Quad has also emerged as an important vehicle for providing public
goods to the Indo-Pacific region, a role that will be welcomed by most stake-
holders. The virtual Quad Summit in March 2021 proclaimed its commitment
to “combining our nations’ medical, scientific, financing, manufacturing and
delivery, and development capabilities and establish a vaccine expert work-
ing group to implement our path-breaking commitment to safe and effective
vaccine distribution; we will launch a critical- and emerging-technology work-
ing group to facilitate cooperation on international standards and innovative
technologies of the future; and we will establish a climate working group
to strengthen climate actions globally on mitigation, adaptation, resilience,
technology, capacity-building, and climate finance” (Japan, Ministry of For-
eign Affairs 2021).

These commitments were further expanded at the in-person summit in Sep-
tember 2021, where Quad partners committed to “increasing production and
access to safe and effective vaccines; promoting high-standards infrastructure;
combatting the climate crisis; partnering on emerging technologies, space,
and cybersecurity; and cultivating next-generation talent in all of our coun-
tries” (The White House 2021b).

The EU-Japan Partnership on Sustainable Connectivity and
Quality Infrastructure

Japan and the Quad partners are not the only entities providing the Indo-Pa-
cific region with alternatives to the BRI. Japan and the EU recently signed
the EU-Japan Partnership on Sustainable Connectivity and Quality Infrastruc-
ture. This agreement is “based on high standards of social and environmental
protection and inspired by the EU’s internal market, enabling countries to
achieve higher levels of quality of life while guaranteeing respect for individu-
al rights. The Connectivity Partnership with Japan confirms our joint ambition
to promote connectivity in line with this approach” (European Union Exter-
nal Action Service 2021).

For countries in the Indo-Pacific, the emergence of a plethora of funding
opportunities and schemes to provide public goods to emerging countries
throughout the region is a boon to those countries wishing to have alterna-
tives to the BRI. Alternatives do not mean an outright rejection of BRI proj-
ects and related funding; countries such as Pakistan (Mangi 2020) and Iran
(Aamir 2020; Fassihi and Myers 2021) have received non-BRI funding, for ex-
ample, but continue to accept BRI funding for hydropower and for a 25-year,
US$400 billion loan, respectively.

It is also important to note that the COVID-19 pandemic did not stop China’s
lending for BRI projects. Writing for the ISPI (Istituto per gli Studi di Polit-
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ica Internazionale) Alicia Garcia-Herrero, Senior Fellow at European think-
tank BRUEGE, found that China has continued to lend money overseas faster
than any other measurement of BRI investment. Furthermore, she found that
foreign loans by Chinese commercial banks expanded by 21 percent during
2020 amid the COVID-19 pandemic, the fastest pace since 2016. She also not-
ed that China may have changed how it runs the BRI’s through project-based
infrastructure, which could include direct lending to government-related en-
tities or through state-owned enterprises (Garcia-Herrero 2021b).

Economic security bills in the US and Japan

The Japanese Cabinet’s approval of the Economic Security Promotion Bill
(Jiji Press 2022) and the US’s adoption of the America COMPETES Act (United
States, Congress 2022), both taking place in February 2022, also have ramifi-
cations for China’s BRI momentum and sustainability.

The Japanese economic security bill consists of four pillars. These include
strengthening supply chains, promoting public-private advanced technologi-
cal cooperation, a screening system to ensure the security of core infrastruc-
ture, and nondisclosure of patents on sensitive technologies that could be
used for military purposes. Each pillar is meant to bring transparency to crit-
ical supply chains and to make Japan less susceptible to geopolitical tensions
and non-traditional security disruptions to supply chains.

The four pillars should be seen as part of Japan’s multilateral efforts to pro-
mote financial and environmental sustainability in its infrastructure and con-
nectivity projects. They are based on transparency and rules-based initiatives
throughout the Indo-Pacific and at home. The focus on the security of core
infrastructure and non-disclosure of patents on sensitive technologies that
could be used for military purposes also speaks to Japan’s concerns about
dual-use technology and the potential vulnerabilities of infrastructure and
connectivity that could potentially be exploited by an adversary during a time
of geopolitical friction.

The recent cyberattacks on a domestic automobile parts manufacturer (Davis
and Horie 2022) are proof to Japan that it and other countries need to de-
velop robust defences against malevolent actors. In fact, on March 1, 2022,
Japan’s Cabinet Secretariat Cabinet Cyber Security Center released a warning
to Japanese businesses about the severe vulnerability of the country’s infra-
structure and business security systems (Japan, Ministry of Economy, Trade
and Industry 2022).

These domestic measures will strengthen Japan’s core infrastructure at home
and will be included in infrastructure projects abroad. This will complement
the aforementioned BDN and Quad initiatives to build more sustainable and
secure infrastructure and connectivity abroad in technology and other supply
chains.
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Similarly, the America COMPETES Act has been crafted to “empower Amer-
ican workers and businesses. It will also strengthen our nation’s financial
system and allow us to better compete with the rest of the world, especially
with the People’s Republic of China” (United States, House Committee on
Financial Services 2022).

Among its many core provisions that will slow China’s ability to provide loans
and sustain the BRI are the US Policy on World Bank Group and Asian De-
velopment Bank Loans to China, the US Policy on Multilateral Development
Bank Co-Financing Arrangements with China’s Infrastructure Bank, and the
China Financial Threat Mitigation and Support for Debt Relief for Developing
Countries provisions.

China may have changed how
it runs the BRI through project-
based infrastructure.

The US Policy on World Bank Group and Asian Development Bank Loans to
China directs “the Treasury to vote against any loans to China from the World
Bank or Asian Development Bank unless the Secretary of Treasury has cer-
tified to Congress that China credibly participates in multilateral debt relief
initiatives on terms comparable to other G-20 governments; allows borrow-
ing countries to seek restructuring of China loans in official multilateral debt
relief forums; allows for the public disclosure of the terms and conditions of
its loans to other countries; and such assistance contributes significantly to
the provision of a global public good that serves the national interest of the
United States, such as limiting the negative impacts of climate change” (Unit-
ed States, House Committee on Financial Services 2022).

This directive will strengthen the position of loan recipients in their dealings
with China by ensuring that BRI-related loans meet G20 standards. This will
affect the BRI model in that it will be less able to undercut competitors of
its infrastructure and connectivity initiatives. It may also make the BRI more
transparent and internationally competitive if the leadership in Beijing de-
cides to use international pressure to improve the BRI brand.

In contrast, the US Policy on Multilateral Development Bank Co-Financing Ar-
rangements with China’s Infrastructure Bank and the China Financial Threat
Mitigation provisions link US co-financing with the China-led Asian Infrastruc-
ture Investment Bank (AIIB) to AIIB’s certification that it provides grants and
concessional assistance to its poorest members. Certification based on a track
record of meeting international standards may disaggregate some of the com-
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parative advantages the BRI has leveraged to date to sell its non-binding ini-
tiatives, which will make them less attractive to recipient countries.

This approach is meant to lessen the concern of Chinese financial threats and
coercion by enhancing transparency and standards.

Lastly, the Support for Debt Relief for Developing Countries provision in the
America COMPETES Act aims to “establish clear procedures and a commit-
ment to transparency and equitable burden-sharing through broad creditor
participation.” Like the provisions above, this provision aims to take away
the hitherto comparative advantages that the BRI has enjoyed. By demanding
more transparency, this provision will both create incentives for the BRI to
converge with higher-standard infrastructure and connectivity initiatives and
will raise the cost for Beijing to expand its geo-economic influence effectively
and cheaply through the BRI.

Russian invasion of Ukraine

While still an ongoing crisis, Russia’s invasion of Ukraine has placed China ina
difficult position. China has good relations with both Russia and Ukraine, and
Ukraine is also home to several BRI projects. As a result, the ongoing invasion
is having an adverse impact on China’s relations with both countries and on
the attractiveness of the development of an Eastern European corridor based
in Ukraine. This has ramifications for BRI projects in any of the former Soviet
republics and highlights sensitivities Russia may have about China’s using the
BRI to enhance its influence in what Russia understands as its backyard.

The invasion has also disrupted agricultural supply chains with wheat prices
increasing more than 5 percent to US$9.41 a bushel in European and US
trade following the invasion (Mizen 2022). Other commodities such as Rus-
sian potash, aluminium, and nickel have also increased in price in the wake of
the invasion of Ukraine, creating further headwinds for the Chinese economy
that is already slowing because of structural issues, periodic COVID-19 out-
breaks, and the subsequent large lockdowns (Kennedy 2022).

The invasion-related disruptions to the Chinese economy generally, and the
BRI specifically, will continue to challenge the geopolitical and financial sus-
tainability of BRI projects. As the US, the EU, and other states continue to
levy sanctions and isolate Russia to defend the Ukraine and the current inter-
national order, there may be a further expansion of the conflict or broader
sanctions on Russia, and potentially China, if it decides to directly support
the Kremlin economically in any way. In either case, these are not positive
developments for China’s BRI.
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Balancing strategic autonomy and opportunity

From bridges to tunnels, and from ports to highways, emerging countries in
the Indo-Pacific and on the Eurasian continent understand that their develop-
ment and prosperity are related to investing in infrastructure and connectivity.
They have watched how first Japan, then the so-called four tigers of Singapore,
Hong Kong, Taiwan, and South Korea, and finally China invested in infrastruc-
ture to develop their economies and deliver prosperity to their citizens.

For landlocked countries like Laos, Nepal, and many South-Central Asian
states, the BRI is an economic lifeline and a “magic bullet” that can solve
issues that have kept these countries isolated and, in many cases, mired in
poverty for generations. The strategic opportunity associated with the BRI is
an opportunity for these countries to unlock their wealth, raise the quality of
life for their citizens, and move from the status of an emerging state to a state
that has the financial resources to develop comprehensively.

At the same time, a growing number of countries are becoming more aware of
the need to balance their strategic autonomy with the opportunity for devel-
opment when they agree to engage in BRI projects. This awareness includes
caution concerning the non-binding but confidential memoranda of under-
standing (MoU), potential pitfalls associated with financing, and requests by
the Chinese government that are linked to the countries receiving BRI fund-
ing.

By way of example, 15 non-binding and confidential Belt and Road Initiative
MoUs in Latin America have been given to countries that have diplomatical-
ly recognized the People’s Republic of China (as opposed to Taiwan) (Roby
2020). Also, the European nations of Greece and Hungary have come under
the influence of China by agreeing to BRI projects (Goulard 2021). The most
glaring examples include Greece blocking an EU statement on China’s hu-
man rights violations at the United Nations in June 2017 (Euractiv, Reuters
2017), Hungary and Greece objecting to a common EU declaration on the
South China Sea Dispute in 2016 (Lind 2019), and China employing eco-
nomic enticements between 2016 and 2018 to three African and three Latin
American countries to adhere to a “One China” policy in return for promises
of economic assistance. Further, pressure on these countries to establish re-
lations with China was followed by significant economic deals and financial
support (Green, Nelson, and Washington 2020).

Aside from using BRI inducements as a quid pro quo for political compro-
mises, the danger that stems from these “strings-attached,” non-binding, but
confidential MoUs is that they can and do fracture institutional consensus on
issues sensitive to China. We saw this Greece’s refusal to adopt a UN statement
on China’s human rights in June 2017. Greece’s position made it difficult for
the EU, a union that was founded on a shared respect and understanding of
human rights, to come to a consensus on a position on human rights in China.
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ASEAN has also been subject to fracturism, with China using BRI inducements
to encourage members to break away from a common position on the South
China Sea (Goh 2021; also Parepa 2020). According to Mark Beeson, profes-
sor of International Politics at the University of Western Australia, ASEAN’s
susceptibility to fracturism is paradoxically related to China’s BRI and to
Southeast Asian countries being aligned on the need to integrate China and
the region through infrastructure and connectivity, making them vulnerable
to pressure from China (Beeson 2022). At the same time, ASEAN’s lack of
resources makes the association dependent for resources on outside actors
like China, Japan, and the United States, which constrains its policy decisions.

In short, balancing strategic autonomy and opportunity in the context of the
BRI is related to the institutional design of ASEAN, its dependency on outside
actors for funding, and internal differences as to their proximity and vulnera-
bility to positive or negative Chinese inducements.

Trust

Trust between China and its regional partners is key to the trajectory and fu-
ture the BRI. The State of Southeast Asia: 2021 Survey Report echoes previous
surveys in the series, stating that “China remains the undisputed influential
economic power in the region according to 76.3% of respondents. [The] Ma-
jority of those (72.3%) who view China in this way point to worries about its
growing economic influence. China continues to be seen as the most influen-
tial political and strategic power (49.1%), which also engenders considerable
anxiety over Beijing’s strategic clout in the region (88.6%)” (Seah, Ha, Marti-
nus, and Thao 2021, 4).

According to the survey, concerns about China’s role and influence in South-
east Asia are not merely economic. Some Southeast Asian states see “China’s
militarisation and assertive actions in the SCS” potentially leading “to a polit-
ical crisis (45.2%)” (Seah, Ha, Martinus, and Thao 2021, 15).

These results resonate with the Lowy Institute’s Asia Power Index: 2021 Edi-
tion, with China’s diplomatic and cultural influences decreasing in the Asia
region broadly (Lowy Institute 2021). The Pew Research Center also found
in its survey of public opinion of China in 17 advanced economies in North
America, Europe, and the Asia-Pacific region, that “unfavorable views of China
are also at or near historic highs. Large majorities in most of the advanced
economies surveyed have broadly negative views of China, including around
three-quarters or more who say this in Japan, Sweden, Australia, South Korea
and the U.S.” (Silver 2021).

In contrast to the Pew Survey of advanced countries show a diverse set of
views when it comes to China. Shigeto Sonoda (2021) found that Japan, Ko-
rea, and Southeast Asians held a mix of views about China and its influences,
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but at the same time, those surveyed understood the opportunities associat-
ed with China’s economic size and growth. This is similar to the 17th Joint
Public Opinion Poll Japan-China Public Opinion Survey 2021 conducted by
the Genron NGO (non-governmental organization), which found that de-
spite record unfavourability ratings of China in Japan, respondents also rec-
ognized the economic importance of China and engaging pragmatically with
it (Genron NPO 2021).

In the case of advanced countries and some Southeast Asian countries, trust
in China and in its signature initiatives such as the BRI has been adversely
affected by the COVID-19 pandemic and the subsequent acerbic Wolf Warrior
diplomacy that has characterized much of China’s recent dealings with spe-
cific countries and regions (Nagy and Nguyen 2020). Interestingly, for every
Wolf Warrior diplomat attacking specific countries, there were “Panda Diplo-
mats”? actively courting BRI countries and the emerging world.

Despite the proactivity of these Panda Diplomat initiatives, Southeast Asian
views of China, the BRI, and its positive or negative influences across all five
Central Asian countries are remarkably alike. Ruling elites tend to be more
pro-China and subsequently more inclined towards the BRI whereas the gen-
eral citizenry is skeptical of Chinese economic and cultural expansion (Vakul-
chuk and Overland 2019, 117-118). He (2020), in her study “ A Community
with a Shared Future: Beijing’s Vision of China-Africa Relations,” found a sim-
ilar gap between elites and the public sentiment with regards to the benefits
of the BRI and the potentially predatory practices of Chinese business. Others,
such as Voon and Xu (2020), found little if any correlation between BRI in-
vestments in a particular country and a measurable increase in soft power of
or trust in China within that country.

What is clear about the trajectory and future of the BRI in the emerging world
is that trust, or lack thereof, remains a critical barrier to China’s efforts to
expand the BRI. Whether China can overcome this trust deficit is an open
question, but it is still key to how the country pursues its external influence
through the BRI.

Conclusion

The economic headwinds that China is battling and its comparative advantag-
es will both affect the trajectory and influence of the BRI in the years ahead.
Structural issues, geopolitical tensions, the COVID-19 pandemic, and now
the Ukraine-Russian conflict will all contribute to putting downward pressure
on the Chinese economy. These downward pressures will limit the resources
that can be deployed to the BRI as a geoeconomic instrument to achieve Chi-
na’s strategic national objectives including regime sustainability, territorial in-
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tegrity, and “reanimating the Tian Xia system (under heaven), a Sino-centric
system in which surrounding states deferred (from China’s point of view) to
Beijing’s political and security views for a beneficial economic relationship’
(Nagy 2022b).

9

In the short- to mid-term, the BRI’s trajectory and influence will be less influ-
enced by downward pressures on the economy and more influenced by six
trends: financial uncertainties; FOIP and other BRI alternatives; economic
security bills in the US and Japan; Russia’s invasion of Ukraine; balancing
strategic autonomy and opportunity; and trust. While not an exhaustive list
of factors influencing the BRI's expansion, these six trends are difficult to
overcome in the shadow of the deepening US-China strategic competition.

Financial uncertainties that countries have about China and the BRI will con-
tinue to be opportunities for the US and its partners to provide alternatives
to the BRI. These alternatives will push the BRI to adopt similar standards
to the FOIP so it can compete in the market of ideas. However, there will be
limitations on how much transparency and rule-of-law approach the Chinese
system will be able to assimilate while maintaining its systemic characteristics.

The plethora of alternatives to BRI that are emerging, such as the FOIP vi-
sion, Quad, RSCI, MOUs on business cooperation, and the EU-Japan Partner-
ship on Sustainable Connectivity and Quality Infrastructure, mean that those
seeking infrastructure and connectivity opportunities have choices when it
comes to the kinds of assistance they select. Choice leads to increased strate-
gic autonomy and the ability to seize more development opportunities. These
choices will ensure that recipients are less obligated by dint of being overly
dependent on one loan or one infrastructure provider.

In the long-term, China, like Japan, South Korea, and other countries in the
region, faces severe demographic challenges. These will certainly reduce the
resources that can be diverted to the BRI. In future, China will have less abil-
ity to use the BRI as a geoeconomic tool to reshape the Indo-Pacific region
into an architecture better suited to its geopolitical preferences.
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Endnotes

1 With the Dual Circulation recalibration or Dual Circulation model, Chi-
na is working on diversifying its economy away from what it sees as hos-
tile US-led Western efforts to contain China.

2 Literally, giant pandas, sent from China to other countries as a tool of
diplomacy.
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