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Introduction

At their 3-4 July 2017 meetingn Moscow Vladimir Putin and Xi Jinpingespectivelyspoke about the
formation of a fAbroad Eurasian partnershipo and fic
Eurasian Ecdnomic Uniono.

Putin also referred to this issue several times at tHESIMay 2017 Belt and Road Summit in Beijing.

After a meeting withXi, Putin said dohtletEurdsiaBnnEeonamit UredgAEd))tando n

the Silk Road( SREBYyt éial |y i mplies a common %auwdmhismi ¢ s
for mal speech at the Summit he s dheidtegtatioaformdtsoy ad
like the EAEU, theDn e Bel t |, On e thd&kRDaagihad CopperBtiorRQrganizationdS) and

the ASEAN, we can build the foundat*ion for a | arger Eul

pac
di n

At the same summit a z a k h s tidem Bussultarl @ s a r b a yhe Wdeaofacieating f@ single
economic space of Greater Eurasia acquired a new meaningRHEBcan advantageously link the
platforms of theSCQ the EAEU and the European Unidi nt o a single r égional pros

What does all is mean? And, what are the prospects and possible implications?

Is there to be a new age of Eurasesonomic and poweprimacy? Or, is it reallyiNoodles and
Meatballs in a Breaking Bowl? E

The Silk Road Economic B{fEREB)part of the Chi ne $OBOR®OmM el Beell tt , a O e
Roado initiati Vbas@ouseibaeasedttentidn on cénial Burasia.

The central Eurasian geographical area is not easy to dediniés importance to the world is immense.
Central Eurasiaundoubtedly includes théormer USSRcountries of Central AsiaK@zakhstan,
Uzbekistan, Turkmenistan, Tajikistan and Kyrgyzstan) and Afghaniftanmorecrucially it also
includes part®f i or is of greaimportance td their much biggeneighbors Russia, China, India and
Pakistan CentralEurasiais thus amix of countriesand parts of countriesanging from very small to
very large, whose relationships with each other do not always have a happy history.

All these countries have both economic and security iasstakein central Eurasian developments,
and it is not always easy or even possible to disentangle fhti@sebookmainly concentrates on the
economic issues and does so Wgy of examining the rast importantinternational institutional
arrangements and integration idéapacting onthe central Eurasian geographicapace These are
presently dominated by Russia and China, but some changes are underway.

!fPress statemenC€lsi Mned duydailigs &Russi an

http://en.kremlin.ru/events/president/news/54979

2ﬁRussi a, China agree to integrate Eurasian Uni on, Si | k

https://www.rt.com/business/25687ssiachinadealscooperation/

% This text does not attempt to directly address issues connected with ASEAN.

4 Putin speech in Beijing at Belt and Road Summit, 14 May 2017

http://en.kremlin.ru/events/president/news/54491

° This text does not attempt to directly address issues connected with the European Union.

®Malika Oraz gal i yeva, fiBKeal zt a, k hO nPer eRsoi adde nfto rautm, e nnuese t&n ewi t h |

Astana Times, 16 May 2017

http://astanatimes.com/2017/05/kazgidesidenattendsone-belt-oneroadforum-meetswith-leadersin-china/

"The AOne Bel't, One Roado Initiative, fiBel t and Roado I n

same thing. However, there has been a subtle change in the way China has presiéntedthe i at i veod since it

initially raised in 2013 and this may possibly mean that some of the quoted material by various analysts etc would

have been different if they had known of later developments. Thus, when quoting | have used the terminology

orignal 'y included in the quote. IOChmeseivsstlleefelredioase t he fABel t

Afyi dai yiluodo which Iiterally means fone belt one roado.
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The main institutional arrangements are fRussiaded Eurasian Economic UniorEAEU) and the
Shanghai Cooperation OrganizatioBQ0O. The main idea i€Ch i nSikbRoad Economic Belt
(SREB).

The EAEU consists of Armenia, Belarus, Russia, Kazakhstan and Kyrgyzstan. The first two countries
are not considered part of central Eurasia, @mg make a brief appearanirethis book. The present
members of the SCO are China, Russia, Kazakhstan, Kstagy, TajikistanUzbekistanand (since

June 2017) India and Pakistan.

But , exactly how shou

Il d the SREB and t
Or , how should SREB, t h h

h e i
e EAEU and t e SCO be nlink:e

In December 2015, Chinese Premier Li Kegfamgd Russian Prime Minister Dmitry Medvedev

signed a fAJoint Co mmu n i" geguéar neeeting thétveeen rthe heatistob theo f t he
Russian and Chinegover nment so that clearl|l yClisthe mast fit he pa
effective forum for aligning the construction of thREB with the building of theEAEUS°.

In November 2016Li Xin of the Shanghai Institugefor International Studies (SIIS) wrotereport
suggesting that i Chifint ehsee SLOh oslhaorud od bpd laiye vae ctehnattr a l
aligning the SREB and the EAEUO.

However,in reality thae aremanyactual and potential issu#isat stad in the ways o successful
linking of theEAEU and the SREB and particularly with the involvement of the SCO.

These include the actuahcertainfutures of the EAEU and SCO themselves. While Russia would like
to see the EAEU expand, particularly with the addition of Tajikistan, the EAEU is having trouble
developing a positive internal integration stratefgew SCO memberdakistan and India will
undoubtety bring their own views about what the SCO sharid should ndbe doing.

An Russian International Affairs CounciRIAC) report says thafiRussia has not ruled out the
possibility that the future of regional security in ther ea o f tespensibiBty volds be
determinedby a st r at e g idwisioh aflraed betveen Russtatared Cldina within this
organization, with Russia primarily being in charge of security and China being in charge of economic
development, trade and mutuavéstment**

Such a division of labor would seem to ultimately put China at the mercy of Rgssiatityinterests,
and so it would be less keen than Russia suchan allocation of rolesMoreover, not all other
members of the EAEU or the SCO are lik@ be enamored with such an arrangement.

Apart from the very Chinese Silk Road FUu(RF) the nominallyinternationalAsian Infrastructure
Investment BankAlIB) is relevantbecause foits Chinese foundations and focus on issues that will
aim tofacilitate succssful implementation of SREBronouncements

This bookstarts by looking at thgeneralRussiaChina relationship because this will largely determine
how all other events unfold. Secondlyer@ral Asiaitself is considered with an emphasis throse
internal issuesvhich may ultimately impact on the EAEU, the SREB and the SUtrdly, the
relationship between Russia and the countrieseniti@l Asiais examined, with a particular focus on

8 Chinese put the family name before the personal name (ie the reverse of English). Hovieieetext | have
used whatever format has been used in any documents that are referenced.
® Joint Communiqué on the 20th Regular Meeting of Chinese and Russian Prime Ministers
http://www.fmprc.gov.cn/ce/cedk/chn/zgwj/t1325537.htm
01 Xin, AChinese Perspective on t he Cabistission GlubdREporg Eur asi an
November 201 éittp://valdaiclub.com/file4/2585/
“"Russian International Ad hfiani ersse Omiuanica g u, e :Retphoer t2 0 1fi6R uMsosdi eal n
http://russiancouncil.ru/en/inner/?id_4=7733#tamtent
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the EAEU Fourthly,the relationship beteen China and &htral Asiais consideredFifthly, the SCO is
considered. The book then moves on to describe and consider the tSRERFand the AlIB as they
are ultimately Chinese creatures.

Finally, it considers the ways in whidghe EAEU, the SCO and the padf the SREB associated with
these countries can work together, and the actual prospects fdr atgs. concludes with a view about
future developments in this part of the world.

Part A: Russia and China

This chapter das withthe main issues impacting on the direct relationship between Russia and China

While it could be read as a separsttertarticle on this relationship,smain purpose to provide

backgroundor the subsequent chaptefdthough therelationshipis strong at the highest political

level, it will be shown that it is quite weak in almost all other argassiaChina relationgan be

accurately described as bdtth ot  a éandct chled teotfatmddh o b mpol i t i c s col d ec«
In the view of this authothe shortterm and medium prospects for change are not significant.

1. Political Relationship

The relationship between Russia and China is the dominannhdhe ¢entral Eurasiangeographical
spacé® and will continue to be saOver the longeterm te nature and quality of tHeussiaChina
relationship is likelyto change as their economies guuditical leaders changand will be influenced
by the relationship that both countries have whiihd countries.

Russia and China would seem to have the makings of a profitable and happy relationship, with one
being very resource rich and the other a manufacturing powerhouse with a large population and great
need for resources.

Historically, relations between Chénand Russia lva not always been smooth. Following the
establishment of t hebythe@mmuniét&artyRa Ghimd1949,cChimafandCh i n a
the then Union of Soviet Socialists Refich (USSR) became allies. Bulifferences related to
commurst ideology eventuallyemerged, and border disputes even led to military conflict in 1969.

From the early 1980s, however, relations began to improve as ideological differences dissipated and
series of agreements formaéigttled the border between Cherad Russia i2003

Despite the gradual decline in the differenicethe 1980sthetwo countriesseemedo do their best to

ignore each othedior about two decades after the collapse of the USSR in. T9&te was a Russian

tendency, in the words dbrmer diplomat and Asian expefGeorgy Tolorayat o fihabi tual ly | c
down o n® adRussia docused on its relationship with Europe (and the USjle China

quickly established formal diplomatic relations with Central Asian countries when they became

12 sergeyLuzyanin, Director of the Institute of Far Eastern studies of Bp8akingat Russi a and China: Ta

on a New Quality in Bil at eAffars CoiheillCanfeiertcey, Mascow, B0 Mayi an | nt err
2017http://russiancouncil.ru/en/rucn2017
BHRus-€hianese Dial ogu eRIACtRbpert33/20177 Model o,
http://russiancouncil.ru/papers/Rus§lhinaRepat33-En-Preprint.pdf
“I'n this book | use the broad term ficentral Eurasiao to
Central Asia. In addition to Central Asia, | am including all countries which are actual and potential members of
the Shanghai Ggperation Organizationthat is, Russia, China Kazakhstan, Uzbekistan, Tajikistan, Turkmenistan,
Kyrgyzstan, India and Pakistan where relevant.

Georgy Tol oraya, ATwo Heads of the Russian Eagl eodo, Rus:
http://eng.globalaffairs.ru/number/Twéeadsof-the-RussiarEagle 18592
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independent, it did little elsavith these countries or with Russis it was intenton selling
manufactured goods Westernmarkets which could baeccessed by sea routes.

The moves by the European Union and NATO to expand in an easterly direction began to decidedly
change th&ussiarview of its possible e | at i on s hi p Thigiresulted in the anrfeXsltos of O
Crimea in 2014 Wwen internakvents in Ukraine seemed to be leading to anRunssian government

In the view of this authormRussia could have got away with this actwithout too much troublé it

had been a little apologetic, as the populatbCrimea generally welcomeatie move to Russia and

there were legitimate historical and national security reasons (partjcuitealnaa base in Sevastopol)

for the Russian actionMoreover, the Ukraine consistently shetiat it is incapable of almost any

form of good governmeninsteadof taking a conciliatory patfRussia allowed a trumilitary conflict

to arise in astern Ukraine which led to the shooting down of Malaysian Airlines Fhtit7 and a

serious deterioration in relations with the fAWesto.

This falling out witht h &/e € &nd resulting economic sanctions led the Russian leadership to
conducta fiseri es of b rwichiles todhe obvicugconsleswrsthabRussia adéal
build a closer relationship witlhing while reducing its reliance on energyports to Europe and
imports of Western capital and technold§yAs will be shown later this was easier said than déne

In regards to China, Moscow decided that it needed to refitbkee key informal barries® In the
future, sales of advancedeapons to China would have fewestrictions, China would be allowed
greater participatioin large Russianinfrastructure and naturaésource projectsand greater efforts
would bemade to cooperate with China@entral Asia

Even before the Crimeassue, the attraction of China to many Russians had been grdieglobal
financial crisiswhich had beguin 2008made the UStyle liberal capitalist system look weakthan it

really wasin the eye®f people who did ndhave much understanding either the system itself or the
causes of the crisi¥he much better performance of the Chinese economy during this time suggested
to many that iteconomic systerhadgreater resiliengeandwaseven the way of the future

It was thus quite easwyccording to Alexander Gabuder many Russian officials and businesspeople
tocofinvi nced themselves that sanctions werendt a r ez
Chi Ha. o

Given its own concerns about separatism in the western rejidret and Xinjiang) and its clais
over Taiwan, China could hardbupport the splittingff of Crimea from the Ukraine or the Russian
supported separatists in the Rusdiimaine border areas. But, China cobhisicallykeepadopt a low
profile onthe issue aneventry to subtlyusethe weakened position of Russtaits own advantage.

16AI exander Ga b u BenefitsTiRussia®@ midrse sWi t Rel ati ons After the Ukra
Moscow Center, 29 June 2016
http://carnegie.ru/2016/06/&8iendswith-benefitsrussianchineserelationsafterukrainecrisis-pub-63953

| was living in Shanghai at this time and had come to Russibehalf of a Chinese business client who,

surprisingly, had expressed some interest in purchasing a Ruasiambother financial entityA senior official

in a weltkknown midsized Russian bank showed me a document that he had been asked to prepare by his boss

who sometime earlier in the monthdlaet ur ned from a fAmeeti ng aateatishoe Kr eml i no
goods that Russia could export to markets in China. It was, as the bank official ruefully acknowledged, a quite

spare list!

BAalexander Gabuev, i Fr iCéhn che sWi tRe | Bd n eofnist sAT t Rus sihaeen Ukr ai |

Moscow Cente 29 June 2016
http://carnegie.ru/2016/06/29/friendsth-benefitsrussianchineserelationsafterukrainecrisispub-63953

Al exander Gabuev, fRussia and Chi na: Little Brother or
http://carnegie.ru/commentary/?fa=64006
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One advantage for China was that Rusb&§Badpiaoti bos
t he EasWSObdmg admihigrain. Chinaneeds to have as much control as possible over the

sea approaches t o i twasseesma thralta Chieasin nauchdhe samewasi pi vot o
NATO expansion waseenas t hr eat t o Rooudsonlahave ihdreasdtfe ghineset 0
detemination to maximize that control (the most obvious manifestation beingsthveca | | ed fi sl and

bui | déihe §oath China Sea). This, in turn, has intensified the éather East Asian countries
about possible Chinese aggression (in much the samaswine annexation of Crimea has will be

discussed latei, ncr eased the fears of Russiabds neighbors)

These external events have been accompanied by the emergence of two powerful leaders in the form of
Vladimir Putin and Xi JinpingAt the time of writing inmid-2017, bothpresidentseem likely to be in

power (or exert significant power over their respective countfiegjuite a few years to com&hey

have forged a very good relationship;amubt helped by the difficulties thdtdir respective counas
arehavi ng wi t PutindneXi lfiaVéehadt more-literal meetings than either has had with

any other foreign leadéf. Xi himself, speaking in Moscow in July 201foted that he had been to
Moscow six times since becomigh i na 6 s MMarens201&®e nt i n

According toGabiev, Xi Jinpingcould be described asl a d i mi rsouPnoatéiarstforsg leader

with a vision of his ¢ ounXhaybedn@ronotmng h@hinaaDregsn e at powe
conceptwh i ch i s essential |l y ab o u tcould lveasadiditoowanst the saseef uvenat i
for Russia, although there are subtle differences in the d&taliabuevsays thatPutin appointed

il on gt i meandfbitlion@ra BusinessmaBGennady Timchewm to chair the RussiaBhinese

Business Councih order give the relationship his persoimaprimatur®®

The two dominant countries of tieentralpart of the Eurasian economic spafeoncern to this book

are now in a sort of embraddowever, &though thepresidentiamindswor ki ng amaywamte @t opo
more,the broader bodies of society anditlegonomiesvor ki ng at and exlobivar d t he fb
distinctlack of warmthfor each other.

Andrei Denisov, Russian Ambassador to China hagdnot¢ hat @it i s not a romant i

but a cal cu? @hisésdnlikelato changeqqeickly par tly because fAat virt
their history have the two countries enjoyed a comfortable relatianShi#dsc c or di ng t o the HfATc
the Great Owrittean by a group of @rpnanertt Russian analysts fi fared aimcertainties

persist. Russia fears that China will turn toward the US. In China many are afraid that Russia will cave

in under t\%e weight of its geostegic commitmerd and revert tguasicolonial status in relations with

t he est. o

Indeed, according t&@Gabuev,event h e Russiarmagebitéi gguridd out wh a |
friendship is. I's it just a tactic i stalBgydThe ads game

®Bobo Lo, AA Wary Embrac@&oé, Lowy Institute, March 201
https://www.lowyinstitute.org/publications/wagmbrace

1 fiPress statements following Russiahinese talld July 4, 2017

http://en.kremlin.ru/events/president/news/54979

2 These will become clear in later discussions in this book.

Al exander Gabuev, i F r iChimseRelaMins After Ble ke if m ¢ sCr IRasissd anCar neg
Moscow Center, 29 June 2016
http://carnegie.ru/2016/06/29/friendsth-benefitsrussianchineserelationsafter-ukrainecrisispub-63953

%countr y R e prberAsan FoRunRgl slaveamber 2016

http://www.theasanforum.org/counirgportrussianovember2016/

®Bobo Lo, nibA aWaerdyy, Bowy I nstitute, March 2017
https://www.lowyinstitute.org/publications/wagmbrace

®HAToward the Great Opeeahi winduynreévutthe &amdtnew objectiv
http://valdaiclub.com/files/11431/
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Chinese are also asking themselves whether Moscow is genuinely interested in building serious relations
with Beijing or simply using the Chinese card to bz

In late 2016Denisovswygestedhat Chinaand Russial ar gel y continue to evaluat ¢

cooperation in different wayso. He said that some |
|l east friendly relations in which the countries #fr e
issues &°

However, the Chinese, according to Denisov, are fiqgl
international fieldo and otherwise just consider tl

I n early 2016, Fu Ying, Chians p@ommint tode tdfe tChe nMadtsi
Congress, said that #fAChina has no inter#&$&t in a for
or antiWestern bloc of any kind. Rather, Beijing hopes that China and Russia can maintain their
relationship ina way that will provide a safe environment for the two big neighbors to achieve their
devel opment goals and to support ea®h other througl

This does not mean that soméuential Russian andChinese thinkergo notwho wantmuchstronger

ties. Yan Xuetong of Tsinghua Universityays thata formal RussiarChinese alliance is needed

becausedbothc ount r iuemsienr @r @ssur e f FOonnheit respectiventérritosial St at e s ¢
disputes with the Ukraine and JagarHear gues t hat Rumméi a should Ainsist

Onereason that Russias unl i kel y  tacording to Jimafely Bordachev of ithe galdai

Discussion Clupis that Russiaf i raluctantto link its enormous nuclear missile arsenal to China,

whose polies in Southeast anBout hern Asia are becdnMomayer,i ncreasir
much ofthe Russiamilitary-industrial complexdoes not trust Chin&.

But it isalsothe case thanhostadvocates ofloser RussiatChinese relations do not necessanbnta
Af or mal 6 mi Irominent Russian ahalys, isergei. Kar&anov and some others have written
extensivelyabout the for mat i ebnl oocfs Of gieno ptoh e twocralld ,maacrdo s ug

ACommunity of Gr eat eincludefuC haisri a&a,06 Rwhd siha ,wolud dli a, Kaza
many ot h#As swiatkesbe discussdedsloatagre, sdedoanal afsmahcarvo n
and informala s pect s, and are only seen as being viable i:
thereg i 0*h o .

Russia has already tried to creabbkocdsi awbhhsméabl mv e
Eurasi an Economi ciadits hameimplids iEis moke)economia than political

Al exander Gabuev, fRussia and Chi na: Little Brother or
http://@rnegie.ru/commentary/?fa=64006

28 { d 7 Otsits ts ) I§Mdjkhad &orostikoy | JffiJ toJ cdlzdlzlp v ff to W d3ED0 hot overreact do not

straighten it oud), Kommersant31 August2016http.//kommersantw/dod3077022

29Fu Yi ng, fiHow China Sees Russi ao, Foreign Affairs, Janu
https//www.foreignaffairsconvarticlegchind201512-14how-chinasees-russia

% van Xuetongfi, jff ts dzd o @y jt dsth) flzfaO i ls Odz@ 6 fo 3 d to DD dréfudf] ® © j | dpinot

understand why Russia does not,Kommersagtl7 Maroh201@r mi ng an al | i
http://www.kommersant.ru/doc/3243633

1 He could also have mentioned the South China Sea.

2Ti mofey Bordachev, fARussia anW €hGameodén Cehtanl|l DAscassil
28 June 204 http://valdaiclub.com/files/11127/

¥Bobo Lo, AA Wary Embraceo, Lowy Institute, March 2017
https://www.lowyinstitute.org/publications/wagmbrace

% Sergei A. Karaganov, ik st i na I . Cherniavskai a, Dmitry P. Novi kov
Successes. 0, Perspectives. Spring, 2016. Available at
https://we.hse.ru/data/2016/08/12/1118068145/Harvard _Interlational_Review.pdf

% Sergei A. Karagangv iFrom the Pivot to the East to Greater Eurasi
https://www.rusemb.org.uk/opinion/50
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despite Russian desiremd certainly doesot have a military aspeddespite being wary aChinese

actions in Central AsjaRussia hopes to sheog this minibloc bylinking it tothe SREB partod€hi na 6 s

Belt and Roagbroject and possibly making itthe basiSs& o mmuni ty of Gr eater Eur asi
very similar®®

i At t h ecordiogrtorida,Kobenskayai Moscow vi ews Chinese regional p
prism of Russiads own efforts toScuireetn gssgiane .(¢cEAEU)
be discussed later in this tesxtid clear thaChinese policy makers know thasid have consequently

been cautiousmihow they have approached Belt andRoad in regards to Russia.

Looking to the future, it is hard to see what might bring Russia and China closer together.

In the view of this author,e$pite present tensiotizat have arisen oveé€rimea and Eastern Ukraine
Russiangemainmuch more comfortable looking west to Euedihan looking east to Chin&eorgy

Tolorayais certainly correct when he says tfiaRu s si a st i | | remains an integr
JudeeChr i sti an chivhei Rassomaa aoditical atdalsis st i | | d
knowl edge of it is often reduced to trite clich®sbo.

The relatively low level of Russi@hina student exchanges does little to changdablisof knowledge

Speaking in July 2017 softvdaya somen25r000 Ehirtesationals are d t ha't f
studying inRussia, and.7,000 Russian students are studyinGin i 1’ &pway of comparison, each

year Australiawith a population of only 25 milliorhas about 140,000 students from China.

The western part of Russia is almost fre€binese, with the absence of East Asian faces on the
streets of Moscow particularly noticeable when compared to a city like Sydney. Masdbe view
of this authormay be relativelgophisticatedn partsi but it is by no mean cosmopolitih.

The RusiaChina relationship also suffers from a significant language barrier, as both languages are
difficult to learn and most discourse occurs via Englishfact which, in itself makes the users more
inclined to lookfor contact inothercountriesvhere Engish is more comman

Denisov perceived a different me nt a |l i tcontrastea fiRdssian dreamineds a n d a
tendency to dAbe t hi orwnpredictabilityi with €Rinedefpragmatidng o
and ficon®%istencybo.

Whether thisobservationis objectively true o not, the self-perceptionthat Russians are more
creativeactually affects such things as Russian views on technaagyational development
In mid-2016, this author was at an event in Moscow where Dmitry Peskov t he A Nati onal Tect
I nitiatived justified this policy by contrasting R
Asian productiodine mentality in use of existing technolofy As shall be explained in the next

% This book will argue that such a linking and transformation is very unlikely.
37 Irina Kobrinskaya Al s Russia Coming to Terms with Chinads 6Silk
December 2016
http://eng.globalaffairs.ru/PONARBurasidls-RussiaComingto-Termswith-ChinasSilk-Road 18526
¥ Georgy Toloraya, fATwo Heads of the Russian Eagleod, Russ
http://eng.globaffairs.ru/number/Twdleadsof-the-RussiarEagle 18592
89 fiPress statements following Russi@hinese talks July 4, 2017
http://en.kremlin.ru/events/president/news/54979
% In 2013, Ibegan studying Mandarin while living in Moscow, and one of my young Chinese female teachers
(living in Moscow because her partner was working for a Chinese trading company in Moscow) one day called me
to cancel a lesson because the police were conducting speration near her apartment and she did not want to
goontote st r eet b e c asheshought she wonld e taigeted byadhe police.
“ { d -~ Odtsite ts ) Ig\djkhad &orostikoy | Jfij tcgzi & dzp ' f toW d3ED0 hot overreact do not
straighten it oud), Kommersant31 August2016http.//kommersantw/dod3077022
2Eor more on the National T e d\hatiormall Technplogy Initiattvé faWai ivtei, n g e e : Je
for High-Tech TootiF a i ©y 0 Rus s i aReforBc onomi ¢
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http://kommersant.ru/doc/3077022
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section of this textin the view of this authosuch Russiamttitudes are a hindrance to further
development of the Russi@hina economic relationship.

Fu Ying would seem to agree witth least some of theéews ofDenisovwhen she says thd@iRussia

and Clina differind i pl o ma tiiRw ssstiyal eeds: mor e experienced on the
favor strong, active, and often surprising diplomatic maneuvers. Chinese diplomacy, in contrast, is
more reacti Ve and cautious. o

Despite Chinabés vuofé&yBeltasd Roadmprgjectp thioisncertainly how Russia likes
to sees things, and it hass will be discussed later in this bdokmplications for how many Russian
opinion and decision makers envisage future developments in the central Eurasiaadand

Like other countries, China took particular note of theesation of Crimea. Gabuev wrote that

iChi nese | eaders were surprised by the degree of th
Crimea and to directly challenge the¢f international ordef and to pay a huge economic price for
doingsd*iwas, in Beijingds view, -terminterestscCormdmnstiatd agai ns
Russia was worryingly unpredictable weredal ater conf
and the rapid escalation of tensions with Turkey,

Such Chinese views abaite unpredictable nature Blussia arsomewhat ironic given the earlier

quoted comments tordachev about Chind sc riidéansi ngly assertiveo policies
Russia does not want to be tied into tfiisis mutual cautiorran onlyreinforce the view that a formal

alliancei particularly defencé is veryunlikely.

It can be seen from the above discussionth&t e ar e, i n the words of Kobri ns
and contradictory Russian attitudes toward China: from dramatic forecasts of rampant Chinese

expansion into the Far East and Siberia to a future where Russia and China work together as strategic
patners overpowering thé Westds weakening hegemony.

Karaganov ig in the view of this author certainlycorrect when he writes that the relationship lacks
fistrategic deptho, whi c-termicad ed efl iomp en& iYat, shignayl 6 o mmon |
not matter.Dmitri Trenin, of the Carnegie Moscow Centesgeems satisfied with the present situation

when hesuccinctlyi and perhaps optimistically sums up the present stage of the relationshying

it is fifounded on the premise that theo will never turn against each other, but neither will they
automatically follow each other: & fine combinatior

2. Economic Relationship

43Fu Yi ng, fiHow China Sees Russi abo, Foreign Affairs, Jant
https://www.foreignaffairs.com/articles/china/2018-14/howchinaseesrussia

** The Russian leadership consistently rejectssudpe st i ons of a fhuge economic price
“Al exander Gabuev, #Fr iChri che sWi tRe | Bd ri eofnist sAT t Rus sihaen Ukr ai |
Moscow Center, 29 June 2016
http://carnegie.ru/2016/06/29/friendsth-benefitsrussianchineserelationsafterukrainecrisispub-63953

“®lrina KobRusskay&omihg to Terms with Chinabds 0Sil k Roa«
December 2016

http://eng.globalaffairs.ru/PONARBurasia/lsRussiaComingto-Termswith-ChinasSilk-Road 18526

“" Sergei A. Karagangy iFr om the Pivot to the East to Greater Eurasi

https://www.rusemb.org.uk/opinion/50Howeve |, as wil |l be di scussed | ater in thi
ifGreater Eurasiad on terms that are unl-dOekebopnentt o appeal t
goal 0.

BDomitri Treni n, AiNati onal I nt e nggto,n tamed Mome olwan g IGd e ad f

December 2016ttp://www.globaltimes.cn/content/1026358.shtml
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A report by theRussian International Affairs CounciRIAC) following its May 2016 RussiaChina
conference said thdia distinctive feature of Rusdgi€hina relations is the significant gap between the
l evel of political contacts*® and the scope of econor

A plenary session on the second da¥ this 2016 conferencestarted with polite set

presentations. But, as the day wore on and the discussion became more informal, some quite

sharp criticisms started to be made. For example, former Chinese Ambassador to Russia, Li

Fenglin, referred to the differing temperaturest various levelsin the RussiaChina
relationship, when he saii1 have a feeling that Putin and Xi hayv
we should work together, but there are problems of understanding in theveicf°

I ndeed, the dilpiepsomatt ween aPutoinn and Xi seems to hav
fif ewd major business deals b%tween Russian and Chir

At thefollowing yeats (2017)RIAC conference, Fares Kilzie, ChairmahCREON Energygave
credence to thisviewhenhesai d t hat #fAmany Chinese are afraid to
for big projects i siomasoniecne atte tépto hmakethingsihappeimot g man o
Putin, sich a curator could be a top Federal official or a poweduémor Kilzie addedhatfoutsidethe

fuel and energycomplexthereis only talkof investmenbecausehere were no sucturators.

Herei in the view of this authdi is anobviousmajor impediment tthe development & closer

RussiaChina economic relationshis.u ch a fcur at ocomsundng forrthe aucators i st i me
Moreow er , not all project s arGhinaiebonagit relatianstdp wdl onisor e c o mp
be built if myriadsbsthal bert bhbesfoebsaddakprefigyd sect

Wheeas commentary at tf#16 RIAC conference had at various times referred to the lack of trust in
aspects of th®ussiaChinarelationship, the issue dfrus became thelominantunofficial theme of

the 2017 conference. At the end of the second day, a European aftamd#izly expressed her
surpriseat the extent of discussion drustand how much itvas at odds with the waypostWestern
analysts regarded thussiaChinarelationship.

There wadittle agreemenamong2017conference participants just what and who is responsible for
this lack of trustandlittle agreement ahd what could be done about A.number of speakers tackled
the nexus between trust and cooperationthauit agreeingwhich came first:Does succssful
cooperation lead to trust? @oes successful cooperation dependttust first being presefit

Various issues were raiséthe DeputyChairman of Russia@hinese Business Courtéilsaid that the

lack of trust was due the waysinwhiccChi nese t ook advantage of Russiabs
the East o (f or highinteras latesn loashsewhiehrRdsseougght to compensate for

the effect of Crimea induced Western financial sancliomisile the Depty Chairman of

Vnesheconombarik mentionedChinese requirements regarding use of Chinese equipmenthett.

considering investing in Russian projects.

“RussiaRChi nese Dialogue: The 2016 Model 6, Russian Internat |
http://russiancouncil.ru/common/upload/RusSkinaReport25eng. pdf

0Gleb Fedorov, ATarget $200 bl n: Russi a, China explore wa
2 June 2106

http://rbth.@om/international/2016/06/02/targ200-bin-russiachinaexplorewaysto-stimulatetrade 599467

Al exander Gabuev, f@ARussiad6s 6China Dreamsdé Are Less of
June 2016

http://carnegie.ru/2016/06/28/russsachinadreamsare-lessof-fantasythanyou-think-pub-63957
52 Janeka Oertel, Program Director at KorBiftung.
% lvan Polyakov, DirectofGeneral of Interstate Corporation for Development, DepGlyairman of
RussiarChinese Business Council.
5 Andrey Klepach, Deputy Chairman (Chief Economist) of Vnesheconombank.
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Two Russian officiafS put the view that the Chinese needed to put in greater effort in understanding
Russian business conditions and la®ach views are not uncommon. For examyhbesily Kashin of

the Center for Analysis of Strategies and Technolagiesonsidering Chinese investment in Russia

has written thahnimpediment to Chinese investmentRru s s iolaviouslg notfso much the Russian
investment climate as a lack of clear understanding in the Chinese private business community as to
how to operate in countrieswithrlide vel devel ophent | i ke Russi ao.

The use of the t eimntheview dfthisautha,laiack ofsindegrgaading o the
wi der busi nes s needtoddjdsttaiibhdre iRaitendendgronanyRussias to blame
others when things go wronig international relations

As hinted at earlier in this texRussian cabperation at all levels and in all spheres with China is

hindered by what Bobo Lo calilisn at hidactr ifitRucsasli apdssy cghroe a
traditions mean that i nfer i ¥ MWhdanpGabteswtegsthgtoen e i s i ntri
Russian leadershiphas@nunwaver i ng conviction that the mighty R
role of a mere suppl’f heschoicefof wordsvsaysres muech abaut the situation As i a 0

as his basic point.

It is not only offcials who have such attituglérhis 2016comment byFares Kilzieprovides an

il lustration that such thinking i nSbeecChimesesecti ons of
companies work in Peru, some work in Libya, in Syria, in Iraq. But we are not Libya, Syria, Iraq, or

Peru. We are Russia, we have our high technical and technological pot#etizve breakthrough

know-hows that were communicated to Chind8050 yea>X s ago. 0

Indeed,many in Russia see it as a future highbh industry world powenouse and major exporter of

advanced and innovative manufactured prodiictis has led to such policies as the National

Technology Initiative antb Prime Minister Dmitry Medvededescritingfii mport subst i tuti ono
ficored of econ omi®dn thissiew ofitbig authog &s will Befindicatedslaier, both of

these economic policies are flaw&d.

On the Chinese side at the 2017 RIAC eoafcethe President of Shanghai Academy of Social
Science® s ai d t haktn ofwonr rfievaesloons® the i nvestment environme

%5 Alexey Gruzdev, Deputy Minister of Economic Development of Russia, and Alexander dstufileputy

Minister for Development of Russian FarE&SRussi a and China: Taking on a New Qu:
Russian International Affairs Council Conference, Moscow3@®ay 201 http//russiancouncil.ru/en/rucn2017

56 Vasily Kashin, "Is China Investing Much in Russia?", Valdai Discussion Club, 9 June 2017
http://valdaiclub.com/a/highlights/chinege/estmentsn-russia/

Bobo Lo, AA Wary Embraceo, Lowy Institute, March 2017
https://www.lowyinstitute.org/publications/wagmbrace

% Alexander Gabuev, fARussia and China: Little Brother or Bi
http://carnegie.ru/commentary/?fa=64006

®Evgeny Nadorshin, Chi ef niicBasisofihe R#an@t i rPes eCaRid rttarl e r SilEicpd o
Russian International Af fairs Council , Event Report, Sec
on a New Quality of B i-31 Mayeolé | Rel ati ono, Moscow, 30
http://russiancouncil.ru/common/upload/ConfereReportRUCN2016En. pdf

® RussiarRChi nese Dialogue: The 2016 Model 6, Russian Internat |
http://russiancouncil.ru/common/upload/RusSiasinaReport25eng. pdf
“®Dmitry Medvedev, fASocial and economic devel opment of Ru

Economics, Volume 2 Issue 4, December 2016

http://www.sciencedirect.com/science/article/pii/S2405473916300472

%2 See my critique of the National Techngyolnitiative at

http://russianeconomicreform.ru/category/exggdup5-movingfrom-stimulatiorof-innovationto-growthon-its

-basis/

®wWang Zhan, President of Shanghai Academy of Social Scie
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outsiderso whil e s &inkZhongy™Ghii e ¢ é aliudihree diRmasi an mar
di fferent from other countriesbo

When asked by the discussion moderatelaboraten this statemenkin Zhongyigave the impression
ofaschocboywhohads poken fiout of turnodo anldthevewafthied t o say
author, this wasa pity because many Russians at the conference were genuinely interastemen

detailed discussioabouthow Russia could improve its investment climate.

When examiningeconomic relationships between countries it is generally best to start by looking at
trade because such activit®sould be the easiest to observe and measure. Howeaasuring the
exactsize of trade betweerountries can oftebe difficult due to differences in the waguntries
account forspecific itemschanges in prices and exchange rates, and timing @ssesated with

record keepin§®

I nternational Tr a4 datalore@l6on sepasatelii illentdiafessiad anports

from China(based on Russigbustoms datadndseparately identifie€Chinese exports to Russia
(based on Chinesgustoms data3howthemeasuremertifference idess tharfUS1 billior?” with

both numbes being close to $US38 hillion. That both the Russian and Chinese sources give similar
numbers.

However there is a larger divergencetitefiTrade Ma numbers when considering the enay
exportflow from Russia to China (ie the other side of the trade relationship described otee a
paragraph)Russian Customs based data puts 2016 exports to China at $US28 hillion, while Chinese
Customs based data puts Chinese imports from Russia at $US32 billion

The overallresultisthd@ Tr ad e Ma p Russarhasw balahck af tradéiaewith China of
about $US10 billion when based on Russian Customs data, but of ab@ibi$lds when based on
Chinese Customs dat.

These are not devastatingly large inconsistencies, and too much importance should not be placed on
them. Butthee is also a simple truth herethat Russia in terms of overall tradéis not as

important to China as China is important to Rubsieause the Chinese economgadsnuch bigger

than that of Russi&ven if Russian attitudes do not reflect this, Chinattitudes often df.

Oi | and rel ated pr odu cChisa Needless tRsafhesvialacdf theseisai n export s
significantly affected bychanges iroil prices.Accordingtofi Tr a d e Mlzagped orGhiaeasea
Customs statisticsCh i na i nppedrrtosl eoufm fioi | s Ofrom Russiatwere $llfe 6 i n 2016

billion, down from $US25 billion in 2014 o r 2016 this was about 14% of Chi
from a share of 11% in 2014.

% Vice-president of China Gezhouba Group of Companies.

% While detailedstatistical issues can be very important for econ@matysis, they are less so for a book like this

which is concerned with broader relationshipsnsequently, | have taken the liberty to roontithe data where

such a process makes the text more readable and does not distract from the basic analysis.

®Trade Mapod data is produced by joihteagertyohtheaMoriddradeonal Tr ade
Organi zati on an dctpt/Mvev.intdacdn.org/itt/abNua/t | on s o

" International Trade Cénr e 6 s fi T htta/tvew.tidemap.org/countrymap/Bilateral_TS.a$he

Russiardatai s reportedly based on ARussian Customs Statisticsdc
Administat i on of Chinao statistics.

% Thequite detailedRussiaChina statisticahnalysiscontained in this sectionill not be repeated for other

international trade relationships covered in this text. It is done here because of the importance of tH@hRassia

relationship, and as an illustration of some ofdHecult practical issueand uncertaintiesivolved in such

analysis.

% In late 2014, I conducted two surveys regarding the attitudes of Chinese and Russians to closer economic and

financial relations between their two countries. The surveys were conducted in Shanghai and Moscow. See:
http://russianeconomicreform.ru/2014/11/wiatchinesetradeinvestmenrpeoplethink-aboutrussiaandvice-ver

sa/
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In volume terms thé@ o iddtadis similarT h e A Tr a d dor 20E6alsbshalsthatChina

imported 52.5 million tonnes (or about 1 million barrels perYadyom Russia, which was nearly 14%

of total imports (of about.7 million barrels per day)The June2017BP fiStatistical Review of World
Energy agrees with this assessmént.

Railway freight transport between Russia and China is viirdnesSiberian Railway (with several
branch border crossings inkorth andNorth-East Clma) or the much shorter route across
Kazakhstari?> The ZabaykalskManzhouli bordecrossing ¢n theNorth China bordenyasthe main
rail crossing for rattank oilfrom Russiao Chinawhich began irsubstantial amounts 2005

A 2009 agreemergventuallyresulted in oil being supplied through tBastSiberid Pacific Ocean

(ESPO)pipeline whichrunstRu s si adés Far Ea s Oiegthen sRippedbpgsdisenk y r egi on
Kozmino port toChina.Additionally, a branch of the ESPO pipeline entersChiomRu s si ads Amur

regior’® and begampumpingoil in 20117

Inmid-2014an agr eement was signed to provide gas throug!

new fields in Eastern Siberfa,but the subsequent large fall in oil prices magacted on world gas
prices and caused delays with expasy schedled to begin in December 2019,

A mid-2016RIAC reportsays thafithe energy management authorities in Russia and China fail to

understan@ a ¢ h ot $aedrpliogramfol eaargy development as well as the@ustrial policy of
the other party. Iaddition, companies do nbave sufficientnformation about the socioeconomic
situation, the investment climate, and #liteationon the Russian and Chinese markets.

James Henderson and Tatiana Mitrafghe OIES give some data in their August 2016 publication
concerning Chinese investment in the Russian energy sector. The data is fora2@lthus may not

reflect the current situatiothon AChi nese overseas oil anany®@.s produ
They note that AChinese equity investment in Russi
tot al Chinese JdVTehresyeas!| spor opluevtiidemoa | i st of i Rus s

compl eted with Chi nes efromAugustt2@06 pntl June 2016,@andinate thath e p er i
fif ew-bcorolsesr deal s have actually been cl osedo.

0 One metric tonne is equivalet 7.33 barrels. See:
https://www.bp.com/content/dam/bp/pdf/enesponomics/statigtal-review-2016/bpstatisticaireview-of-world-
energy2016approximateconversiorfactors. pdf

"L BP Statistical Review of World Energy June 201
https://www.bp.com/content/dam/bp/en/corporate/pdf/ereapnomics/statisticakview2017/bpstatisticatrevi
ew-of-world-energy201 Aull -report.pdf

2 Border crossings at Dostyk and Khorgos.

3 FromSkovorodino in Russia to Daging in China.

“James Henderson and Tatiana Mitvova, fAEnergy
Dragond, OIES paper WPM 67, August 2016
https://www.oxfordenergy.org/wpcms/wimntent/uploads/2016/08/EnerRelationsbetweerRussiaand China
PlayingChesswith-the- DragorWPM-67.pdf

"AAddress by Gazprom Management Committee Chai
ForumSoch2 014, 6 Gazpr om, h8m/pnwegarprent.cort/@ess/nili@ndribl/335371/

® fPress statements following Russi@hinese talks July 4, 2017
http://en.kremlin.ru/events/president/news/54979

James Henderson and Tatiana Mitvova, fEnergy
Dragond, OIES paper WPM 67, August 2016
https://www.oxfordenergy.org/wpcms/wimntent/uploads/2016/08/EnerRelationsbetweerRussiaand China
PlayingChesswith-the-DragonWPM-67.pdf
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They suggest that Russia is generally reluctant to

Aisi mple supplier ofmerid saunpdplgeaegd oft Tatw imat et hal &
with Chinese companies cdhtrolling many fAupstream

On the Chinese sidéjenderson andVitrova say, there may be concerns about Russian political
motives and fAdistrubBtsiovess RusadctaincaeodmpaMores r ecenit

side, theyadd may be perceptions that Russia is in a dwe
commerciallydo which has | ed Chinese complkenies to d
Chinese oil sectoro which have distracted key deci

the possible flowon effects on Chinese companies of Ukraielated economic sanctions on Russia.

Henderson and Mitrova suggest that China presérattythe uppehand in its energy trade relations
with China because fithe majority of Russiabs weast

without the availability of the Chinese mar ket o. T
hydroca bon deposits have few other possi ble markets
exploiting its clear bargaining stfength to ensure

At the May 2017 RIACconferenceShi Ze, Director of the Centre for Internatéd Energy Studies,
suggested that the best time for increased cooperation between Russia and China on energy issues has
passed because of increased world supplies and changes in tecfihology.

In the view of this author, Shi Zeay well be right but not only for the reasons he gave! As suggested

earlier, Russia was slow to see the economic potential of China because of its focus onGalmope.

makes an interesting point thHiat2000 Moscow was not against laying oil and giaesfrom the

Central Asian regiorotChinabecauséit hese supplies reduced the incenti
countries to search for ®% outes to Europe bypassing

Whatever the longerm prospects for the Russthina energy relationship, Russséll needs its

western marketA mid-2016 RIAC report noted th&é Chi na wi | | not replace the E
for Russia for the foreseeable future. Even if the Western and Eastern gas routes are built, their
aggregate capacity after 2020 will to# billion cubic metrs peryear, against the 146 billion cubic

metres that Gazprom sol & to Europe and Turkey in 2¢

ATrade Mapo g¢i Wassianoneharggeaportbto @hina. Asfnoted above, Russian
Customsbhaseddata suggests totRlussian 2016 exports to China of $US28 billiaile Chinese
Customs based dapats Chinese imports from Russia at $US32 billiorboth cases the largest

"HROil and gas compani es csegmergseupstream, midstreamend dawmstredre.d i nt o t h
Upstream firms deal primarily with the exploration and i
http://www.investopedia.con@tms/u/upstream.asp

“James Henderson and Tatiana Mitvova, fAEnergy Relations

Dragond, OIES paper WPM 67, August 2016
https://www.oxfordenergy.org/wpcms/wimntent/uploads/2016/08/EnerRelationsbetweerRussiaand China
PlayingChesswith-the-Dragor WPM-67.pdf
80 shi ze Director of the Centre for International Energy Studies, Senior Research fellow, Forrmaegident of
the China Institute of International Studi@&Russi a and China: Taking on a New Qua
Russian International Affairs Coaih Conference, Moscow, 280 May 201 http://russiancouncil.ru/en/rucn2017
¢ dzj C MO dzH tAlexar@erGapuey ( Al sd hj, HO fkyj. sOC {tffdY ftjotOls
d dzls j to j Nipmepyeés wérseHow Russi a transformed the),€8fegid nto a cl ub v
Center Moscow, 13 June 2017
http://carnegie.ru/commentary/?fa=71212&mkt_tok=eyJpljoiTVRVNES5tVmMtPVEJtTKRNdyIsINQiOiJqUktCNnB
sekRtOFhpTkl4cGhNdWhKZ0IINO5yV1ZQSU9UYS¥UjRoUnRBaDdaZ1AWK2RHOGIVQkV0ZIM1alpoc0Z
wbzJhSDIIT1IUSEVZNjdDYk1wYjRVaVhZcnRIOGJIxc3I5MVIHMEJFczBxUnJzV25LNKkZrS3lwSzNUZzFsZSJ
9
82 RussiatRChi nese Dialogue: The 2016 Model 6, RusBebpiten | nternat
the long border, reddusiness contact between Russia and China is quite limited except for some major resource
deal s, | ocal trading in Russiabds eastern regions, and i n
http://russiancouncil.ru/common/upload/RusSkinaReport25eng. pdf
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http://russiancouncil.ru/common/upload/Russia-China-Report25-eng.pdf

non-energy item is wood, followed by fish or various mineralofes not ed ear | ater, ATr ade
shows thaRussian imports from Chiria 2016 (based on both Russian and Chinese Customs data) is
about $US38 bhillionlt is mostly machinery and equipment of various types and consumer products.

The reality is that, espite the long bordenpn-energy relatedeal business contact between Russia and

China is quite | imited &xasteEmtegidng andihtenetbasedt r adi ng i n
purchasesAt the 2016RIAC conferenceli Fenglinindicated that the economic relationship

nee@gl3 to move on from state owned entities (such as Gazprom and Rosneft) to middle sized and smaller

firms.

But, progresn adding smaller deals to the big energy related transactions is veryA$lthe. same

RIAC 2016conferenceVictor VekselbergChairman of the Russian Chapter of the Rus€ihimese

Chamber for Commerce in Machinery and High Technology Productsfisbid: t i mat el y, joi nt p
are implemented by specific professionals, engineers, entrepreneurs, businesspersons on both sides. We

need more formats which would provide Russia and CI

how both countrfes |ive and develop. o

Vekselberg alsosaidi For nine years, the Ch aampdteershiphbatweenbeen try
ourcountries n t he sector whi ch, I believe, has the great
note the disastrously | ow | evel of our PHHetnership
ar g u e deadoriabld coofieration and alliance between tatiesswould lead to the emergence of

worldcl ass top compani®s in Russia and China. o

In the view of this authorVekselbergis certainly right about the role of professionals and
businesspeople and the need for better understaridiedow level of RusiaChina student exchanges

has already beennotedn r el ati on t o thepéa&hiowi ediheexirfiecaceb ¢ &Rod s i
of such countries as Australia is that many students become migrants working in professional jobs and

as businesspeopéndthusenhance economic relations.

Ivan Safranchuk, who is in the same camgasr aganov when it colmlegcsd® figeop
has argued thdiif Russia builds a technological base of its own, it will be able to attract other

countriesintoite conomi ¢ and technol ogi cal s pPalc esseacs, e qu a l p e
inthe Russianview, hi s means a | arge fispaced | argely built wu
8¥Gleb Fedorov, fiTarget $200 bln: Russia, China explore w
2 June 2106

http://rbth.com/international/2016/06/02/tar@80-bln-russiachinaexplorewaysto-stimulatetrade 599467

8 Victor VekselbergChairman of the Russian Chapter of the Rus€iaimese Chamber f@ommerce in

Machinery and High Technology Products, and President of the Skolkovo FounBasssign International

Af fairs Council, Event Report, Second I nternational Conf
Bil ater al R e 1081 Mag 2096, Moscow, 3
http://russiancouncil.ru/common/upload/ConfereReportRUCN2016En.pdf pl16)

8 One factor contributing to this situation which was not mentionadegelberg could be netariff barriers

(NTBs). The Eurasian Devel opment Bank reports that, with
on the development and cooperation of Higth industries, particularly mechanical and chemical enginea g o .
SeeEvgeny Vinokurov, fAEurasian Economic Union: Current st

Economics, Volume 3 Issue 1, March 20tip://www.sciencdirect.com/science/article/pii/S2405473917300041
% Victor VekselbergChairman of the Russian Chapter of the RusSiaimese Chamber for Commerce in
Machinery and High Technology Products, and President of the Skolkovo FounBasssign International
Affai rs Counci | , Event Report, Second I nternational Confer
Bil ater al Re | 81 Nag2016, Moscow, 30
http://russianconcil.ru/common/upload/Conferen&eportRUCN2016En.pdf pl6
]l van Safranchuk, il f Stakes Have Fail edo, Russia in Glo
http://eng.globalaffairs.ru/numberBtakesHave Failed 18397

17



http://rbth.com/international/2016/06/02/target-200-bln-russia-china-explore-ways-to-stimulate-trade_599467
http://russiancouncil.ru/common/upload/Conference-Report-RUCN2016-En.pdf
http://www.sciencedirect.com/science/article/pii/S2405473917300041
http://russiancouncil.ru/common/upload/Conference-Report-RUCN2016-En.pdf
http://eng.globalaffairs.ru/number/If-Stakes-Have-Failed-18397

In realityi in the view of thisauthdrs uch a At e gblicydMedag ye dibeanepeodr t
s u b st ipotlicytanddhevidws of theChairman ofCREON Energy ara farcry fromwhat isreally
needed tdest promote neenergy international tradend investment relationsith China.

For a start, whil&China is lookimg to develop its servicgectorsit is not clear thait will be willing to
cale itsadvancednanufacturing advantages and engage in the sort of cooperatidfekisatberg
envisagesSecondlytheRussiamfi i mpor t s u b s tiiatleastin thapiioraof tlgsiaoiteon t
T has limited histodal validity and (except for sonteasons of national securitig)particularly
counterproductive in the present fastoving digitalization world®

While it was cleaiafter the events in Crimehat there wadittle Russian could sell to China besides
energy and other natural resowg,gaany in the Russiapolitical and business leadershigsre hopeful
for increased Chinese support in the form of loans and investniritseven here there was to be
disappointnent.

Towards the end of 201&ussan Ambassador to ChinB,e n i s o v About & yedr:agofiRussian
businessmen had the impression that they could go with open pocketiheaGthiinese would
fill them with money. Now there is a more sober approach, izagn of the fact that the
Chinese are not inclined to take risi8

The lending risks include both commercial and political. Chinese commercial banks have not wanted to
be caughup in the USled financial sanctions in place against Russia, although tidbsaese
institutions with a more political purpose (ie those involvedGitinesepromotion ofdevelopment
tradeand obviously politicatelations) have recognized a need to be more open fordsgsinot least
because of the PutMi relationship and because of the importance ofSREB part of theBelt and
Roadproject.

Reliablestatisticson international investmeiaregenerally harder to get thaatisticson international
trade.This ismostly related to the fathere is nghysicalmovemenbf goods to befficially recorded
for customs purpose$ Moreover, as already discusséd the caseof energy’ there can be a
significant difference between announced investment transactiod those which are actually
completed.

Kashin writing for the ValdaiClubin mid-2017 refers toRussian Central Banks statistics showing

fiChinese direct investment of all types amounted to $645 mition2 015 and $35% mi |l | i on
After referring to several Chinese reports and quatatements byarious Chinese officials, he says
that actual Chinese investment is sevefChnhisti mes t he

already one of the large investors into Ruskis the true volume of Chinese investment is unknown to
both China and Russidecause much investment occurs via such places as Hong Kong and various
jurisdictionswith tax minimization and tough secrecy regimes.

This is almost certainly trudut sone attempts have been madeyéd a better handle on thésue.
According to Gabuewalso writing toward the middle of 201Chinesepolling of Chinese companies
that have invested in Rusdiaa s g i v e n US$40illian of cuenulative infiestment by the end

8 My critique of the Russian National Technology Initiative explores this issue in more detail. See:
http://russianeconomicreform.ru/category/exggdup5-movingfrom-stimulationof-innovationto-growthon-its
-basis/

¥ Country Re prberAsan FoRiRg Bdvember 2016
http://www.theasanforum.org/countrgportrussianovembes2016/

“®This is also the caseiforexampeaouysm éns B sewices providddbyans act i ons
workers in one country to clients in@her country.

%1 James Henderson and Tatiana Mitrova have pointed out that there is often a significant difference between
announced investments and those that actually take place.

92 Vasily Kashin, "Is China Investing Much in Russia?", Valdai Discussiab,® June 2017
http://valdaiclub.com/a/highlights/chinegevestmentsn-russia/
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of 2016, with aboué quarter(ie about $US10 billionfoming after the Crimea annexatigain early
2014) %

ThefiChina Global n v e s t me f*tjoinfympradudead by he American Enterprise Institute and
The Heritage Foundatiosuggests thatthea | u e o finveStimantower@eas in the period from
the beginning of 2005 until mid017is $921 billion with the Russian share being $US29 hillicor a
little over 3%.According to the Tracker baut $US10 bilbn of this occurred after the Crimea
annexation.

The difference between Gabuev 8killo$ddsddpértlybeidielta on and t
Chinese investments in Russia before 289& in early2017, but in the opinion of this author most
will be due to differences and difficulties in data collection

One issue could be thdti$ Tracker only reports individlransactios of $US100 million and above.
While there may be many investments in Russia of less than $US100 million, they will not be as
important as in countridike Australiawith a better investment climate and a larger Chinese diaspora
than Russi&’

The Trackedoes notlearlydistinguish betweeforeigndirectinvestmen{FDI) and indirect (ie

portfolio) investments but does give a number of $US11 billion
in Russia® A July 2017 joint report by the Chongyahrgtitute for Financial Studies, the Valdai

Discussion Club, and The Kazakhstan Council of International Relatiorrdbatsote referring to a

Chinese | anguage arti cl efinsm@aysecogFDltimRadsiahatdreaZ2ieéd 6 Chi n e ¢
$US14 bilion.o®’

According t
beginning o
Afconsi derab
i mpl eme®t at

o the Eurasian Development Banko6és 2017 i
f 2016, Chinese FDI stipatsknotedthaaRu s si a r e me
Il e numb e r edanf201vhang earier are stllmwadingfinalon execut

i ono.

“®Al exander Gabuev, AChina and Russi a: ApflRGl2nds with strat
https://www.lowyinstitute.org/thénterpreter/chinaandrussiafriendsstrategiebenefits

“AChina Global Invest ment Tracker o, compiled by The Amer
Foundation https://www.aei.org/chinglobatinvestmentracker/

% Th hifaGloballne st ment Tr ac k e dimAugiralia (ke Russia\aeesouroegichtcountry) in

theperiod from2005to mid-2017at $UD0billion, but it will be high than this if only due to individual

investments of less than $100 million. A May 2KFMG repatputst ot al Chi nese fAdirecto i nves
Australiafisince 2003 at around $US90 billian
https://home.kpmg.com/au/enthe/media/preseeleases/2017/04/maturiohineseinvestmentaustralial-may-2

017.html

% The difference between FDI and portfolio investment might mean little if the effect of taking a large indirect
portfolio stake (by buying shares) has the same coatdlfinancial flows effect adirectownership. A

Afgreenfieldd investment is generally taken to mean somet
" This data is attributed toXinhua News Agency spokesman, but no ultimate source is give. | cannot in any way

reconcile this $US14 billion with the Trackerdagax cept i f it is actwually referring t
This report alsosaysth&thi naés t ot alv didtomen tgin vdd i 20%B By Ao from | | i on

the previous year. Almost identical numbers can be obtained from the Tracker, so it maybe that this is where these

|l atter numbers were sourced. MAReshapifrogpCHha,Rasa an Economi
and Kazakhstan Think Tanks o, htth/adldahialub.cobifilesti4d8456 i on CIl ub, Jul
““AEurasian Economic Int egration, 20170, Report 43, Eur as
https://eabr.org/upload/iblock/470/EEBentre 2017 RepoeA3 EEI ENG.pdf

®HEurasian Economic Integration, 201706, Report 43, Euras

https://eabr.org/upload/iblock/470/EEBentre 2017 Repor#3 EEI ENG.pdf
19



https://www.lowyinstitute.org/the-interpreter/china-and-russia-friends-strategic-benefits
https://www.aei.org/china-global-investment-tracker/
https://home.kpmg.com/au/en/home/media/press-releases/2017/04/maturing-chinese-investment-australia-1-may-2017.html
https://home.kpmg.com/au/en/home/media/press-releases/2017/04/maturing-chinese-investment-australia-1-may-2017.html
http://valdaiclub.com/files/14845/
https://eabr.org/upload/iblock/470/EDB-Centre_2017_Report-43_EEI_ENG.pdf
https://eabr.org/upload/iblock/470/EDB-Centre_2017_Report-43_EEI_ENG.pdf

The Eurasian Development Bank (EDB) seems to be referring to cumulativeedatese of the use of

t he wor dutfheactoatnumber of $US3.4 billion would be more likely thadridy 2015 and

thus almflJowwp.2017, Peouimonl saidetldatr eich 2@p6t@Al i nve
was $US2.3 hillion, but he characterized it as a 12% increase from?28{ESe, Putin is clearly

referring to a one year period and the EBBrobably doing the same.

According to the Tracker, the Russiaro t a | Aiinvest ment flowo from China
and $US2.2 billion in 2016 or, 3% and 1.3% of the Chinese overseas investment in each respective

year.Thejoint report by tle Chongyang Institute for Financial Studies, the Valdai Discussion Club,

and The Kazakhstan Council of lsiaemeat? 6ndboRel at i «

Of the $US29 billion total f or t h gUSHbilliandnk e r dat a, 0\
fimetal sd0 or extractaomd 9$USHalbiul.Bhe otmeret® biflion era | estat €
S0 is a diverse mix.

At the morerecentofficial level, the 34 July 2017 visit of Xi Jinpingo Moscowbrought the

announcementth&hina 6 s Devel opment Ban kRussighDBert Inwestindnt j oi n  wi t h
Fund(RDIF)'®* to create a new investmeRMB**? 65 billion'” v e hi c | e -bfoard efrdr pssoj ect s
associated with the Belt and Road and with the EABUAt the same time, it was announcedtth
Vnesheconombank would receike RMB 6 bi l 1l i on | oan from CBD to fund
transport in Russia, aswellascrise r der pr ojects in Siberia and Russi

While significant, in the view of this author, these amounts arpnoof of anything more than a
modest Russi&hina economic relationship and were close to the minimum that Xi could offer Putin
when he visited Russia.

The Tracker al so has d% This gieena sinenhatsdifferent pittureocoh cont r act
Chinese economic activitfy as opposed t o madrrRessieandsdswill lfeiseenv e st ment 0)
lateri particularlyin Central Asia. In the period fro2005until mid-2017 these are put at $US16

billion for Russig®® with the main identified areseing energ, metals and real estate.

Despite the data differences and uncertainses\e otheabove datéd while not large in world terms
T would seem tindicate thatispects of the Russ@hina economic relationship anet quite as bad as
the earlier quotednecdotal evidence suggedbut it certainly has significant room for improvement.

In mid-2016 a senior Gazprombank officiadjuoted in &RIAC report indicated that there has bean
ftremendous breakthrough in informing each other of the opportuniffesed by the financial

“lt is possible that the Russian should havenordeen trans.l

thanoneyeal Pr ess st at emenClsi i @4 dduyMa0ligs &Russi an

http://en.kremlin.ru/events/president/news/54979
WAccording to the Tracker, Chinese fAinvestmentodo in Aust:

in 2016 HoweverK PMG esti mate that total C hdumng20¥waS ovéerr ect 0 i nvest |
$US11 billion (the higher number probaliypart due to the inclusion of many individual investments of less than

$100 million).

https://home.kpmg.com/au/en/homeftiia/presseleases/2017/04/maturhuhineseinvestmentaustralial-may-2

017.html

101 Russia Direct Investment Funchttps/rdif.ru/Eng_Index/

“Renminbi (often abbreviated tymniRidBgsicuneans fpeopl eds cut
103 Apout $10US billion
M Max Seddon and Kathrin Hille , fChina and Russia strik:e

https://www.ft.com/catent/323f82540d211e788140ac7eb84e5f1
195 The Tracker does not give any further explanation of this term.

The equivalent number for Australia is $US11 billion.
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106


http://en.kremlin.ru/events/president/news/54979
https://home.kpmg.com/au/en/home/media/press-releases/2017/04/maturing-chinese-investment-australia-1-may-2017.html
https://home.kpmg.com/au/en/home/media/press-releases/2017/04/maturing-chinese-investment-australia-1-may-2017.html
https://rdif.ru/Eng_Index/
https://www.ft.com/content/323f8254-60d2-11e7-8814-0ac7eb84e5f1

ma r k.8’tBatothis banker then added ttevealingqgu al i fi er that this fbreakth
on any®flesh. o

Even i f ther e h arsfornaton oreakthrofigh,rit basieomalfiom a \@ry low base.

According toa senioo f f i c i a |l ICEBCfbankguated iatliessameRIAC report,any significant
developments are still in the futui@As r egards the financi al spher e, w
possible a system of mutually recognized financiahgat criteria for project financing or projeivéd

financing, a system of lending control. We algant to develop the market afilsle RMB derivatives

and to actively use the hedging instruments against risks tied to interest rates, exchange rates, and

inflation. Thus we could improve and advance our financial cooperation. Finally, we need to establish a

bilateral mechanism for exchangingdncial information, to jointly collect, process, summarize, and

study relevant information and strengthen our-isi n age men® r egi me. o

This ICBC wish listfor financial sector developmerst very extensive and something which in reality
would takemany years to develop even under the bastditions for cooperatiorModern financial
systems are both simple and complex. The simpleipadmpared to politics for exampleit that
activities and outcomes are numerically measurabte quickly learntThe complex part is that solid
institutional arrangements are neede@nsure that businesspeople and consumers have the confidence
T or trusti to undertake significantam-cash financial transactions. As already discussed, there is a
distinct lack oftrust in the Russi&€hina business relationship.

While bothRussia and China have mat@ghnicalelements of a financial system that could implement
some of the items on the ICB@ish list, the reality is that neither country is willing to develop the
ingtitutional framework for the development of a truly sophisticated financial system that would allow
a deepr financial relationshifppetween theibusiness sectsrto develog*®

3. Influence of Domestic Policie®n the Relationship

In the opinion of thisuthor the future developmertf the RussiaChina relationship will aside from
that at t hontinueto e infipededoby the interpalblic administrative systems of both
countries.Neither President Putinor President Xi is piared toallow internal political frameworks
that are most conducive tioe development of broader international social and ecorrahaittons

YWEvgeny Nadorshin, fEc-€homies eB®sRussiamelitesriohapAifaRs 5si an
Counci |, Event Report, Second International Conference,
Rel ati on 0,31 Mayg0d® w, 30

http:/russiancouncil.ru/common/upload/ConfereiR@portRUCN2016En. pdf

198 This does not surprise me as | spent most of 2014 and 2015 in Shanghai doing research on Chinese financial

sector issues. | subsequently spent all of 2016 in Moscow and found little interest in Chinese financial issues. See:
http://shanghaifc.org/

WEygeny Nadorshin, fEc-€homies eB ®sRussiamelitesrhtiomlAfairss si an
Counci |, Event Report, Second I nternational Conference,
Relat i ono, {dbMay2016, 30

http://russiancouncil.ru/common/upload/ConfereReportRUCN2016En. pdf

110 | ater in this text the aim of Kazakhstan to create and International Financial Center in Astana will be

considered. While the chances of success are not high, the Kazakh authorities are very conscious of the need for a

good institutional framework. For m®on financial sector development, see my writingsvav.shanghaifc.org

and my report for AustCham Shanghai on reform and development of the Chinese financial sector:
http://www.austchamshanghai.com/application/files/6414/7097/8626/Australian_Financial_Services Business_in_

China_EN.pdf
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Xi Jinpinghas reportedlysajd i n a speech to party members, that tt
nobody was man enoughgot an d u p Mafinld cr aensenmphasise erough the fact that the

Chinese Communist partyadership continues to live under the Soviet shadtvey are

hyperc onsci ous of the reforms Gorbachev unshysrt ook and
David Shambaughdirector of the China Policy Program at George Washington Univetsity

In the view ofYongjin Zhang,University of Bristol,fiChina may attempt to defend that part of
globalisationthat China has benefited from, free trade for example. But it is not committed to
gl obalisation as a |liberal 'roject for constructing

To a large extent, it isot so much the collapse of thelitical USSRitself, but theeconomicshanbles

that followed in Russia that will be influencing su€hineseviewsi which are also held my many in

Russia, including President Putiis spokesperson as recently as December 2016, confirmed that

Putin viewed the col | awhghepusbdd backdeveldap@ediRntteensiang idi s a st e
independent statt$ andclaimedthat this is a reason for the creation of the EAEU.

However,in the view of this author, behind all theéShinese and Russiafewsis a serious misreading

of why Russia became such an economic mess inthe early1980s.was not Al i beral i zat:i
the fact thaRussiarpolicy makers had a very simplistic view of what makes a truly modern economy
function.When combined withdreign economic advisers who were almost totally ignorant of Russia,

this became a recipe for disaster.

In an article written in 1992, this auth@@hen chief economist of an Australian bank who had just

visited Russiagriticizeda number of aspects tife Russia reformrogram includingthat there was

fitoo little emphasis on the need for rapid and vital reforms in the accounting, banking and legal spheres,
including antimonopoly legislatiod**> The article also saithe fidanger with rapid privatizatioof

larger enterprises is that its lack of control may deliver many state assets into the hands of only a few
groups who will then exercise monopoly powers and control over the economy

While Putin and Xiwill certainly understand many aspects of sophistidatedhational trade and
financial markets in terms of basic data and financial indicatfoey appear to have much less
understandingf the great need for the trust and confidence that truly bpeainly A We s tier n 0
societies (including free mass mediad independent courts with all their deficienci@s)videin a
muchbetterwaythan any other governmental system.

While presidents Putin and Xi may to a certain extent {besagistogether in order tochieve a few

high profilebusinesgslealsnheither they nor their general business communitiesost other sections

of their societiesre likely to put in the effort to achieve much mdnethe sphere of neenergy

economic relations, the great majoritinnovativeand internationally orientatgeeople and

organi zations in both Russia and China wil!| conti nt

Part B: Central Asia

ML Jamil Anderlini, "How long can the Commist party survive in China?", Financial Times, 20 September 2013
https://www.ft.com/content/533a6324dc-11e38861-00144feab7de

112 3amil Anderlini, "How long can the Commushiparty survive in China?", Financial Times, 20 September 2013
https://www.ft.com/content/533a6324dc-11e38861-00144feab7de

113 James Kynge, "China stakes a claim for glistmalwithout liberalism”, Financial Times, 28 January 2017
https://www.ft.com/content/11c80d&817f11e69645c9357a75844a

114 Catherine Putz, "Eurasian Economic Union: A Cust@ude and a Kyrgyz Dilemma", The Diplomat, 28
December 2016ttp://thediplomat.com/2016/12/eurasiaconomieuniona-customscodeanda-kyrgyz-dilemma/

BsSee 1992 article entitled #fARubtelrassiandRmdmicrefore.rus and t he |
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This chapter aims to provide economis orientated overview of individual counties in Central Asia
and of the complexities of their relationshipgh each otherApart from their common tendency
towards authoritarian government, what stands out is their diversity of their internal econacigs pol
and their political and economic attitudes towards each dathesregion is not a weknown part of
the world, so the main goal here is to give the reader both basic ecarahpolicy informatiorand
also toactas background to later chapterisigh concentrate on the EAEU, SREB and the SCO.

1. Introduction

Following the collapse of the USSR, the fimewly independenCentral AsiarstategKazakhstan,
Uzbekistan, Turkmenistan, Tajikistan and Kyrgyzstasn) to build much of thedministration oeach
countryfrom scratch This was never going to be an easy task

A mid-2016RIAC report states th&entral Asia is d@rather complicated region with a complex

system of tightly intertwined sotiaomecomami d mpsobl er
themaretranb or d e r  iMoreowea, many o tie security challenges are related to religion.
According to the report, ACentral Asian states off e
and organizati ons o theodyneans of exigtencerfod teerfofjawersiaf pbliticals

Il slam, and it is conducive to its radicalizationo.

The inevitable disruptionis the 1990sn such a place provided fertile ground for the rise of
authoritarian leader8ut, while they continued to be basically authoritarian internéllgse countries

did adopt a widr variety of approaches to international political and economic relatimke each

coul d clai m that -vectorfavega policyained dt seging for thieoptimal |

bal ance in their r, %t personalpsychdlogids argl preferancepod suehr s o
authoritarian leadeiigevitably impactdon the choicesSo, echCentral Asian countrijasapplied its

own interpreetatbon. of fAmul ti

Kazakhstan and Kyrgyzstan sort to cooperate where possible with China and Russia and joined the
EAEU, as well as the SCO afllective Security Treaty Organizati¢@8STO),"*® the lattersetup by
former USSR countries to ensure secutitg b e k i esohanit fbaus was on independent industrial
development, so it avoided the EARUd eventually left the CST®lowever, it did join the SCO
because of its early focas security issueshich were relevant to.ifajikistan has taken more of a
middle roadlit is not a member of theAEU, but it is a member of the CSTO and the SCO.
Turkmenistan has basically refused to cooperate with anyone on any issue.

2. Domestic and International Economic Data

Understanding Central Asia and its existing and future role in the EAEU, SCO and SREB requires some
statisticalunderstanding of the individual countries that make up the @hesfollowing table gives
comparative data fahe Central Asian countries, R and ChinaGenerally the data should be taken

as indicative rather than a statement of exact fact.

International comparisons of GDP and GDP per capita using simple nominal exchange rate calculations
will clearly be influenced by changes in these ratdsch may be set by financial markets or be managed
or fixed in some way. Moreover, because prices in different countries can vary greatly, a Purchasing

YRussian International Affairs CeChimeseiCboperatoinkdnmay Paper , |
As i ao, htp&rusBi@ndobncil.ru/en/inner/?id_4=7724#tumten
"Russian International Affairs CeChimeseiCboperatoinidnay Paper ,

Asi ao, ht®p&rusBi@ndobncil.ru/en/inner/?id_4=7724#%taptent
118 hitp://www.odkb.gov.ru/start/index_aengl.htm
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Power Parity (PPP) methodolo}y has been developed by economists in an attempt to make
internationaktomparisons of economic conditions more realistic. The process is necessarily subjective in
many parts, and the PPP results can be significantly different to that obtained by using simple nominal
exchange rates, so the data should be used cautiBotiythe World Bank and the IMF produce PPP

data for all these countries, but the numbers differ litthe table below show&/orld Bank data for both
nominal GDP per capit? and PPP based GDP per capfta.

Russia | China | Kazakhstan Kyrgyzstan| Tajikistan | Uzbekistan| Turkmenistan

Pop. 147 1,380 18 6 8 32 5
Million

Nominal | 9,300 8,100 10,500 1,100 925 2,100 6,700
GDP
per
capitg
2015,
$US

GDP 25,000 | 14,500 25,000 3,400 2,800 6,100 16,500
(PPP)
per
capitg
2015,
$US

Whatparticularlystands out is the wide disparity of PPP based GDP per capita between the Central
Asian countries.

I nternational trade data for the countries of Centr
trade data reported by Uzbekistan, Tajikistan okmanistan. Instead, it uses the data reported by

their trading partners. Thus, for example, the 2016 data shown in the following table for these

individual countries trade with China is actually based on Chinese Customs data (so, obviously, the

numbers ar¢he same).

iTrade Mapd does use statistics reported by the aut
both members of the EAEU). However, there are considerable discrepancies between Chinese version

of events and the data of these two individDahtral Asian countries. As can be seen in the first two

columns of the tableChina says that in 2016 its exports to Kazakhstan were woi$8,843 million,

while Kazakhstan reports imports from China is the same period as beindJa3y665 million.

China says that in 2016 its exports to Kyrgyzstan were w40 million, while Kyrgyzstan

reports imports from China ithe same period as being only$L,465 million.

"WAccording to the OECD, APPPs are the rates of currency
different currencies by eliminatitgh e di f f erences in price | evels between co
the way PPP is calculated:

http://www.oecd.org/std/pricgspp/purchasigpowerparitiedfrequentlyaskedquestionsfags.htm

120 \World Bank GDP per capita data using nominal exchange rates:
http://data.worldbank.org/indicator/NY.GDP.PCAP.CD?yeagh hdesc=false

121 \World Bank GDP per capita (PPP) data using nominal exchange rates:
http://data.worldbank.org/indicator/NY.GDP.PCAP.PP.CD?year_high_desc=false

24


http://www.oecd.org/std/prices-ppp/purchasingpowerparities-frequentlyaskedquestionsfaqs.htm
http://data.worldbank.org/indicator/NY.GDP.PCAP.CD?year_high_desc=false
http://data.worldbank.org/indicator/NY.GDP.PCAP.PP.CD?year_high_desc=false

Chinese exports to | CA imports from Chinese imports CA exports to

CA (Chinese China (CA country | from CA (Chinese | China (CA country

Customs export import data), 2016, | Customs import export data), 2016,

data), 2016, $US | $US million data), 2016, $US | $US million

million million
Kazakhstan 8,243 3,665 4,793 4,213
Kyrgyzstan 5,640 1,465 71 79
Tajikistan 1,710 1710 31 31
Uzbekistan 2,033 2033 1,606 1,606
Turkmenistan 340 340 5,563 5,563
Total Central Asia 17,972 9,213 12,064 11,492

The last two columns show the other side of the trade equiatierChinese imports from Central
Asian countries or Central Asia country exports to China. The discrepancy in the Kyrgyzstan data is
insignificant, but the discrepancy in the Kazakhstan data amounts to $US580 million.

These various data issues mean thattiea very large difference between the total Chinese Customs
number for its exports to Central Asia ($US17,97#lion) and the Central Asian imports from China
number ($US9,214illion) obtained by adding a variety of sources.

The table Oeladw MaeRBesshimndaCenfrab Asia. As the above table, the
statistics forUzbekistan, TajikistaandTurkmenistan are based on thathadir trading partners (in this
case, Russia). As can be see, the data discrepancies are much less.

Russian exports to | CA imports from Russian imports CA exports to
CA (Russian Russia (CA from CA (Russian | Russia (CA
Customs export country import Customs import country export
data), 2016, $US | data), 2016, $US | data), 2016, $US | data), 2016, $US
million million million million
Kazakhstan 9,426 9,130 3,612 3,509
Kyrgyzstan 1,025 799 170 145
Tajikistan 661 661 26 26
Uzbekistan 1,965 1965 761 761
Turkmenistan 571 571 331 331
Total Central Asia 13,648 13,126 4,900 4772

Kazakhstan is geographically the largest and also the most reseigtteCentral Asian country.
i Tr ad e? ddaipbiased on Kazakhstan Customs datshows total Kazakh exports of $US46
billion in 2015, falling to $US37 billion in 2016, no doubt influenced by dwt that lower commodity
prices meant that the share of fAfuels and mini

ng pr

21 hternational Tr a dtp/vGweviradensdosg/cuftnynsap/Bilatdvid HDaspx
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in 2016 . Exports to China were about 12% of total exports in both years, to Russia about 9%, and to Italy

about 17% (inthid at t er case, mainly fuels). The main i mpor
goods of various types. Kazakhsbapositive trade balance also fell from about $US15 billion in 2015 to

about $US12 billion in 2016.

Nursultan Nazarbayev, who became prasidenen Kazakhstan separated from the USSR, has promoted
both Kazakh nationalism and a mudtilture identity. The Kazakh language has been promoted while
efforts have been made to retain the loyaftthe Russian speaking minority which is aboutp2dcent

of the populatiotf® with manyof theseliving along the long northern border wiussiaand having
fist aun-&h leynfvievs

In a likely indication of things to comd&azakhstan is planning tgraduallychange fromusingthe
Cyrillic alphabet to the Latin alphabgtring the period to 202%°

According to KazakhstandbKaMakhhstarnwydoff droeiegrgnp AlIfifa
principles of multivector, balance, pragmatism, mutual benefit and solid defense oftisnal

interests *2° According toKirill Nourzhanov of the Australian National UniversitiNazabayev has

consi sfollewed theynotidn of Eurasianism wh i cKezalkhstamlsas a cul tur al ibr
between Asia and Europ€.

Nazabayev has periodically launched new initiatives to develop the Kazakh economy and dociety.
2014, he announcdtia z a k h s t By s oo iie swNuByoZhdlo@®y ainfed at developing ady

al | aspects of Kazak®GB8taadsr en @avashmnehedsn®@@lfwhice gr A m

aimed to boost national unity and the econoriaya number of reforms. More recently, January

2017,Nazar bayev used his annual nati onal address to e
Hesa d t hat t he asthecteationmithe entiraly newtstat@basied on the principles of

a marketecononly, whi |l e the fAsecondod included the building
includes mooted institutional reforms and thetréao n Naf i an &l TechH%l ogy I niti at
Whil e thBaRuseesabhnTachnology Initiativeo is entirel.

based on digitalization, the Kazakh versadso seek$ more sensibly, in the view of this auttioto

ZFabi o TheBumsian Eddnomic Union and the Silk Road Economic Belt: the imptet SfneRussian

geopolitical strategies in the Eurasia regiono, iMaastr
https://www.msm.nl/resources/uploads/2016/09/MBNR20L6-5. pdf
“3joanna Lillis, AThe long read: why Russia should see of

National, 26 March 2015.
http://www.thenational.ae/ar#estyle/thereview/thelongreadwhy-russiashouldseeoff-chinain-centratasias
newdgreatgame
ZAigerim Seisembayeva, fAKazakh Presidenttlyays Tdet princi
Astana Times, 18 April 2017
http://astanatimes.com/2017/04/kazaddesiderlays-out-principlesfor-modernisatiorof-nationsidentity/
%cited in Kirill Nourzhanov, fKazakhstan arfvdkingphe Eur asi ¢
inthe PosSovi et Peri odo, Chapter -CoZnmumi A Quaretsesre s©e n tEWr ¢t edlf
Fish, Graeme Gill and MilenkBetrovic, 2017https://link.springer.com/chapter/10.1007/9%8194343%7 13
127 Cited in Kirill Nourzhanoy A Kazakhstan and the Eurasian -MEagimgn omi ¢ Uni o
inthe PosSovi et Peri odo, Chapter-ChImumi M Quesartsar sCGentEwdi y edf
Fish, Graeme Gill and Milenko Petrovic, 20h#tps://link.springer.com/chapter/10.1007/9%8194343%7 13
B Nursultan A. Nazabayev, ANurly Zhol, Bright Path to the
https://www.thebusinessyear.com/kazakhst@m5/nurlyzhol-bright-pathto-thefuture/insideperspective
2Aigerim Seisembayeva. A Pr esiode rkKta zAarkrou rnceds, 31 TThhier dA sMadhear 1
Januan2017http.//astanatimesom’2017/01presidentannounceshird-modernisatiorof-kazakhstah
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use technology tmore directlyboost the competitiveness @fisting sectors (such as agriculture) in
which Kazakhstan would seem to have a natural advafitage.

Although far from ideal, Kazakhstan stands out as the most progressive country in Central Asia. Not only

is it in the best geographical position to take ad\
greatest aptitude. The other four countrie€entral Asia suffer from very incompetent public

administration.

According to Andrei Kazantseof the MGIMO, "Kyrgyzstan by the standards of Central Asma
very democratic country, with traditionally greater freedoms, but a very high internal instaBility”
including the sec a | [Twigl Revblutiord in 2005and thefiRevolution of Rosesethnic conflictin
2010 Kyrgyzstan is rich in water resources andeptial hydreelectricity generation and has
considerable potential as an electricity exporter.

ATrade NMbpéeedaba Kyr gy z sshoavnkyrgyzstao tetal exposts ofloaly about

$USL1.4 billion in 2015 adsnedf@atidus typasiacctuntifigiar reearly ous 0 me
40%. Russia, Kazakhstan and Uzbekistan each accounted for about 9% of exports in 2016. Exports to

China were a tiny 3%. Exports to Switzerland were a very large (which is not surprising given the share

of diipoesod metals and®Bhenéd$rade i Maspoexpadtrd shows t |
$US3.8 hillion in 2016, with 38% of this coming from China, 21% from Russia, and 16% from

Kazakhstan. The balance of trade is shown is shown to be in deficit of $ilBar6in 2015 and $US2.4

billion in 2016.

There has to be a lot of doubt about thisde balanceesult for a number of reasons, including
Kyrgyzstanés | ocation as a transit country for Chi
corruptonand Kyrgyzstanods 2*0Dahdbthe guestionyf hownt istfifarecedE A E U,

Tajikistan, with a Muslim majority,is prone to strong Islamic influenc&ndrei Kazantsev says that
"culturally Tajikistan is increasingly becoming a part of the Islamarld",*** something that @&
leadership is trying to resigDne factor here is the fluctuating influence ohimghich can play on the

fact that theTajik languages a Persian dialect.

As already noted, the fAiTrade Mapd internet site n
countryés own data sources, but on the data of its
billion in 2016, with aluminium and various minedogucts accounting for most of this. Exports to

China and Russia in both cases were only about 5% of total exports, while Kazakhstan took about
20%*°*The main imports were fimachinerydo and manufactu
ATr ade tdthebalandeaf trade was in deficit of about $US2.7 billion. This figure itself must be

in doubt, because it is not known how it is financed.

As already notedlUzbekistan like Turkmenistanhasrefused to participate in most regional and

international multlateral processes arths givenpriority to building bilateral relations. Uzbekistan

has put emphasis on developing its industrial sector. It also produces irrigated cotton, which because of
intensive water usage has had a detrimental effect on the environment and has been a cause of conflict

with some of its neighbordds i s the case with Tajikistan, the ATr

BORl [ s Stejfn 2 W dsdixdf Is o T4 8 dzip 3o tayij Wit wigk® L O n dn P@ifikz] and economic
reforms in Kazakhst an,Zakentkz 2 Rehrary 2067s ed i n Moscowo
https://wwwzakon.kz/48423682-moskveobsudilipoliticheskiei.html

131 ¢ dzH tog] @L O déwpgdray Kazantsey ,u O 3 d C § i ls @i tc sdgtss P 27 ¢ Cas  Tapkistan

wi || be a di ffi cy9 Septémbar 20&5http:firegnum rumews/Bokt/FI66A419.html
¥l nhternational Tr a digp/vdweviradensdosg/cuitnynaap/Bilatdvid HDaspx
¥¥lnterestingly, the fATrade Mapd site says that | TC cal cl

January, 2015, although it used EAEU data during 2014. Before this it also used UN COMTRADEsstatisti
13 ¢ dzH tsjOL O @AndreyKazantsey, fis O H X d S B lisgiRjlelf tc tsogshtsi @z ¢ C o Tajikistan will
be a difficult Beptembern20lbtips:/regnbneru/ewskHaitlpP66419.html
¥lnternational Tr a dtp/vGweviradensdosg/cuitnynsap/Bilatdvid HDaspx
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for Uzbekistan i s n odataseusesdutomthe dataiofsits trading partmens.dts o w
shows total exports of $US7 hillion in 2016, with gekports (to Switzerlandjccounting for about 40%,

natural gas 11%, cotton and cotton products about Edorts to China were about 23% total

exports and dominated by natural gas, uranium and cotton. Exports to Reisstgual to about 10%,

l ed by cotton and associated products. The main i m
vari ous type s ;shoiwthebalaheof tMdepvas indefititaf about $US4 billion.

Obtaining economic data drurkmenistan is extremely difficult. Turkmenistan has nearly 10% of the

wor |l dés nat ut®at hugegasexporessatmost ®tally to Chinand relatively small

population mean that its GDP per capita is higher than any other Central Asian country apart from
KazakhstanAs i s the case with Tajikistan and Uzbekistan,
for Turkmenistanisnotbasedbnhi s countryés own data sour.ces, but
Exports were nearly $US7.4 billion in 2016, with natural gas accounting for 76% of this. In value terms,

natural gas exports peaked at over $US9 billion in 2013.

Turkmenistan imot a member of the WTO, but is a member of the IMF. In March 2017, IMF staff visited
Turkmenistan and this was followed by a preseas€®’ whi ch said | ittle more than
economy continues to adjust to a challenging external environmehigliimg persistently low natural

gas prices and sl owewihcbiwnhobsngasadiemgnparton 028
had previously been expecttd. The main i mports were fmachineryo al
vari ousr &g @ e blahoditiedaldnee offrade was in surplus of about $US2.7 billion.

3. Relationship betweerCentral Asian Countries

Leaving aside security issuebete are several approaches that could be used to consider the most
important relationship between thalividual Gentral Asiarncountries.

One is thémportance of theseountries as transit routes fGhinese exports and impsy and here the
discussioris really about pipelines and railwayghe pipelinesrailways issuesvill be considered later
in the part of ths book dealing with relations between China and Central Asia.

More generabilateralrelationshipissuesare also important, and the mastportantof these is that
between Kazakhan and Uzbekistarwhichmay to some degree be called contpesifor leadership in
the region:*® While they have displayed differing attitudes to international involventéey do
consult on issues. Transport and transit connection are considered a prioritiFddlsweng the death
of longterm leader IslanKarimov in September 2016, éhnew Uzbek leadership under Shavkat
Mirziyoyev has been making more of an efftwtcooperate wittother countriesn various economic
areas** which has been welcomed by Kazakhstan.

1% Bp statistical Review of World Energy June 201
https://www.bp.com/content/dam/bp/en/corporate/pdf/ereapnomics/statisticakview-2017/bpstatisticairevi

ew-of-world-energy201 7full -report.pdf
137

http://www.imf.org/en/News/Articles/2017/03/21/pr1 7Afkkmenstanimf-staff concludes201 7article-iv-missio

n

138 hitp://www.imf.org/external/pubs/ftiweo/2016/02/index.htm

Bobo Lo, fAA Wary Embraced, Lowy Institute, March 2017
https://www.lowyinstitute.org/publications/wagmbrace

Wr gL sf @md @tireoxid Rakhimoy, fif Is dzts 1 jdgizoyide] d3q O dssH O 5 Is@PVis te 1L BAO

dzd H j teods scxp ts Bglations between themaoef t en gi ven out as a stj)uggle for
Central Asia Monitor, 23 April 2016
https://camonitor.kz/2286dzaimootnoshenivaizbekistana-kazahstan@snovnyetendencii.html

“IBotagoz Baltabayeva, #fAKazakh, Uzbek Delegations Discus
Times, 3 February 2017

http://astanatimes.com/2017/02/kazaktbekdelegationgliscussagreandindustriakcooperation/
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The most contentious issues betwé€mntral Asian countries relate water ancelectricity, which are
basically hangoverfrom the period of the USSBnd hae a possible direct relationship to the SREB
because of the enormous infrastructure seed

In Soviet times the integrated water and electricity systaEn@entral Asiawere controlled by aenter
in TashkentIn winter wateraccumulated in dagin Kyrgyzstanand Tajikistan, whilehese countries
receiving coal and natural gas from the otherdl@entralAsiancountries. In summekKyrgyzstanand
Tajikistan supplied water and surplus hyeetectricity to Uzbekistan and Kazakhstdn.2009, der
several disputesand interruptios to power Uzbekistanpulledout of the systemfollowed by
Turkmenistan

The Rogun hydrelectric dam facilitystands out as an issue. It isuated on theévakhshriver in
Tajikistan,which feeds into the Amudaryaver in UzbekisatnConstructionof the Rogun facilityfirst
beganin Soviet times| t réssrvoir would take manyears to fill to capacity, reducing the water flow to
Uzbekistan and Turkmenistatizbekistan'sformer leader,Islam Karimov, strongly objectiored to
Rogun(and to a smaller project at in Kyrgyzstam another river system)What will happen to those
who live in the dwnstream countries?" he aska®D12. "How much water will we have tomorrow if
they build these barriers on the rivers? This could lead to regional confrontation and evéf war."

While there is also anotheydiro-electricty dam on the Vakhsh river, Tajikistan wantateRogunfor

domestic consumptioandpossibly beome an exporter of electricitincludingto Pakistahand has

recommenced construoti on the Rogun faciitySome comment ators suggest t h
Mirziyoyev has for whatever reasoimformally agreed toenewed work on Rogu'{®

There are a number of unresolved border dispuiisf he fAmost s i gpmcenfratediathe 6 bei ng
KyrgyzstanUzbekistarT a j i ki st an tr i an gl eeachhaheahaeofthehFerganehr ee cour
valley. P a u | Go b | ehe wpography tofhttaat regidrt, the ethnically intermixed nature of the

population, and the lack of agreents on the border all make this a potential flashpoffit

According to Anm Matveeva, the governmentsofrgyzstanandTajikistana r melucfant to act against

the wishes of their border communities and force delimitation solutions that may caude socia

protest®.**®> These countries have settled over half of their nearly 1,000 km mutual border but have not

been able to agree on the remainder whicho is Ain d
particularly concerning water access and Jartuich have occasionally led to local fighting and deaths.

Kyrgyzstan also has a border dispute with Uzbekistih about a quarter of their 1,400 km border
contested The 1,300 km Tajikistatyzbekistan border also has an unresolved settfoihe new

“Rustam Qobil, AW Il t€efdraBBAsiUabtkghf2500et olwar 2016
http://www.bbc.com/news/magazi3¥ 755985

“WKanat Shaku, ACENTRAL ASI AN BLOG: Launch of Rogun dam |
14 November, 2016

http://www.intellinews.com/centraisianbloglaunchof-rogundamprojectis-leapin-the-dark110250/?source=

blogs

4 paulGobt, fBorder Conflicts Among Central Asian States | nt
External Threats Op Ed 0 , Eurasia Revi ew, 18 October 2016
http://www.eurasiareview.com/181020b6rderconflictsamongcentratasianstatesintensify-castingdoubton-c
ooperatioragainstexternalthreatsoped/

“Anna Matveeva, f sedTojilistadk yweg yfzasltlané boorr der di | emmaod, Camb
Eurasian Studies, 2 February 2007
https://www.veruscript.cordurnals/cambridggournalof-eurasiarstudies/tajikistarkyrgyzstarborderdilemma/

“paul Goble, fiBorder Conflicts Among Central Asian Stat
External Threats Op Ed 0 , Eurasia Revi ew, 18 October 2016
http://www.eurasiareview.com/181020b6rderconflictsamongcentratasianstatesintensify-castingdoubton-c
ooperatioragainstexternalthreatsoped/
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leaders ofJzbekistari the only Central Asian country with a border on all the o#ixddSSRi st & n s 0
has reportedly being making an increased effort to resolve such difutes.

4. Astana International Financial Center

Astana, which sits in the north kbizakhstam ear t he Russi an border, has bee
an International Financial Center (IFC) as frardanuary 2018/Nhile notdirectly related to the SREB

itsexpressed i m i s to become da ftheRumasiaktcanbmidhUnin f or Centr al
(EAEU), the Caucasus, the Middl e FE¥#isgoodieampleoChi na, Mo
Kazakhstanés general | eadership ambitions.

Almost all criteriafor a successful IFGuggest that Almaty would have been a bettertbiyn Astina

for an IFCas it is the commercial center of Kazakhstan, is more naturally part of the SREB, and has

far better climate in order to attract talented peophe widely quoted Z/Yen serain n u a | iGl obal
FinancialCent er s | nd e x 0 "™places the ithporanam af varld IFGE aBMarch

2017*° It has beersuggesteld® that theAstanalFC is really an attempt to fill mebuildings after the
Expo-2017:°" which runs from June until Septembleas finished

There is a general, although certainlpt uni form, view that the English |
is more likely to facilitate international financial activity than Europsan y | e fisydtemgoflthe | a wo
typeseen irRussia, China and most Asia!*? This has prompted Kazakhstan to folltve Dubai

routein Astanland base the | FC on the Aprinciples of Engl:i
financial transactions conducteddertain defined areadpplicable law of the AtanaFC will be
figuided by principles, norms and precedentSsofgl and and Wal esf6s | aw and st al

a separate ACourt 0 aesollingdisputes ralatedlBd actinitieT Othetwese, 0 f or
the domestic Kazakh legal system applies. Engliioe the official language of the IFC.

Apart from legal and regulatory issues, the availability of talented people and good physical
infrastructure, the Z/Yen surveys and other research suggest that successful IFCs also need to meet
several economic criteria. These include cost competitivenesagthiea IFC will offer a very
concessional taxation regime), high quality financial reporting requirements, economies of scale and

clustering. Exi sting financi al centers have an advaze
deeper andamorpr ovigdéeé dida richer array of serviceso.
attracted to théargest center, the lattertendo gr ow $t i Il | arger 0.

Astana will be starting from a very small scdtenight be argued that the physical location and
climateof Astana should not be of such great importance given the internet based connectivity of the

147 Maksim Yeniseyev, "Uzbekistan, Kyrgyzstan join efforts to fight radicalism", Caravanserai, 7 April 2017
http://central.asiaews.com/en_GB/articles/cnmi_ca/features/2017/04/07/fe@ture

148 The Astana IFC internet sitttp://www.aifc.kz/

49 7Z/Yensemiannual @Gl obal Fihtipa/weniloadfinai@e metimages/gfdi/gicd 241 yodf

%0 1n some of my conversations in Almaty, Kazakhstan

151 Seehttps://expo2017astana.com/en/

152 For a short discussion of this issue, 882016 White Papefi Austr ali an Financi al Servi ces
C h i rnwatten for AustCham Shanghai
http://www.austchamshanghai.com/application/files/6414/7097/8626/Australian_Financial_Services Business_in_

China_ EN.pdf
pollner, fARussian Federation Capital Markets: Analysis
Institui on al Policies Required for Becoming and Internationa

http://documents.worldbank.org/cuedien/540801468107678621/pdf/781030REVISEDOQion0Review0OVersion0
Z.pdf
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wor | d. However, the Z/ Yen surveys suggest that fdfphy
fiprofessional serices clusters are vitalod.
AWorldBankht ernati onal Finance Corporation report said

developing Moscow as an IFC faced a number of other impediments, including concentration of power
in the financial sector and corruptibit. Such impediments are present in the Kkhzénancial

sector*>® Even with the Dubai approach, the Astana IFC may end having little more success than the
Moscow IFC’

There issomeskepticism in Kazakhstan about the future of Astana hfi@arbayewies. He appears

to have pushed it partly as a way of keeping Kazakhstan together as a country to counter possible Russian
pressures in the north of the country, thi$ authoés conversations in Kazakhstan suggest that the

reality is that very few peoplwould choose to live in Astana if the same work and professional
opportunities were available in Almaty.

Part C: Russia, Central Asia and theEAEU

This chapter is focused on the present and the future, but is heavily influenced by the historical USSR
which bound the Central Asian countries to Russia in a wide variety of political, economic and
emotional ways for many years. Following independence, the five Central Asian countries have
adopted remarkably different policy combinations in their relatidgtts Russia. This reflects

differences in their geographical location, populations and economic possibilities, with the presence of
natural resources being a significant determinant of the latter. Under the leadership of Vladimir Putin,
Russia is trying toeassert some control over Central Asian countries, busthiebably doomed to

failure as the attractions of China to these countries grows.

1. Introduction

Russia iiitially showed little interest in Central Asia following the collapse of the Sbiain because
itwasseenas@ unt enabl e economi® and political burdenbo.

However,concerns about the threats to the regional security and statilitya resurgent desire to

maintain its traditional influencever countries of the former USSR soon teda change in strategy.

This started with the establishment of the Collective Security Treaty Organization (CSTO) in 1992 by

Armenia, Belarus, Kazakhstan, the Kyrgiam,RussiaandTajikistan Uzbekistan has also on occasion

been a member. The officiaiternet site of the CST&® does no't |l ist any finewso a

¥Elliot DJ 2011, ABuilding a Global Financial Center in
Center at Brookings, June 2011

https://www.brookings.edu/wpontent/uploads/2016/06/0610_shanghai_financial_center_elliott. pdf

] BRD I FC, fRussian Federation Capital Markets: Anal ysi:

I nstitutional Policies Required for Becoming an Internat
http://documents.worldbank.org/curated/en/540801468107678621/pdf/781030REVISED0OionOReview0QVersion0
Z.pdf

%6 These issues were often mentioned during my visit to Kazakhstan in November 2016.

157 Moscowranked 88i n t he M&t ohal O ET¥ nan ciAdlief oGeeview of thesMoscomd e x 0 .
experience is available ate f f Schubert, fiMoscow as an | FCo, Baltic Rim
https://www.utu.fi/en/units/tse/units/PEI/BRE/Documents/BRE_6_2014.pdf

B8 Fabi o The Bugasian EGonomic Union and the Silk Road Economic Belt; the impact of the

SinoRussian geopolitical strategies in the Eurasia regiono
No. 2016/5https://www.msm.nl/resources/uploads/2016/09/MBM20165.pd

[ o Odzd OaEass 6 @2dzj € I8 d 2 dztf D (@dgimnfgdsian of the Collective Security Treaty
http://www.odkb.gov.ru/start/index_aengl.htm
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supports suggestions that it continues to exist mainly in nominal terms and as an organization that is

not particularly active®°

Russia has military facilities in CSTO members Kazakhdtgrgyzstan and Tajikistan, but the reality

is that these will mainly be the result oflateral relations. In early 2017, Putin visited these countries

with security issues high on the discussion agenda, particularly in relation to Islamic relateshterr

Russian military bases in Kyrgyzstan and Tajikistan (near the Afghanistan border) are being

upgraded®*

Amd2016 RI AC report says that Afrom the point of

mi gration i s of?' @Ganerallydemdaring jobs and eelatiaeaty tingiteddcontact with

broader Russian society provides fertile ground for Islamic radicalization while they are in Russia, and

this can spread to their homelands.

It is perhaps not surprising that TimoRordache andAndrei S. Skribawrite that Russian efforts at

Eur asi an e c on o niiistcandifonemesgaoliicaliprojectd.'® Havevr, they also write

t hahi sitmeans t hat Russi ads Eur asi a
Eurasan i ntegration itself. I't enabl

n policy
es

mu st

regional security, and creates new opportunities for strengthening its influence and control over

postSovi et erritory.o

This text has already touched upmspects of how Moscow sees the woBdrdachevand Skribawrite

that Riussian policymakersé understanding of
been directly connected to economic performance or national welfare, but is insteaxdedohy§ the
ability to use national power to enforce Russian interests. Regional influeageésequisite for this

vi ep. o

Many in Moscow believéhat the future world order will consist of madstocs (or alliances), and that

in order to have leveragover world affairs, countries will need to be affiliated to one, or better still to

dominate one. AccdingtoKar aganov, Ahaving real

ized the

world, the United States has adopted a policy of containing @hidduilding a new USentered
configuration around itself, using mainly economic and political tools. The first step was the launching
of the TransPacific PartnershipTPP)®° with a group of AsilPaci fi ¢ ¥ ountri eso.

This beliefis one of the driving forces behind the earlier discussessian National

Initiative (NTI) that aims to give a massifseostt o0 t h e ¢ o u n #techyintlsstridcsantd u r e

exports. NTlspokespeople and documeptita particular emphasisohte r ol

180 Armenia reportedly recently proposed thatBelus be removed fr
action in regard to Azerbaijan. Sétp://www.eurasianet.org/node/82351
181 nterview with Kirill Nourzhanov, Center Arab and Islamic Studiée Middle East and

Technology

Vi

b

éheuesiisads cl ai

i ntern:

futildi

high

e offadeneconomic

t

om the CSTO becaus

Central Asia), ANU.

¥2Russian International Affairs CeChimeseiCboperatoinkdnmay Paper , |
Asi a0, h®&rustafcbudcil.ru/en/inner/?id_4=7724#tcpntent

¥ Ti mofei V. Bordachev, Andrei S. Skriba, fARussiaéds Eur a:
http://www.lse.ac.uk/IDE&/publications/reports/pdf/SR019/SReB6rdachevSkriba.pdf

% Timofei V. Bordachev, Andrei S. Skriba, fARussiads Eur a:
http://www se.ac.uk/IDEAS/publications/reports/pdf/SR019/SRBt®dachevSkriba.pdf

¥ Ti mofei V. Bordachev, Andrei S. Skriba, fARussiads Eur a:
http://www.lse.ac.uk/IDEAS/publications/reports/pdf/SR019/SRBt&dachevSkriba.pdf

%6 The TPP is fundamentally a very advanced trade and investment liberalization agreement which includes

emphasis on labor issues, intellectual property (IP), the emaint, and controls on state owned enterprises

(SOEs) Seéehttp://dfat.gov.au/trade/agreements/tpp/pagesHpactic-partnershipagreementpp.aspx

The TPP project has been abandoned by the Trump administration, but there are no signs that Karaganov (or

Moscow) has abandoned his view.

¥sergei Karaganov, School of World Economics and I ntern:
Timeof Trtbl e and a Ti me of Opportunityo, February, 2016, Av

http://eng.globalaffairs.ru/number/2083obal TendenciesandRussiarPolicies17976
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bl ocsdo and how t keéded peduttiontcltaingandortake i difficulteor proglucers
from nonbloc countries to enter into these chaifisey saythat it is necessary for Russia to form
fial | i ance mettewoersktss ionf tsheecuiri n§® t echnol ogi cal sover

Karaganov et al. have a view about the greater Eurasian region that would be unlikely to sit well with

any Chinese view® As noted earlier when considering RusSkina relations, the Karaganmwoted

fgeopol i thil maxldo meeutl tde db et he A Co mmu n iandwould includgr e at er E
AChi na, Russi a, I ndi a, Kazakhst an, Il ran, and many
woul d be based on then SIG®,| owiatchy Raunsd€isae cfulre adyi rbguiil d

Karaganowuggestt hat Ain the future, a duumvirate, advanta

in which China will provide investment and resources, and Russia will contribute security and

geopolitical stabiti y'd In the \iew of this author, it is very hard to see why China would agree to

this.

Linking trade and security issues is not new, nor confined to Rigssiadeed China)n April 2016,

US Secretary of State John Kersgid thati f o r e i g recomomit polcyand esonomic policy is
foreign policy whenputtingthe case for the TPP and the Transatlantic Investment Partnership
(TTIP).X"? Awithout a doubt, these trade agreements are at the center of defending our strategic
interests, deepening our diplomatic relationships, strengthening our national security, and reinforcing

our |l eadership across the gl obeo.

Kerry went on to talk in moreadt a i | about the TPP, which he said fAun
percent of t h @& fogrdtheéwolld, T®E wilhnotmnfydeinforce our economic
preeminence, butéwill solidify our al {Pacificas esé We n e

a means also of cementing our leadership with respect to other issues ranging from th@BDRIRK
Koremjand nucl ear weaponry to the South €hina Sea to

Max Baucus, a former US ambassador to China, hastegjy said that TPP was an "economic
complement to military planning in the South China S&&".

Gregor Irwin also gave his views on the TTWPr i t i nfghe WShaadtthe & are able to agree on

the regulations and standards affecting internatimade, they will be able to define these globally for

years to come. The overall aim is to maintain the central position of the US and the West in shaping

international standards and regulations, while leaving the countries that are intentionally ekcluded

such as China with the choice of either following the lead of the US and-fikeded trade policy

makers, or of creatinyd® their own costly alternati ve

¥JeffS hubert, fAWaitechToghf ador ybDhe RMisghan Economic Reform, 28
http://russianeconomicreform.ru/category/exggdup5-movingfrom-stimulationof-innovationto-growth-on-its
-basis/

¥As indicated earlier in this text, Fu YWSog has said th:
antrWestern bloc of any kinid .

Msergei A. Karaganov, Ktistina 1. Cherniavskai a, Dmi t
Successes. 0, Perspectives. Spring, 2016.
https://we.hse.ru/data/2016/08/12/1118068145/Harvard _Interlational _Review.pdf

"sergei Karaganov, AA Time of Trouble and a Ti me of Opp:«

http://eng.globalaffairs.ru/number/208obal TendenciesandRussiarPolicies17976

12 The TIIP is a comprehensive trade and investment agreement still being negotiated by the US and the

European Union. Seéttps://ustr.gov/ttip

John Kerry, fRemarks at the Pacific Council on Internat
http://www.state.gov/secretary/remarks/2016/04/B86Htm

174 James Griffiths, "China's new world order: Xi, Putin and others meet for Belt and Road Forum", CNN, 14 May
2017http://edition.cnn.com/20405/13/asia/chindelt-androadforum-xi-putin-erdogan/index.html

" Gregor Irwin, Chatam House, fRealizing TTIPs Strategic
https://www.chathamhouse.org/sites/files/chathamhouse/publications/researdh72Bt fealizingttip-strategie

potentiatirwin.pdf
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WhateveVladimirPut i n6s exact view on the ideaseacAt Kar aganc
the St Petersburg International Economic Forum on 17 2046, Putirlaid out the external program

of the EAEU: iOver 40 states and international or gé
free trade zone with the EAEU. Our partners aedhink that the EAEU can become one of the
centers of a greatef¥® emergent integration area.o

2. Eurasian Economic Union (EAEUV)

In 2010, Russia, Belarus, and Kalghstan formed aCustoms Unio&r’’ and in 2011signed a
Declaration on Eurasian Economintegration and a treaty establishitige Eurasian Economic
Commission (EEC). The Declaration called for transitioning to the next stage of integration inh 2012
to a Common Economic Space (CES).

In 2011,Vladimir Putinhadpublished an article in lzvésta, ent i t | ed: AA New I ntegre
Eurasian Conti nent : .HeWrete abauttthe d @#mary 2012 Banmencementoa y 0

the CESand about what could followthis He f or eshadowed the creation of
association apable of becoming one of the poles of the modern world and serving as an efficient

bridge between Europe and the dynamicAsiac i f i ¢ r e gqafharmanipus eommunity Bfe n

economies from Lisbon to Vladivostok, about a zone of free trade and everadvanced forms of

integratiord.*"®

In Astana in May 2014, the Presidents Rifissia, Belarus, and Kakzhstansigned an agreement
establishing the EEU which entered into force on 1 January 20¥yrgyzstan formalizd its
membership in August 201%ccording to its internet site, thEurasian Economic Unioff is an
international organization for regional economic integrationprovides for free movement of goods,
services, capital and labor, pursues coordinated, harmonized and single policgeictdng determined
by the Treaty and international agreements within the Uniin

The EAEU that finally emerged in 2015 is far removed foh e ambi t i ons set out i n
Izvestiaarticld al t hough Putinds ear IPéetershrg imtermationabEcendmics peech a
Forumin June2016 suggests that he still harbors many of the sprals.

Nevertheless, according to Rilka Dragneva and Kataryna Woltzakylay 2014 Astana agreement

iprovides a clear | egal tofcadifyrthe hitherto fragnferded and messyuni on a
legal basié o f i ntegr at i otneateid dmbitiotissta the Exteat thatat yntrotuces the
concept ofit he | awion® f wh ih@bmisédson the principle of formal (institutionalized)
equalt y of al |l member states. o0 The EAEU is thus fan i
| egal personality, a radi ®al i mprovement on earl i er
In the view ofDragneva and Wolczuk, he EAEU is fAnominally &am internat

considerable pooling of sovereignty. Yet a close examination of the institutional design reveals that the
common institutions are made deliberately weak in order to minimize disruption to domestic
institutions and policies of thrmember statés

president Putinds speech at St Petersburg International
http://en.kremlin.ru/events/president/news/52178

Y7 pccording to the OECD, customs unions are arrangements among countries in which the parties agree to allow
free trade on products withingfcustoms union, and also agree to a common external tariff (CET) with respect to
imports from the rest of the worldttps://stats.oecd.org/glossary/detail.asp?ID=3130

178 https:/fizvestia.ru/news/502761

179 http://www.eaeunion.org/?lang=en

180 Rilka Dragneva and Kataryna Wolczuk, "The Eurasian Economic Union: Deals, Rules and the Exercise of
Power",May 2017
https://www.chathamhouse.org/sites/files/chathamhouse/publications/researgdBZIt@urasiaremnomicuni
on-dragnevawolczuk.pdf
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Accodi ng to Kirildl Nour zhanov of the Australian Nati
to be a regional trading arrangemen?t TieRMod) t hat i s
Trade Organization WTO)il udes fifree tradedaicesmeihtrgsani 67 4S8 )
definitonRTAs.l n doi ng so, the WTO is making a distincti o
bet ween two or more partnerso (ie FTAs and RTAs) a
the world™®? The exact circumstances of each RTA are inevitably different.

Nour zhanov uses Richard Pomf'¥dtodss ame ttthaado |ficogny ao ns cd

l evel s of integration, ascending from pRI&Aferenti al
becomes indistinguishable from a nation state asa singlduni n t he gl obalhaseconomyo
just begun transitianf r om a common mar ket (1l evel 4, Acust oms u

ofproductiod) t o an economi ¢ numiaark e(tl epvM auls 5,0 mimBlaamnecc o n o mi

Evgeny VinokurovCenter for Integration Studies at tBarasian Development Bank, says in a March
2017 article that the EAEU is fAbest viewedo as a f
and stumblinp |l ocks, enriched by sever al addi ti dfal qui te

So, both Nourzhanov and Vinokurov essentially agre
plus a number of bells and whistles.

Nour zhanov not ess ftshtaatt uttloe y EABUMmMment s and institut
movement towards common foreign and security policy, citizenship, currency, and health, culture and
| egal systemso and a fisupranational parl i amentary

f ut % Whde. some early EAEU proposals included such features, they have been resisted by
non-Russian EAEU members such as Kazakhstan.

Li Ziguo of theChina Institute of International Studi@ke thinktank of the Chinese Ministry of Foreign

Affairs)'®” would seem to agree that the EAEU does have some significant achievements. He says that
Aifrom the CIS to the Eurasian Economic Community,
Space, anchen the BE U, Russia, thr oughqintdgrationtohntain bodiss, aod &6 d own s
re-enlargement, has successfully promoted Eurasian economic integration, bringing it to a new stage of
developmentr®®

BKirill Nourzhanov, fKazakhstan and t he-MBkingimtsei an Economi
PostSovi et Peri odo, Chapter-ChImumi M Qusartssr s@ishn tEuri ¥y eadf bRo
Graeme Gill and Milenko Petrovic, 20Ihttps://link.springer.com/chapter/10.1007/988194343%#7 13

182 Available athttps://www.wto.org/english/tratop_e/region_e/rta_pta_e.htm

BRichard Pomfret, fARegi onalRe®ri acte |AgHE ceoennuemmeldl, n tChgpaeri ol
Group Publishing Limited, pp.3054

http://www.emeraldinsight.com/doi/abs/10.1016/S188%7%2806%2912003

BKirill Nourzhanov, fKazakhstan and t he-MBkingimtkei an Economi
PostSovi et Ppréendd?2 iChafnA QttCamtmaumi Gam tAsrsye ssfe sPgstEdi ted by
Graeme Gill and Milenko Petrovic, 20Ihttps://link.springer.com/chapter/10.1007/98819-43437%7 13

WEvgeny Vinokurov, fiEurasian Economic Union: Current st
Economics, Volume 3 Issue 1, March 20tip://www.sciencedirect.com/science/article/pii/S2405473917300041
®Kirill Nourzhanov, fKazakhstan and t he-MBkingimtkei an Economi

PostSovi et Peri odo, Chapter-ChInmiumi A Qditesl bytdvisStEee@EishtEur vy of Po
Graeme Gill and Milenko Petrovic, 201https://link.springer.com/chapter/10.1007/988194343%7 13
B The&ehiina Institute osf fAltnhtee rtrhatniko naaln kStoufdiCehsion aids Mi ni str
http://www.ciis.org.cn/english/node_521155.htm
188 Ziguo, "Eurasian Economic Union: Achievements, Problems and Prospects", Chitaemstinternational
Studies" 19 August 201i@tp://www.ciis.org.cn/english/20168/19/content_8975486.htm
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Despite all these qualified view3atyana Vabvaya, member of the Executive Committee of the
EAEU, may be correct when she claims ttia¢ EAEU is second only to the European Unianits
degree of integratiotf’

At the top of the EAEU is the Supreme Eurasian Economic Council consisting of thes\zeams of

state (usually presidents), and then the Eurasian Intergovernmental Council comprised of the heads of
government (usually prime ministershccording to its internet sité’, the Eurasian Economic

Commi ssion is fia per manent regul atory body of the
executive bodyVoting power is evenly distributed amongst the five member countries despite the

varying size of their economies; arttle size of the economies varies significgndls the following

tablei produced by Vinokurov shows.

AEAEU socioeconomic development indicator:

Indicator Armenia Belarus Kazakhstan Kyrgyzstan Russia
Nominal GDP $bn 10.5 55.0 184.4 6.5 1331.1
PPP $bn 23.1 164.3 399.6 18.5 3402.9
Nominal per capita 3515.0 5754.5 10508.3 1112.8 9054.9
GDP $bn

Population million 3.0 9.5 17.7 6.0 146.5
Foreign trade $bn 4.7 57.0 75.9 5.7 526.3

Some of the data in this table is slightly different fritre data presented earlfer Russia, Kazakhstan

and Kyrgyzstanbut the most import point remains thgide variations inGDP andGDP per capita

This suggests great differences in levels of present economic development and likely future economic
capabilities unless some natural resource discovery was to happen in one of the poorer countries. This
diversity makes it very hard to set and manage cometonomic policie§*

Despite the for mal e g U a IRusglai andt Kadakhstain absalutelp domifiateot i ng p
the EAEUby dint of GDP per capita and population siteleed, it is clear that if Kazakhstan left the
EAEU, thenthe EAEU wouldcease to exist inany form as a serious entity.

The foreign trade data in the table seems to be a simple aggregation of import and export numbers,
being very close to what can be obt¥&meefdheby thi s
problems withsuch data have already been discussed several times in this@Gemerally poor

economic conditions, and particularly lower hydrocarbon prices, have adversely affected the value of

EAEU member country exports. EAEU Udmember ssthsasy t hat A
a percentage of their total foreign traded was 13.°1¢

Vinokurov says that ithe structure of mut ual trad
different from the structure of their foreign trade due to the predominarm®diicts other than raw

materi al so. iFor exampl e, miner al product exports
the end of 2015 exceeded 65%, while in mutual trade within the EAEU that indicator was merely

33.4%. At the same time, food andhchinery exports as a percentage of total exports to third countries

in 2015 was only 7.5%, while as a percentage of mutual trade within the EAEU, these exports
accounted for a hefty 32%. 0

189 Ziguo, "Eurasian Economic Union: Achievements, Problems and Prospects”, China Institute of International
Studies" 19 August 201itp://www.ciis.org.cn/english/20168/19/content 89786.htm
190 http://eec.eaeunion.org/
1 The difficulties of Greece in the European Union and Eurozone are good examples of this.
2l hternational Tr a dtp/vGweviradensmosg/cuftnynsap/Bilatdvid HDaspx
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Vinokurov does not explain why this difference exists, but it mainly be due to the fact that that
Russia and Kazakhstan are major energy exporters.

Vinokurov says that fii n adidalthougbh he dbes noi shysit, tigeseo p ol i t i ¢
objectives are almost solely held by Rugstah e E A E Weclfidahgtae rfins economi ¢ agenda
acommonmar ket for goods, services, capital, and | abot
progress. ayYysnokhatoviin order to make the decision
states, the fundamental move to the truly common market has been postponed to 2020 and in some
parts ev&h to 20250.

Therehas been rmuneven step bytsp processonvertingte EAEU fic u s tomsoneuni ono
irel yiimgt oanal | aws and exi'%toiomeghatthasearaly tiniftes and agr
EAEU customs code. There have been a number of causes for thisg dotession of Kyrgyzstan to

the EAEU in 2015 moved EAEtklated customs controls from tKgrgyzstanKazakhstan border to

the KyrgyzstarChina borderAccording to lvan Zuenko of the Carnegie Moscow Center, in a 11

November 2016 articlananyof the problers aredue to the fact h dotal biireaucratic elites seek to

restore control over i mp o Thedaekof dataaridinconsistanciesinacces s t
data that does exist for the Central Asian countries was discussed earliesi@ufieant part of this
probl em wil |l be rel atedantorruptoru st oms duty payabl eodo i

Vinokurov says thamanycustoms code disagreements were resolved by an Intergovernmental Council
meeting on 16 November 2016 (soon affeu e n k o 6 was publishiedd®l Ene code with some
significantlimitations, is now officially expected to come into force drdanuary 20182

According toVinokurov,t he EAEU haganofBat ttainmge d | labosmarketwitht s o i n t h
few remaining internal barriers to free movement of labor.

A single electrical power market is scheduled to be launched in 2019, while a single market for oil, gas

and petroleum product s iSIntheview ef this authotfiese are veeyr ge by 2
ambitious targets. Single electricity markets, in particular, are very difficult to establish as the
experience of the European Union atté¥tsThe earlier discussion in the text about the integrated

water and electricity systems of Centfalia’ and the fact that Kyrgyzstan is a member of the EAEU

and Tajikistan is ndt would appear to cause additional problems.

¥ Evgeny Vinokurov, fEurasian Economic Union: Current st
Economics, Volume 3 Issue 1, kh 201 7http://www.sciencedirect.com/science/article/pii/S2405473917300041

194 According to the OECD, customs unions are arrangements among countries in which the peetiesadigw

free trade on products within the customs union, and also agree to a common external tariff (CET) with respect to

imports from the rest of the worlbttps://stats.oecd.org/glesry/detail.asp?ID=3138owever, this is a general

definition, and the exact detaildncluding what is and is not included in such a uriienill vary between

agreements.

Evgeny Vinokurov, fEurasian Economic&, URUm:i:arCurawemnnalsta
Economics, Volume 3 Issue 1, March 20tip://www.sciencedirect.com/science/article/pii/S2405473917300041

%) van Zuenko, Car ne ghiuer aMa sacno wGa(ge ntWirn,nefrlsheand Losers of
November 2016 http://carnegie.ru/commentary/?fa=65114

197Evgeny Vinokur ov, fAEurasi an Economi,®usdian Joormatof Cur r ent St ¢

Economics, Volume 3 Issue 1, March 20tip://www.sciencedirect.com/science/article/pii/S2405473917300041
198 hitp://www.eurasiancommission.org/en/nae/news/PagéslZ®173.aspx

Evgeny Vinokurov, fEurasian Economic Union: Current st
Economics, Volume 3 Issue 1, March Z0ttp://www.sciencedirect.com/science/article/pii/S2405473917300041
Msee fAFriends of Europed 2013 discussion paper, @AEUG8s |

Daunt i n ghttgyvlseeauigdBocuments/JournalArtifimergy/2013/2013GlachantThreeAges.addl a
|l ater report i n Phtm/blogs.plafisEong201¢/02/2Esingl® o mi st 0
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The Eurasian Development Bar(EDB) is, according to its internet sittan  fi nt ernati onal fi
organisatiorestablished to promote economic growth in its member states, extend trade and economic

ties between them and to support integration in EL
that share€EDB6s goal s i s €Thus,dlajikidtars at neembgeroof th&€DB but not a

member of the EAEU.

The BED B éhead office is in Almatywhichin the view of this authatan only be considered a political
decision in order to attempt to downplay the importance of Russia. Presumably, a move tG Astana
capital of Kazakhstan and the location of the new International Financial Gemiidr be on the
agenda once the Astana IFC begins operating in 2018.

According to its inissibpnesrtopminoteshe tewelopntiemt ef mérketenoksins

in EDB member states, their sustainable economic growth and the expansion of trade and other
economic t i es tlhnveSisgnHarge, eflective michedriohgteim projecte of up t o
15 years. P r infastructung deaetogneersrgieats; devefopment of high vakaelded
production; energy efficiency programs. 0

The EDB is not large in the overall scheme of things, witimarter capitalof only $US billion,

including$USL.5 billion of paidin capital andbUS5.5 billion of callable apital However, it borrows

in financi al mar ket s an dtotabhmomrowingd isincg its testablishment i nt er n e
exceedbUS3 . 4 b iStill] suah ramaunts are very significant when compared to the GDP and

investment requirements of its snealmembers.

AsatlMarch 2017 t h e Benhikvéstment portfolidotaled$US24 billion and comprised
66 projects insix member counteis?®? Total investments ithe member states reach®dS5s.5billion.

The EDB manages thEurasian Fund foBtabilization and Development (EFEP, aregional financial
arrangement ithe amount o$US8.5bhillion. In addition to the EAEU countrieg ajikistan is also
involved in this.

The EFSD fimission isto help member countries ensure their long economic tability and foster

economic integration between thenEFSD financial instruments nc | ude f i neatended a | credi
only tocentral governments support stabilization programs aimedhaking their economies more

resilient toexternal and domestic stis0 by s u pational tbudgegs arid/or the balance

ofpaymentd. Ther e a rnegestneetlvam® A wh i c kavailable egogovigrnments and/or

to companies implementing large investment projects that contributeéomgeconomic and financial

stability and spur integration between member sbates

EFSD credits and loans are repayable, have finite maturity, carry interesaranéxtended

in $USor Euros.Mo r e o vhale lendin voow income countries, EFSIS guided byinternational
MonetaryFund(IMF) recommendations doean concessionality. The prospective borrower should have

nodebt arrears tthe Fund itself, t@any ofits member countries, ¢o other international financial

institution® .

In the view of this author, these of $US and he Eur o, plus reference to #fl
suggest a determination to be seen as a responsible and credible organization, which should be taken
seriously in both economic and political terms.

Indeed, this is the same impression that one gets fhamractivities and presentation of tB® BH

fiCentre for Integration Studiés. ccod ng i ts i nternet site, it anal yse
integrationdo at both the of fspedalizasiin guaativatve reseaxch c or por
but also engages in qualitative analysis a n d o prierities s toicreate itgiown comghensive
quantitatfve databaseo.

201

http://eabr.org/e/
202 hitp://eabr.org/e/projects/edb/

203 hitp://efsd.eabr.org/e/
24 http://eabr.org/elresearch/centreCI®faiiC1S/index.php
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The Centre is very prolific in terms of reports and publications, but one has to question whether in the
current context (the EAEU countries vary enormously in size and stage of development) priority should
be given to quantitative analysis rather than emosefuli in the view of this authoi qualitative
analysis.

There is clearly a public relations aspect, and many of the glossy reports are published in English.

According to its internet sit&, the Court of the Eurasian Economic Uniatarted operatingn 1
January 201%i t hmission i8 to ensure uniform application by the Member States and the bodies of
the Union of the Treaty, international treaties within the Union, international treaties of the Union with
a third party and decisions of the bodiégh® Uniord. The Court consists of two judges from each
memberstate of the EAEU.

The overall impressioof this author is thathe EAEU is that despite it weak economic foundations,
the Commissionand its associated bodies are determined to presenfesgional and competent face
to the outside world&®

3. Russia and Individual Countries of Central Asia

The data shown in the earlier table of AEAEU socioe
the dominant positions of Russia and Kazakhstan suggestwitiesr Russia nor Kazakhstan need the
EAEU for aclose and substantiatonomic relationship

Amd2016 RI AC Counci l report c oiactumulated invesimetss et s of d:
Central Asian countrie®’ It is difficult to know what to make of such data which will inevitably be

influenced by the long history of Soviet relationseCset of data originates with the Central Bank of

Russia while the other set is from tBBB. The absolute size of the numbers in the two sets of data varies

greatly, but it is very clear from both that in relative terms Kazakhstan is by far the mostaimpo

country in Central Asia for Russian investment activity.

In the middle of 2016, this author was speaking with a senior official of the Eurasia Economic
Commission in Moscow and realized that he came from Kazakhstan. So, he was asked, why Kazakhstan
wanted to be part of the EAEU. His answer had nothing to doasithomics. Instead, he mentioned the

long border with Russia and the lack of Kazakh military forces to defedning Central Asian
countries, Kazakhstan appears the maraerable to Russian pressure becaushates a long border

with Russia, withdrge ethnic Russian minoriti&¥

In 2014,Russian President Vladimir Putiold a meeting of young Russians tiaesident Nursultan

Nazarbgev had createda state in a territory that had never had a state befdeealsosuggested it

was to the Kazakpeople's advantage to "reiman the greater Russian wotltf®* Put i n6s comment s
were meant to be complimentary to Nazarbayev, but caused considerable consternation in Kazakhstan.

25 http://courteurasian.org/

2% The same can be said of the staff of the National Technology Initiative, which has an intelligent and motivated

staff. Unfortunately, the NTl idea is as misconceivedree EAEU and the prospects of positive results are just as

unlikely. Seehttp://russianeconomicreform.ru/2016/06/russiationattechnol@y-initiative-failure-or-success/

M"Russian International Affairs CeChimeseiCboperatdoinKdnay Paper , f
Asi a0, h®&rusBigndobncil.ru/en/inner/?id_4=7724#tumtent

B FEabi o TheBumsian Ecdnomic Union and the Silk Road Economic Belt: the impact of thBiSisian

geopolitical strategies in the Eur asi aPapesyda. 20065, iMaastr
https://www.msm.nl/resources/uploads/2016/09/MBM20165.pdf
MFarangis Najibullah, fAPutin Downplays Kazakh Independer

Europe/Radio Liberty, 3 September 2014
http://www.rferl.org/a/kazakhstaputin-history-reactionnation/26565141.html
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According Meruert Makhmutovaan Almaty based analyst who has conducted eyswon the issue,

fithe EAEU is unpopular among the population, and the annexation of Crimea has Kazakhs worried that

their country might be the néXs8heisaysm bhaRushiernds
consensuso0 on | oi rov, hogevdripentssEoBB S ur Yenwos kshowi ng a fipo
attitude to the EAEU each year from 2Qunh20i6nt i | 201 (
survey’ The complete survey data is availabi®e in the #

Nourzhanov argues th&ta z a k hmsembersliipsf the EAEUfshould not be regarded as an act of

submission, voluntary astherwise, to th& r e mlputatie slriveto establish an empibe. I nstead, it
shoul d be seen asultpvactotpdiayd &Krad a&rh se whiltgts makimiseof 1t s 0
security and economic benefits wifhout jeopardising

Even if we accept that Kazakhstan has, at least for thebtiing, boosted its security by agreeing to join
the EAEU, t is much more difficult to have a firm view on the economic benefits.

Makhmutova says théte main argument for joining the [EAJ wasaccess to a large common markét.

There was also the issue of facilitating the export of goods that passed tRu@sig to other countries.
However, she says that so far f{ &ltbough thissitoationis benef it
undoubtedly influenced by adverse conditions in the Russian economy which over the last few years

have been related to low oifipes and economic sanctions.

The powerful role oRu s sii aedsp ol i t i cal objectivesodo in the for ma
can often get the better of economic objectives. Trade disputes periodicallyobtesikhin the EAEU

for noneconomic rasons. For example, both Russia and Kazakhstan have at various times banned
various food imports from the other country <citing
to be the real problem.

Whenever Russia suggests the possibility of a comourrency, Kazakhstan makes it very clear that
there is no possibility of this. "There will not be a supranational currency iltBE&/'Ehas been repeated
more than oce by Kazakh official$™®

Kazakhstan actually has its own ambitions. Accordinfltour zhanov, AKazakh expert
openly about building a Centr al Asian Oeconomic sy
the Russiated EAEU, whereby the water and other natural, production and labor resources of

Kyrgyzstan and eventbal y Taj i ki stan wi | be | ocked into Kazal
prosp?®Theydinancial center of this envisaged fiecon:

Kyrgyzstandés reasons for joining trmhtecathiadhslersar e mor e
from Russia. Kyrgyzstan has a population of about 6 million, but according to RuRsikmal

20 Meruert Makhmutova fiKazakhstan: Perspectives on Eurasian |nte:q
Relations, 8 June 20tp://www.ecfr.eu/article/essay eurasian_integration_kazakhstan
lEvgeny Vinokurov, fAEurasian Economic Union: Current stat

Economics, Volume 3 Issue 1, March 20tip://www.sciencedirect.com/sciee/article/pii/S2405473917300041
212 EDB Integration Barometer, 2016
http://www.eabr.org/general/upload/EDB_Centre_2016_Report 40 EDB_IntegBdimmeter ENG.PDF
Kirill Nourzhanov, fAKazakhstan and the -Makingimthe an Econom
PostSovi et Peri odo, Chapt er -Clo2Zmmum i isAn Qsasretsesre s®e n tEWri yt edf bR«
Graeme Gill and Milenk®&etrovic, 2017https://link.springer.com/chapter/10.1007/988194343%7 13
214 Meruert Makhmutova fKazakhstan: Perspectives on Eur asi an I nt e
Relations, 8 June 20tp://www.ecfr.eu/article/essay eurasian_integration_kazakhstan
251 O dzqf ®2 dz@iatsie Bajmanoy, if H d datRdzéels '¢ ¢ dzpp Z H-J 15 Cf ® Thefsingle currency
in the EAPS will not be MN E R, Kazinform 22 April 2015at http://www.inform.kz/rusarticle/2768268
Z8Kjirill Nourzhanov, fAKazakhstan and t he-MBkingimtkei an Economi
PostSovi et Peri odo, Chaptf@estChbInmumi M Qsasrtsesr sCentEui y ead by
Graeme Gill and Milenko Petrovic, 20Ihttps://link.springer.com/chapter/10.1007/98819-4343%7 13
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Migration Service data for December 2015 about 0.5 million were in Rit$sislorld Bank data for
2016estimate that migrd remittances contriied over34% of Kyr gy Z%tanés GDP.

Kyrgyzstan &0 got Russia to contribute its EAEU accession costs (various sources put this at

several hundred fion dollars) plus extra for &ussianKyrgyz Development Fund. Estimates of the

total cost of all this vary, but would seem to have exceeded $1 billion, which is a large amount
considering the smal/l size of Kyrgyzstands economy
GDP of abait $US6 billion.2*° It presumably went someway to financing the large (according to

available data) Kyrgyz balance tfade deficit. In mid-2017, Russiaforgave a $US240 million
Kyrgyzstan debt in order td®fAstrengthen the stratec

The #AIENDIBegr ati on Barometero shows a very fApositive:q
high of 81% in mie2016%** which no doubt largely reflects the worker remittances issoecever,

the earlier mentioned migd016 RACr epor t data on fikestmenisandCentrah c c umul at
Asi an countrieso indicates that investment in Kyr g)

Russian Feder al Mi gration Service data for Decemb
population of about 8 million were in Rus$f,while the number may actually be considerably higher

if account is taken of those in Russia without proper authorization. Because Tajikistan is not a member

of the EAEU it is more difficult for its migrant workers to be legally in Russia.

World Bank déa for 2016estimate that migrant remittees contributed about 2¥ o f Taji kistano
GDP’? Russi abs Guggestthat the dnaumtkof money transferred to Tajikiseth from

$US4.2 billion in 2013, to $US3.8 billion in 2014 andto $US1.28 billion in 2015°** This will

undoubtedly partly reflect the poor state of the Russian economy/ifmiturov of the EDB would

also attribute it to development of the EAE8 o mmon | abor mar ket . In early 2
fact that the labor market is up andhning is confirmed by the first available statistical data: in 2015,

the number of Kyrgyz workers in Russia increased by 1.6%, while the number of Tajik migrant

wor kers decrased by 13. 7 %0.

The AEDB I ntegration Bar ome atitudd to thd BAKY, atesb8%vier y fAp o s |
mid-2016°%°

"Russian International Affairs CoeGhinesd dogperafiminiCenraj Paper ,
Asi a0, h®&rusBigndobncil.ru/en/inner/?id_4=7724#tumten

BwWorl d Bank, fMigration and Development Brief 276, April
http://pubdocs.worldbank.org/en/992371492706371662/MigrationandDevelopmentBrief27.pdf

Evgeny Vinokurov, fAEurasian Economic Union: Current stz
Economics, Volume 3 Issue 1, March 20ti#://www.sciencedirect.coméience/article/pii/S2405473917300041

2Arkady Dubnov, fASuspense in Kyrgyzstan: Who Will Be the
July 2017

http://carnegie.ru/commentary/71487?mkt_tok=eyJpljoiWVRrME9SEbGXNRFprTIdJMSIsINQiOiJTQIwvdTdvwWW
FBajhRT2VhTThvTzd0ZIM3alJVNUQUTOJTOEtSU3BCQUWOWTYrRHE3RMIMZKkQOdmRNMUJGQkIwUU1
jU3psYVVUOFVMTEFhYVBuYIh1ZXpcl0JWd1V4NmtJaEtwQ3NJKOxrVFdDaUk1RHENNCcG5nSDJcL1Q
1S0vGaCJ9
221 EDB Integration Barometer, 2016
http://www.eabr.org/general/upload/EDB_Centre_2016_Report 40 EDB_Integration Bardth&tePDF
?Russian International Affairs CoeGhinesd QogperafiminiCenraj Paper ,
Asi a0, h®&rusBigndobncil.ru/en/inner/?id_4=7#pdp-content
ZWorld Bank, fMigration and Development Brief 276, April
http://pubdocs.worldbank.org/en/992371492706371662/MigrationandDevelopmentBrief27.pdf
2/ Taji kistan, Tur kmeni s tEarasiar®toty, @4 June2@6 Chi nese Captureod,
http://www.eurasianet.org/nod&401
»Evgeny Vinokurov, fAEurasian Economic Union: Current stz
Economics, Volume 3 Issue 1, March 20tip://www.sciencedirédacom/science/article/pii/S2405473917300041
2% EDB Integration Barometer, 2016
http://www.eabr.org/general/upload/EDB_Centre_2016 Report 40 EBRjration Barometer ENG.PDF
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The mid2016 RACr epor t data on fARussiads accumulated inve
indicates that investment in Tajikistan is low, and on a similar level to that in Kyrgyzstan.

Federal Migration Sefiwe datashows that the number of Uzbekistan citizens working in Russia is the
largest of all Central Asia countrias 1.9 million in December 2015, despite this countrybedbhga
member of the EAEU. Afe World Bank data for 201ghowsthat migrantremittances contributed only
9% of GDP in 201%" because of the relatively large size of the Uzbekistan population.

The RAC report datonR u s sfiacguinglated investmeidts i n Cent r alindigatesthah count r i
Uzbekistan is the second most important destination for Russian investments in Central Asia.
Nevertheless, the absolute amount is much less than half that in Kaz&khstan.

Since independence Turkmenistan has adopted a neutrality apprdétioireign policy refusing to
join all multilateral regional projects, whilBederal Migration Service indicates that the number of its
citizens working in Russia is very sm&ll. The mid2016 RAC report data oiR u s s filacauinslated
investmentd  Central Asian countriemdicates that investment in Turkmenistan is lower than any
other Central Asian country, and in fact barely exists.

4. The Way Forward?

Vinokur ov, in his March 2017 paper, says sthat whil
deeply embedded | imitationso and fAnow the integrat
challengeso. He asks rhetorically: AW I P it be abl e

There are certainly some positive features gingrfrom the EAEU. An attempt is being made by its
staff (reputedly well over 1,000) to improve the business climate in individual member countries and to
coordinate issues. However, despite their enthusiasm and effagsess is rather limited and tkee
seems to be more talk than actfdh.

Vinokurov says that fAone of the most i mportant mat:t
the gradual unification and elimination of ntariff barriers (NTBs) in mutual trade in goods and
senice $dA Nt ari ff barrierso are often defined by ec:
bureaucratic procedures that impede trade between countries, including those within an entity which

may or may not be a true customs urfiohBut in reality, there are a whole Vety of NTBs including

technical and safety standards.

Z'Worl d Bank, fMigration and Devel opment Brief 2606, April
http://pubdocs.worldbank.org/en/661301460400427908/MigrationandDevelopmentBrief26. pdf
Russian International Affairs CeChimeseiCboperatdoinKdnmay Paper , f
Asi a0, h®&rusBigndobncil.ru/en/inner/?id_4=7724#tumtent
Russian International Affairs CoeGhinesd QogperafiminiCenraj Paper ,
Asi a0, h®&rusBigndobncil.ru/en/inner/?id_4=7724#tumtent
ZEygeny Vinokurov, f@Eurasian Economic Union: Current st
Economics, Volume 3 Issue 1, March 20tip://www.sciencedirect.com/science/article/pii/S2405473917300041
1 My impressions from talking to and listening to people in Moscow associated with the EAEU project.
22 Eygeny Vinokuroy A Eur asi an Economic Union: Current state and p
Economics, Volume 3 Issue 1, March 20ti://www.sciencedirect.com/science/articlgf?405473917300041
23 Trading across borders, even within the European Union, imposes a cost that has been variously estimated to
be quite high much hi gher in fact than tariff rates. For more in
issue, see:
https://crawford.anu.edu.au/pdf/staff/phillippa_dee/2011/Trade Facilitation_What Why How_and_Where.pdf
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The Eurasian Devel opment Bankds 2017 ddéarifasi an Eco
barriers have been the key problem of Eurasian integration from the inception of the Customs Union to
this®dayo.

According to Vinokurov,a fimassive survey involving enterprisesdm Belarus, Kazakhstan and
Russia found that NTBs accountfit5 % t o 3 0% of t*5Hel seyponfand venl oadi n
uni fyingo t Iposisveeffeceisr exceeding & h athe elfmination of tariffs.

However, the existence of NTBs often has a strong relationship to complex internal policies and the
institutions of individual countries, as well as seemingly unrelated international political issues.

Perhaps the biggest issue presently adversely affecting EAEU internal trade relates to Russian
economic sanctions against Uk including ¢he asea of NTB&#i s si abds ¢
against countries imposing sanctions on it, although this maiocerns the ne@entral Asian

members of the EAEU (for example, taenousissue of bananaspr oducedd. i n Bel arus!

Dragneva and Wolucz ek ,siawpdwye twhetn fRussi ads interest
constraints thata commonregiweo ul d nor mal | y i tenthad gtheBAEUMiemieyss al s o no
have been fAcomplaining about excl usi B°mlthdughom Moscov
there are ginsthat efforts are being made to address this issue.

According to Vamio&kmsd@vhavwvweobsguh fon a very compl
ficreation of a EAEU -5, asupranatiorallfinamcial gnstitutoo tbat wobld/be 2 0 2 2
responsible for enforcing common standapropes i n the |
regul ati on &% He asdsipret surprisingly migen the strongly expressed views of

Kazakhstari t h at Aino issues related to a single central
rai sed VYinokuravalsoss.ady s t h atEU alevelofiment tagk As to secure fsitlale
coordinationof macr&e conomi ¢ policies, primarily monetary pol
The AEAEU is planning to create a network of free

Vietnam which came into force inaber 2016 * Accor ding to Vinokurovds pap
average customs tariff rate in the EAEU will have declined from 9.7% to 2%, in Viétfram 10% to

1%. Import duties are slashed to zero for approximately 60% of mutual trade positions. Uptaticomp

of a transition period, the shareof zefaut y i t ems wi || H%Ave increased to 8

In the view of this authotthis free trade agreement seems to be as much about politics as economics.
RussiaVietnam relations are still partly based on ¢imeotions and contacts of the Cold War period, and

after some decline following the collapse of the
strategi ¢ maoi In20t5strade urdover between Russia and Vietnam was less than 10%

234ﬁEurasian Economi ¢ | ntuagan Revelopment Badld 1 7 0 , Report 43, E

https://eabr.org/upload/iblock/470/EEBentre_2017 RepoedA3 EEI_ENG.pdf
ZEvgeny Vinokurov, fAEurasian EmomamiycreésiubnsoCumRuesi ast :
Economics, Volume 3 Issue 1, March 20tip://www.sciencedirect.com/science/article/pii/S2405473917300041
26 Rilka Dragneva and Kataryn&olczuk, "The Eurasian Economic Union: Deals, Rules and the Exercise of
Power", May 2017
https://www.chathmhouse.org/sites/files/chathamhouse/publications/researcHiB@iZeurasiareconomieuni
on-dragnevawolczuk.pdf
Z"Evgeny Vinokurov, fAEurasian Economic Union: Current stz
Economics, Volume 3 Issue 1, Marob1Z http://www.sciencedirect.com/science/article/pii/S2405473917300041
28 AVietnamEAEU free trade agreement to take effect on Octobe|
http://wtocenter.vn/otheagreement/vietnaraaeufreetradeagreementakeeffectoctober5
ZEvgeny Vinokurov, fAEurasian Economic W@mlownalof Current st ¢
Economics, Volume 3 Issue 1, March 20tip://www.sciencedirect.com/science/article/pii/S2405473917300041
20Nj kol ai Fedorov, fThe the Eueasian Ecoreomiie UnsrgandeVéemamirt the lcomtexiv e e n
of RussiaWi et namese rel ationso, Saint Petersburg State
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of thatbetween the US and Vietnaand around 6% (and less for other EAEU countries) of that between
China and Vietnam.

ChinaVietnam tensions over South China Sea isswedikely to have played art in the Viethamese

atttude As Hel en Clmekfhaendstied, afimays *t he better opt
The EAEU can usthis free trade agreemeats a si gnal that i t*iinsuch eady to
arrangements in order to build legitimacy as a supranatosgahization And for Russia, is seas to
give some credibility to is Greater Eurasia ambitions.

In the view of this author, the future of the EAEU is not brightLAZiguo of the China Institute of
International Studiesotes, therearE st r ong g e o p od?® titiiscwarthreldting &t #is e n c e s
point Li 6s,whiphé onportanttyi may adfeetsthe wayChinese officialssiew the EAEU

and the way that China deals with

Firstly, he says, the EAEU is seen
and Kazakhstan joining the EAEU to

ot Q

oateer Il y pol it
e itself saf

x ot

s
ma
Secondl vy, Russian has stitched together the EAEU
KyrgyzstarRussia Development Fund, energy price subsidied, aamany #fpreferential o

i mport rul e exceptions. He summari zes the issue ir
puts forward various requests to applicant countries if they want to join the union, the situation in the

EAEU is totally oppoite: applicant countries put forward various requests before they agree to join the
union. The dif#erence is obvious.d

Thirdly, there are few basic economic reasons for the EAEU to exist. In particular, Russia and
Kazakhstan are both resource producansl technology importers, and they mainly trade with
non-EAEU countries because of this.

Li Ziguo has an answer to the earlier noted rhetorical question of Vinokurov about the future of the

EAEU: wi || it Afcontinue liZgwsdegsyelt bame mMtase ARuUuSBI agrs
relies on the EAEU to achieve its national rejuven
AThereforeo, he concludes, ithe EAEU wil|l l'ive ono.

Part D: China and Central Asia

The relationship between China and Central Asia is, in modern times, quite new with both sides
treading warily despite the likely economic benefits. At the present time, China is the main driving
force in developing this relationship because ofiéded fo energy and security and BREBinitiative,
while the Central Asian governments and societiesa little fearful about where things could end up

going.

Universityhttp://web.isanet.org/Web/Conferences/AP%20Hong%20Kong%202016/Archive/07 28888929
9d9d6e843873e8ce.pdf
241 Hel en CIl ar k, AVi et nam andt h nGhiandas Ssehaadt]edy 2097yt elrnessttist uitne ,
https://www.lowyinstitute.org/thénterpreter/vietharandindia-s-sharednterestssouthchinasea
22 Ni kol ai Fedor ov, AThe free trade aagdVeteaamenrthe cobhtext ween t he
of RussiaWi et namese rel ationso, Saint Petersburg State
Universityhttp://web.isanet.org/Web/Confer@s/AP%20Hong%20Kong%202016/Archive/0729480934929
9d9d6e843873e8ce.pdf
23 Ziguo, "Eurasian Economic Union: Achievements, Problems and Prospects”, China Institute of International
Studies" 19 August 201i@tp://www.ciis.org.cn/english/20168/19/content_8975486.htm
24 Ziguo, "Eurasian Economic Union: Achievements, Problems and Prospects”, China Institute of International
Studies"19 August 201 ttp://www.ciis.org.cn/english/20168/19/content_8975486.htm
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1. Introduction and Security Issues

Georgy Toloraya has put the view tlfittie concept of Eurasig still exotic for Far Eastern countries,
and for the Chinese it sounds the same way the Wild West did for American pioasargerritory to
be developed and included in the area of Chinese intéféstdowever, Zhang Dongdong and
Michael Clarke bothof the ANU, are less suras they suggest that thoughts @eev o | ¥ an thed
complexities ohew realitiegapidly assert themselves

With the collapse of the Soviet Union and the formation of Kazakhstan, Turkmenistan, Uzbekistan,
Tajikistan and Kyrgyzstan as independent republics, China was one of the first countries to recognize
their sovereigntyin the first week of January 1992, @hiestablished diplomatic relations wigtl of

them Official China documentaffirmed the friendly, equal treatment of all newly formed republics.
However, in reality there are differences and some priotigs beengiven to those countries
Kazakhstan Tajikistan and Kyrgyzstari with which China has a common border. Of these,
Kazakhstan is the most importdo¢cause of its relative size, economic capacity and potential as a
transport route But this does not mean that the oth@entral Asiancountriesi particularly
Turkmenistari are ignored.

China views Central Asia through two prisnoge is security, and the other econoniicgthough, as
already notes in this text, they are often intertwindtlile China has a great interest in bothaareat
has tried to avoid becomindeeply involved in internal €tral Asian affairs®*’ and hasgenerally
beenhappy tdet Russiaexert whatever influence it can in this area

NeverthelessBeijing is aware that the solution two significantnational securityproblems largely
depend®n the stability of the neighboring Centésdian countries, antelievesthat its SREB project
can contribute to this.

The first is thatnstability in Central Asia directly affects Chihnaecurity in its own wstern provinces.

Chinadés Xinjiang Uygur Autonomous Region (XUAR) ha:
members and sympathizers readily relateahteir Turkic and Islamicbrothers in the éntral Asian

states

Secondly, \kile at the present tim€hina is at pains to show deference to Russia on security issues,

China(like Russia does not want any outside powers to have a very significant influence in the region.
According to Vitaly Vorobyov of MGIMO, China considers @ntral Asiaa s deep rfear®*® An

RIACr eport says that #fAstrategically, -SBuwetspacetg consi de
be a reliable support for implementing its ASlaa ¢ i f i c ?*°proid considemtom@an only have

intensified h the face of the much vaunted US militAppvotd to Asia.

Despite many in Central Asia beisgspicious and even afraid of China, there are some suggestions
that its leaders would welcome a more active Chinese presence in some security’isghieswill

*Georgy Toloraya, fATwo Heads of the Russian Eagled, RusS:
http://eng.globalaffairs.ru/number/Twéeadsof-the-RussiarEagle 18592

246 Based on conversation with individual conversations with each in Canberra in March 2017.

27 Raffaelb Pantucci, AChinads Pl ace in Centr al Asi ao,
http://www.eurasianet.org/node/79306

8 vitaly Vorobyoy, & B dsd5@ MAtsHWh dafmw ddzlsj toj Mtso 0 NoG2&BMdY o ¢ dzse Odz dats
http://www.globalaffairsru/numberSummaskhodyaschikhsyateresovl 5795

Russian International Affairs CehimeseiCboperatdoinKdnay Paper , f
As i ao, htp&rusBi@ndobncil.ru/en/inner/?id_4=7724#tamten
Raffaell o Pantucci, AChinaés Place in Central Asiao, E!I

http://www.eurasianet.org/node/79306
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largely reflect a fear that Russia, via an eventual expansion of the role of the BAEY, tr yi ng t o
restore the Soviet Uni@rf*

2. Economiclssues

At the time of the dissolution of the USSR, thevas hardly any direct trade between China and
Central Asian countriesMichael Clarke has opinioned thabw fiBei j i ng i s c¢cl early f
facilitating freer economi?® interaction throughout

The initial economic factor driving intensified Chinese inteiestentral Asiawas oil and gs, with a
focus on Kazakhsta(oil) in the mid1990s followed by Turkmenistafyas)?®*® And, of course this
means a need for pipelines or railway tank&eszakhstaroil began flowingto Chinafrom fields on
Caspi an Se aKazaknstaoGhigahoib pigelmeinf2006%

The fACenitChaln a®s igavisichnons freenlTurkmenistan to China, commenced

operationin200%vi t h t wo p ar al doirdthrough bathdJzbékistAmband KazBkingtan

the Chireseborder at KhorgasA t hi rd parall el l i ne (Aplrnngd has subseq
fourthbranck AiD6) t o run through Uzbekistan, Tajikistan a
weaker than expected Chinegesdemand>®

Railway lines go from Uriimgthe capital of th&injiang, and enter Kazakhstan at Khorgos and
Dostyk (and eventually reathe Caspian Sea)n early 2016, documents were signed for a

i ChikyrggzstanUz be ki st an 0 rKashdaninZinjiang, through Kyrgyastan, and then
to Uzbekistarf>®

According to anid-2016 paper prepared for theéM, ti8 difficult to give exact figures for Chinese

investments intdentral Asia due to the lack of complete andweth r r e | at €d Hosvévert i st i cso.
the same paper saystiisChi naés cooperation with the regional c
not significant. o

The AChinae&ti mbal T n a dk ehe American cEnt@rprise elndtitute aridhe
Heritage Foundatic®® put s t ot al ChoiinnGestral Adian courgriest oner 8US20
billion in period from 2005 tamid-2017, with most of thisin Kazakhstan andhostly in the energy

ZlMeruert Makhmutova, fKazakhstan: W ton EyopeartGownel®sn on Eur asi
Foreign Relations, 8 June 2016. Availabldtyp://www.ecfr.eu/article/essay_eurasian_integration_kazakhstan

®2Mi chael Clark, fBeiOppogdsunMaiels Waes Chall enges for Chi i
Policy Research Institute, 6 January 20it6://www.sciencedirect.com/science/article/pii/S0030438706028

33 ] dzOH o} dgAftdcd B EAR P S dnl§ @ 5 /Imdimir Paramonov and Alexey StroKovs dfis ©2 1§ 5§

ftod ilzisefg st i ¢ Bis ts®NEwAD)dezls to Opia! diif Is tofYf dgdiejfn §f jo¢ e’y

presence in the oil and gas sectors of the Central Asmu nt r i es: t he),CentralAsan and prospects
Analytical Newtwork, 19 October 2018tp://caanetwork.org/archives/5706

24 KazakhstarChinaOQil Pipeline http://www.kmgkz/enmanufacturingpil/kazakhstanchina

®Mi chael Lelyveld, AChina Shelves Central Asia Gas Pl anc
http://www.rfa.org/english/commentaries/energy watch/clsimalvescentratasiagasplan03202017103720.htm

PO h vzjs to Hig el ddpOAc h ip fr izj 1S ¢ 5O e T U leQdR o fifse@xiact route

of the ChinaKyrgyzstanUz be ki st an rail way hjas not yet been determined
http://www.railways.by/7496@shhjene-opredeljontochnyjfmarshruizheleznojj.html a n d j iz tHde@s ¢ O

VLB CdMEBd s OB sIs d o titdsjsdedEizrailway UzbekistaikyrgyzstanChina.
Contradictions of the partigs. http://www.railways.by/74254heleznajedorogauzbekistankirgizijakitajj..html

®"Russian International Affairs CeChimeseiCboperatidoinKdnay Paper , f
As i ao, htp&rusBi@ndobncil.ru/en/inner/?id_4=7724#tamtent
®®HChina Global Investment Trackero, compiled by fAiThe Ame

F o u n d a httpso/mvaw.aei.org/chinglobatinvestmenttracker/
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sector”™ As notedearlier in this text, this data only includes transactions worth $US100 million or
more.

The Tracker also hasdditionald at a on f c on s twhidhtih thewew of this autheic t s 0

might be expected to have a closer Belt and Road connectiomtbamit fii nvest ment s0 beca
emphasis on infrastructure connectivity. However, of the $US26 billion Central Asao n st ruct i on

c o nt rtasabntthe period from 2005 to mid017 only about $US9 billion isdentified inthe period

aft er Xsinitidl BREB spreghdin September 2018ith over half of this is in Kazakhah, and

most of the remaindén Kyrgyzstan.

The construction of the above mentioned gas and oil pipelines pré¢ e s X i Hbweves, psemdl ¢ h .
be suggested later, theh ol e Ainitiativedo i s so va-®epemberhat it [
2013 projects might be included.

There has clearly been enough investment of some kind to madte ohthe @ntral Asianelite wary
of Chi n a 6 FearsthattCkima tsée€emtsal Asiaas only a source of raw mateddthe same
fear held by many in Russiand transita route to wealthier countrieseem to have found explicit
expression in concerns abouhiese agricultural land grabk part thisis probablyrelated to a
relative lack of transparency of much Chinese activithich will itself partly reflect the significant
language and cultural barrggparticularly when compared to the more familiar Ruasid Russiah

Mor eover, i Chi na nts with eGsntranAsian statasg oftenemaedate obligatory
participation of Chinese compani &%ThishasdchogsofChi nes e
the earliernotéd* e f f ect on Atrusto of Chinese requirements
the use of Chingourced equipment.

Commentatorssuch&sa f f ael | o Pantucci say that China is awar
officials do speak about adding to the f@linese ownefactories in @ntral Asiancountries Butthe
Chinese also havefew concernsf their own says Pantucci | t i s ¢l ear that China f

voice that it wants to expresemetimesd most recently in the form of an angry outburst from the

Chinese Ambassador to Kazakhstan about theculiff his conationals have had in obtaining

vi s®s. 0

The overallreality is that China is continually making gains in Central Asia at the expense of Russia.

This is partly because, in -tshesiwoesls apthadaa BhH 0, wifit
fidi fferso from ARussi 85s heavy doses of geopolitics

China would like to see itsational currency, thRMB, receive greater acceptance as an international

payments and reserve currentty CentralAsiaiticonducts a pur pos &¥Bi| policy
payments in th®ir trade relationso.
The inclusion of the RMB in the | MFés Special Dr

September 2016° was a notablepublic relationssuccess, but one with limiteceal practical

29 As noted earlier in this text, the Tracker shows the equivalent number for Russia to be $US28 billion. Some of
the problems with such dateere discussed earlier in the text when dealing with Ri@isima economic relations.
®Russian International Affairs CeChimeseiCboperatdoinKdnmay Paper , f

Asi a0, h®&rusBigndobncil.ru/en/inner/?id_4=7724#tumtent
%1 Commentary at the 2017 RIAC conference on RuGhima

%2 Raffaell o Pantucci, AChinaés Place in Central Asiao, E!I
http://www.eurasianet.org/node/79306

vy Bi n, -RuisGhiian aRel ati ons: Putinéds Glory and Xids Dreamo,
https://csisprod.s3.amazonaws.com/s@fgblic/legacy _files/files/publication/1303gchina_russia.pdf

®Russian International Affairs CeChimeseiCboperatdoinKdnay Paper , i

As i a o, htp&rusBi@ndobncil.ru/en/inner/?id_4=7724#tamtent
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implications More importantfor RMB acceptance as an international currency is actual uSE@é& T
ARBM t r ac k eatd shawsghattirh Degember 2016nly 1.7% ofthe value of messages
exchanges on SWIFT was in RMBmpared to 42% for the $U%. Separate data is not available for
Central Asia.

China continues to use, and oftedjust a variety of exchange controls and this makes possible RMB

users wary of risks associated with tiilevertheless, China will certdyncontinue to press thissue.

According to a mieR016RIACr epoirnge iz011, C h ihasaubhsrize@ &5nbanksain Bank
Xinjiang to service trade and investment transactions with Central Asia in the Chinese currency in
order to decrease exchangse risks, support regional trade, and then turnXimgiang into an

industrial and financial center for Central Asia

SuchXinjiangf i nanci al center ambi ti finansial cesterambitiomg forct on Ka z
Astana However fi Man@ainalds sector a mbintetnationabs fionrc | am e t
fiinternational financi al sector 0. Whi | e this aut h
iinternational 6 becoming a reality exlcasgpvery on a ver

effectivefregionab financial centercompetitorto Xinjiang.

Around the world, Chinahgsut i n pl ac e*®afrangements in orger te el narease the
ultimate ability to use RMB and increase its acceptability as an internapiapialents currency. Such
arrangements have been concluded with the central bank&apékhstan Uzbekistan and

Taj i k?P®ghisasmot domething that would be welcomed by Russia because it would much prefer
Kazakhstan (and other EAEU) countries to join it in a currency union, and for such swap fagtlities

the RMBto be put inplace witha (ruble basedlEAEU currency.

3. Individual Countries

Kazakhstan is the most resouregch Cental Asian country and was the first to interest China in
economic termsChina considers oil transported from Kazakhstan to be "reliable" oil, since it does not
pass through any third country or open gemanoted earlier,hte first pipeline joining Kazakhstan and
China was puinto operation in 208.

According to BP,Kazaktstan has proven oil reserves of 30 billion barrels (by way of comparison,
Rus s i a a6 billienj, @end produces 1.7 million barrels per day (Russia prodabest 11
million).?®°

Amid2016 RI AC paper , -Ghnese Cqomatios@d otr r Ruct&iai2Ghd
report byKazMunayGass n fiesti mateso that Ain Kazakhstan the s

265

http://www.imf.org/en/News/Articles/2016/09/29/AMIGA093016IMFAdds-ChineseRenminbito-SpeciaiDra

wing-RightsBasket
266

https://www.swift.com/owsolutions/compliancandsharedservices/businessatelligence/renminbi/rmitracker

%7 Accordingtothe Ewpean Centr al bank, asagreemenabetiveemitwacentrad hanks wap o i s
to exchange currencies. They allow a central bank to obtain foreign currency liquidity from the central bank that

issues it usually because they need to providethidtmme st i ¢ commer ci al banks. 0
https://www.ecb.europa.eu/explainersAei-more/html/currency swap_lines.en.html

28 Russian International Affairs Council, Workn g Paper , fi P r-Ghmgse CoobperatibnarrCerlRal s si an

Asi ao, Bti®://r@sfahdduncil.ru/en/inner/?id_4=7724#tagmtent

29 Bp statistical Review of World Energy June 2017
http://www.bp.com/content/dam/bp/en/corpte/pdf/energe conomics/statisticakview2017/bpstatisticairevie
w-of-world-energy201 7full -report.pdf
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il product i &'hHowexec, énenicR0164:0 sHriolKazMunayGas official said that

China control s 030i% oKa’Zbavkh $peraotdruecs é otnwo definition
control 6 may not be the same and the time frames
significant role.

ot Ot O

The July 2017 jointreport by Chongyan¢nstitute for Financial Studies, the Valdai Discussion Club,
and The Kazakhstan Council of InternatioRalations’’? says:filn 1992 2013 total investments from
China came t&US20 billion.Out of this sum$USL2 billion was invested in the oil sector afd6
billion in construction of oil and gas pipelines. In 202016 alone the gross inflow of foreign
investments in Kazakhstan from China excee®lgfl1 billion. ©

The AChina Qltobrarldploarseds,t me al ChinrkKazakbstariiperiode st me n t
from 2005until mid-2017 atover $USL8 billion, and almost totally in the oil and gas seétérlt lists
transactions totaling $US8llion in the 201016 period

The presentation of the data in the Tracker is such that it is not always cleais ¥dgratgn direct

i nvest ment (FDI) and what is indirect (ie portfol]
2017 fAEurasi an Ec on owsQhinese FDltinekazakhstan atri$dS21 bélipncat the p u t
beginning of 20167°

Attempting to ecmncile al thesenumbers igossibly a futile exerciseecause of differing time periods
data classification issues and unrecorded fl&ifisbut a broad picture emerge$ a China that has
substantial investments in Kazakhstan, andt least up until 2016 those investments have been
heavily cortentrated in the energy sector and in FDI.

Some very recent reports suggest that Chinese investment has continued to grov’ faelyoint

Chongyang Institute for Financial Studie¥aldai Discussion Club,Kazakhstan Council of

International Relationsreport says thatit wel v e i nvest ment projects fro
KazakhstaniChinese projects have been launched in Kazakhstan this year, the biggest ones being the
construction of a copper smelting plantkastern Kazakhstan, a polypropylene plant of KPI in the

Atyrau region as well as motd%rnization of Shymkent

In December 2015 the Chinese Silk Road F@BRFY’® and the Kazakhstan National Export and
I nvest ment Agency sd gnmmeendta @hinaRdzaklstare Rvaduction @apacity

Russian International Affairs CeChimeseiCboperatdoinKdnmay Paper , f
Asi a o, htp@rusdighdobncil.ru/en/inner/?id_4=7724#tamtent

Mergjtedd utsdOr OFdgss0z di s 502 : f) SHOOMIRU, dBldy@elg s’ d Hj dz &d
http://inosmiru/politic/20160713/23717140%ml

fReshaping Eurasian Economic Space: Common Perspecti v
Tankso, Val dai Di s chits/aldaiciub.@in/filds/1484bu | y 2017
HChina Global Investment Trackero, compiled by fiThe Ame

F o u n d a httpso/mvdw.aei.org/chinglobatinvestmenttracker/

274 As noted earlier in this text, the Tracker show the equivalent number for Russia to be $US2B diiliongh
the sector invested in are much more diverse than Kazakhstan.

"HEurasian Exztoinomj c20hi@grReport 43, Eurasi an Devel opmer
https://eabr.org/upload/iblock/470/EBBentre 2017 Repoed3 EEI ENG.pdfAAs noted earlier in this text, the

equivalet number for Russia was only $US3.4 billion.

278 For example, the Tracker data does not allow the separate identification of expenditure on pipelines.

"Dana Omirgazy, fAKazakh Economy Saw Sharp Increase in Ct
31Jan 201'http://astanatimes.com/2017/01/kazadonomysawsharpincreasen-chineseinvestmentin-2016
fReshaping Eurasian Economic Space: Common Perspecti v

Tanksodo, Val dai Di s chitg/saldaiciub.@in/tilds/1484bu|l y 2017
219 The Chinese Silk Road Funddhis activities will be considered later in this text. Here it is sufficient to note
that it is a financial institution ostensibly agt to finance aspects of the Belt and Road Initiative. To date, most of
its activities seem to have had a political eatthan economic rational.
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Cooperation Funf® According to its internet site, fAthe SRF
and companies in Kazakh s tSRRalldcaiing $4Se killiogto thejeimtat i ono w
fund?®*

The above discussion and datafoa z ak hst an has concentrated on Ai nve:
much more to Chinese economic activity than this.

A May 2017 official presseleas#? quotesthe deutyhead of the Chinese National Development and

Reform Commissioras sayingthai Chi na and Kazakhstan have signed n
worth $27° Moirleloiveerd,. ficurrently, 34 projects, i ncl
aluminum and cement plants, have been completed and put into production in KaZZkhstather 43

projects are under constructiono.

It is unclear to what degree all these prgect( 77 i n al |l ) ar AsnQddiearliersne fii nvest
thistext,h eChii na GI| obal | mV st rhearst dTart aac koenr dfibotaloes t r uct i on
not indicate who is paying for thiglhe Tracker gives a total number of $US11 billion fag greriod

from 2005 until mid2017, with nearly all in metals, energy and chemical setors.

As noted earlier, there is much sensitivity ien@ralAsiaabout the intent of China these countriesand
this is particularly the case with agricultulahd.Mid-2016 changes tidazakhstamules to permit

fif or ei davelongedleases led to aBiinese protestand were subsequently withdra®if.
Such issuemay at timgimpact on the quality of the growing Chikazakhstan relationship, btiitey
are very unlikely to derail it.

It is worth noting that of thaearly 378,000 foreign studemo studied in Chinan 2014,nearly
12,000 were from Kazakhstacofnpared wittabout17,000 fromthe much largeRussia

population?®’.

Although Kyrgyzstan borders thepolitically unstable Xinjiangregion of China, economic relations

with China developed very slowly due to the absence obrogas deposits the small size of the

Kyrgyz economy, and the often unstable samtonomic and political situatiom iKyrgyzstan.As in
Kazakhstan, there are sensitivities about China regarding Kyrgyzstan as merely a transit route to better
markets to the west.

In mid-2016 the Chinese Foreign Minister visited Bishkek and officials suggestedBéijatg
ficonsider reloating 40 or so manufacturing operations from China to KyrgyastélBconomy
Ministry officials cast the proposal as a wiin, reasoning that China would gain an important

20 hitp:/www.silkroadfund.com.cn/enweb/23809/23812/31709/index.html

BLABuil ding the Belt and Road: Co nfceagbthe LeafingsGeotipifr e and Chii
Belt and Road Initiative, China, May 2017

http://www.brfmc.org/en/#zlzx

https://eng.yidaiyilu.gov.cn/zchj/gwfb/12731.htm
https://eng.yidaiyilu.gov.cn/wem.files/upload/CMSydylyw/201705/201705110537027.pdf

2§ Ch iKazakhstancapact y cooperation on fast tracko, The State Co
May 2017http://english.gov.cn/news/international_exchanges/@Bl72/content 281475653349148.htm

BAs already noted several times in this text, fAsigningbod
24 The great majority of these nemergy projects are clearly not included inth€ hi na Gl obal I nvest men

Tr acdamr 0

25 As noted earlier, the equivalent number for Russia was $US16 billion.

B Aigerim Toleukhanova, fiKazakhstan & China: Fear, Loathi
http://www.eurasianet.org/node/79336

By OHT ¢ ¢CEOQdEanls Odz-tajO digjdffdsitds 4§95 Yy d fdzkz  d dats fyléami@odatz’ = s k2w j dals
16 Feb2016

http://www.inform.kz/ruw/kazahstarranimaet9-oe-mestepo-chisluinostrannyhstudentow-knr_a2871333
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manufacturing base in Kyrgyzstan, while the Central Asian nation would benefitttiemneviva of
idle indus®rial capacity.o

In fact, the Chiase are investing in Kyrgyzstawh i | e construction of branch @Al
T China pipeline (transporting natural gas from Turkmenistan to China) is onthel@hinese are

participating in various energprojectsand road€® linking it to Xinjiang?° The #AChina Gl obal
| nvest me n*t list twa ail rejects with a combined valuele$s than $US1 billion in 2014,

but given the common bordéneremay bequite a fewsmallerprojects that are not recorded.

While the Trackerdoes not suggest massi@inesefii nvest ment o in Kyrgyzstan,
cont r act swerydffarena stoty svithla toal of $US3.5 billion in the period from 2005 until
mid-2017(the first being in 2011). The main areas are energyrandport (aviation and automobile)

As noted earlier, the Tracker does not give any indication about who is financing such construction.

China initially showed little economic interest Tajikistan because of the small size of the economy

and internal instability. While the two countries have a long border, the area is mountainous and lacked

decent transport infrastructur€hina is helping to establish betteansport links, ands develojng

several industal zones (to be filled by Chinesempanies)as well axooperatig on someelectricity

projectsThe fAChi na GI ob al??lstsoene alummm madsocidted projéckne total

for iconstruction contractso identified by the Tr
(automobile)the main areas.

Given its poor economic situatiomgjikistan is becoming more dependent on €& money for its
developmenand his has made it somewhat compliant to China. In 2011, Tajikistan ceded a section of
disputedterritory in exchange for sonmebt forgivenessHowever, this does not mean China has all

things its own way. About h alafandtle colrary rerhanerst ands e xt
dependent on remittances from Tajik workers in RuS3ia.

As already notedUzbekistanhas wherever possible refused to participate in regional initiatives, the

present exception being the SE® In 2013, Uzbekistan startéd export its gas to Chir@lthough it

lacks a common bordeir) addition to hosting part of the "Central Astaina"pipeline China has

been involved in several large projects. For example, both President Xi and then president Karimov
attended the openingofla9 ki | omet er rail way tunnebpartofthat will j o
Ferghana Valley with the rest of the counfifhe tunnel is the largest of its kind anywhere in Central

Asia and is also the biggest Chindsd projet ever compl e°dthei iChhear €gobal o

28 Annalelk AKyrgyzstan: Bishkek Hopes Chinese Investment Ca
Eurasianet.org, 22 June 2016ttp://www.eurasianet.org/node/79346

289 An early July 2017gint report by Chongyang ltiite for Financial Studies, Valdai Discussion Club, and The

Kazakhstan Council of International Relation® t e sa sigrtifieant pafit of trade with the EEU, especially with
Kyrgyzstan and Eastern Kazakhst angsianrEeohomie Spae:rConmmi or tr ans

Perspectives from Chi na, Russi a and Kazakhstan Thi nk
http://valdaiclub.com/files/14845/

20 Russian International Affairs Council, Woi ng Paper , fi P+«Chirese Eaopermtiof in €entRlu s si an

Asi a0, h®&rusBigndobncil.ru/en/inner/?id_4=7724#tumtent

®liChina Global Investment Trackero, compiled by fiThe Ame
F o u n d a httpso/mvdw.aei.org/chinalobatinvestmenttracker/

®HAChina Gldtomant | Avacker o, compiled by fAThe American Ente

F o u n d a httpso/mvéw.aei.org/chinalobatinvestmenttracker/

2% various data in on worker remittarschas already been given in this text.

2% see section of book on SCO.

®3Uzbekistan & China: Friends in a Time of Needo, Eurasi
http://www.eurasianet.org/node/79381
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Investma t T r A°didtsdwo digrenergy projects with a combined value of $US300 million, but
there are obviously others.

As with Kyrgyzstan, th@rackels dat a on ficonstruction contractso pa
Chinese involvement in Uzbekistan than does the #Air
at $US4.5 billion in the period from 2015 until r2617.About half of this would sem to be related

to the gas pipelines taking gas to China from Turkmenistan.

The surge of China's political and economic activityunkmenistan took place in the second half of

the first decade of this century, when Chatearly demonstrateitis straegic interestithec ount r y d s
gas resourcesThis coincided with growing Turkmemlesire todiversify its export market§®’
Turkmenistanis afraid of being too dependent tire China market for it energy exportandmakes

attemps to find other narkets in Europe and South Asia lthe importace of China continues to

grow.

TheTracker®® | i st s gas ficonstruct i obetweem 2007 aact202,0nhichf over g
is undoubted associated with sales to China. There i$08400 millionii nvest memhed pr oj ect
sheer distance of Turkmenistan from China suggesthis author that Chinese investors would be

much less inclined to invest in n@mergy projects in that country than they would in other Central

Asian countries.

Part E:  Shanghai Cooperation Organization (SCO)

The Shanghai Cooperation Organization (§6as not advanced much from its beginnings as a
security focused organization because of the resistance of Russia. But this may not be a bad thing
because if it had venturedore into the economic sphere,adien suggested by Chind,would have
made its expansion to include India and Pakistan (and potentially Iran) more diffithét SCO can
survive as an organization for promoting peaceful international relatioesiratEurasia it should be
satisfied with that resultn the view of this author, it unlikely to achieve much more.

1. What is the SCO?

The SCOwas initially formed in1996a s t h e A S h ahicly in additiof o Chlina included
four countriegRussia, Kazakhstan, Tajikistan and Kyrgyz¥tahich had a border with it. The main
purpose wasettling border disputes following the collapse of the USSR

Uzbekistan joined in 200tnd the group became officially known
Or gani zat i dhedsShafgBal @pnvention on Combating Terrorism, Separatism and
Extremism' was signedvhich definedthe main goals of the SC&s thefight against the "three evil

forces", being terrorism, separatism and extremism.

A Regional AntiTerrorist Structure (RAT$)® was established within the framework of the S@@
antiterror exercises were held. A notable drawback of the SCO in combating the "three evil forces",

iChinal mvebament Trackero, compiled by fiThe American Er
F o u n d a httpso/mvdw.aei.org/chinalobatinvestmenttracker/
27 ] &ZzOH d 136G 6O Bis{dpinj § fg Js e ts (vmdimir Paramonov and Alexey StroKoy s diis ©2 i€ 5§

fedhizisdizy 5 J ¢ GalsteO fifjds'tedo slzdzls tc O gzt det) B ls S dagf MY jo¢ IXdire's

presence in the oil and gas sectors of), Centr&eAsiddent r al As i
Analytical Newtwork, 19 October 2018tp://caanetwork.org/archives/5706
®HChina Global Investment Trackero, compiled by fAiThe Ame

F o u n d a httpso/mvaw.aei.org/chinglobatinvestmenttracker/
2% hitp:/leng.sectsco.org/structure/

52


https://www.aei.org/china-global-investment-tracker/
http://caa-network.org/archives/5706
https://www.aei.org/china-global-investment-tracker/
http://eng.sectsco.org/structure/

according to deading Chinese expetfhao Huaken has beerinsufficient sharpness and speed of
response to crisis situatiotfS. Al exander Gabuev says that it is foft
services officers who work there spend more time lookifigr each other than fighting terrorism

t o g e t°*hAecording to Muratbek Imanaliev, Former Minister of Foreign Affairs of Kyrgyzstan and

former Secretary General of the SG@, performance habeen insufficient in this regard and the

compensation is mostly provided by the Collective Security Treaty OrganiZ%tion.

India and Phistan formally joined the SCO at 89 June2017 Heads of State SumrintAstana

Theorganizational structure of tIf®COQOis not tight. The Secretariais in Beijing (despite the
organization being named after the city of Shanghaij@hdaded by a SecretaBeneral from one of
the member countries alternating on a thyear basi$®® According to its internet site, tHfe S C O
Secretariat coordinates the activitytbé SCO and provides informational, analytical, legal,
organizational and technical supporto.

Decisions are made by consensus. The SCO isdyaams & Chd ma mechani smo as sugge
some commentator$ nor i s Chi na fit h eAskilebg shown faterén thistextt he SCOO .
Chinahas veryoftenin the past not gawvhat it waned. Moreover, he recent addition of India and

Pakistan as SCO members will tend to weaken the influence of £hina.

However, it is true thathina has generally been keener on the SCO than Riisgés the first
regionalorganizatiorinvolving Central Asia in which China had a futlle. It has invoked the term

"Shanghai Spirit", which is meant to convey an imagaratiable and peaceful partner, anhtias

some symbolic importance as fithe first regional i nt
China, which is named after a Chinese &ify.

The press release foll owi n gtomsthare l2dhtréatethiwy ¢histimeg i ndi ¢
for the SCO to advance to a higher level of cooperation marked by more effective interaction in politics,

security, economic and cultural and humanitarian ties. Of special significance in this context was the

adoption 6 the Action Plan 2012020 for the implementation of the SCO Development Strategy
towards 2025.0

W Fabi o TheBumsian Ecdnomic Union anétBilk Road Economic Belt: the impact of the SRssian
geopolitical strategies in the Eurasia regiono, iMaastr
https://wwwmsm.nl/resources/uploads/2016/09/MSMP20165. pdf
1o dzj ¢ MOdzH tAlexa@erGapuey ( A1 sdz P j, HO Akyj. s0¢ (MdYy foj ool
d dzls § tcj NMipepyés worseHow Russia transformed t hégC8megeCenter o a cl ub
Moscow, 13 June 2017
http://carnegie.ru/commentary/?fa=71212&mkt tok=eyJpljoiTVRVNES5tVmtPVEJtTKkRNdyIsInQiOiJqUktCNnB
sekRtOFhpTkl4cGhNdWhKZ0IINO5yW1ZQSU9UYWszUjRoUnRBaDdaZ1AwWK2RHOGIVQkV0ZIM1alpoc0Z
wbzJhSDIIT1IUSEVZNIDYk1wYjRVaVhZcnRIOGJIxc3I5MVIHMEJFczBxUnJzV25LNkZrS3lwSzNUZzFsZSJ
9
302 Muratbek Imanaliev, "What Is the Future of the SCO?", Valdai Discussion Club, 16 June 2017
http://valdai¢ub.com/a/highlights/whais-the-future-of-the-sco/
393 http://eng.sectsco.org/secretariaffhis could become an increasingly complex issue with the inclusion of
India and Pakistan in the SCO, as each BewaretaryGeneral will bring a new set of possibly biased attitudes to
the Secretariat.
% Nick Bisley, flntegrated Asia: Australiadés Dangerous Ne¢
Studies Centre, May 2017
http://sdsc.bellschool.anu.edu.au/sites/default/files/publications/attachment®f0&@_integrated asiaay 20
17 0.pd
395 More will be said on this issue later in the text.
@ Fabi o TheBumsian Ecdnomic Union and the Silk Road Economic Belt: the impact of thBiSisian
geopolitical strategies in the Eurasi a peeNoi 2016/, iMaastr
https://www.msm.nl/resources/uploads/2016/09/MBM20165.pdf
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The first five items in this Action PI&¥ related to general policy eardination, while items @9
covered cooperation on security issues. The remainingsitg to number 50 were about various areas
of economic, scientific, cultural and humanitarian cooperation. The economic items have & eadvy
surprisingly detailed emphasis on issues of transportation, logistics etc. The influence of the SREB is
on this document is very clear.

ltems 35 and 36 of the Action Pl an @&ansortiumbo ut fif ul
(established in 20055 ct i vi ti eso of the SOC and #dAinterest in
cooperfaTh e nma i aneatiggottee|SC Ihterbank Consortium was setting apgechanism

of funding and banking servicder investment projects supported tnwe governments dhe SCO

member *% Kk s na a lerder, but is basically concerned with orgagiziommonbanking

mechanism proceduresandstandards between countries to make investments and banking services
coordinationeasier A SCO Business Counti? was subsequently established in 2006.

Overall,however attempts to give the SCO a greageonomic focuave largely been unsuccessful.

China has in the pastiggested thahe SCO became the basis of a free trade atethe May 2016

RIAC conferencen Moscow former Chinese Ambassador to Ruskidrenglinn, s ai d t hat fthe o
way to link the EAEU and th8REBwould be to create fee trade arewithin the SCO.0 He added

fiChina sugges$beadg thime agea dut Russia *HAdn't want
indications are that Uzbekistanipporéd Russia in opposing a free trade area within the SCO, with a

senior official ruling it out in comments made in December 2645.

China continued to push the SCO free trade areaftdesome timewith Premier Li Kegiang telling

the November 2016iBhkek SCO Heads of Governmeédbunciime et i ng t hat China i s A
settingup of an SCO free trade area, and would like to see a free trade agreement feasibility study
among SCO *hember so.

As before, Russia wdsaving none of thisin an Apr i | 2017 interview with Kom
ispeci al r epr es e nBakhtiyor\Kieakiniow, isaid $h@ubile €Hink and Kagakhstan

arei n favor of active progresso on a fandagded rade ar e
t hatt hi#r (SCO) partners ar®* Wheo pressed asthe rrelatiodship on t he
bet ween the SCO, the EAEU and AEurasian integratioc
resoves hat the priority task is the construction of t

Thereality is thatf there is to be any sort of free trade area on the Eurasian landmass, Russia does not
want the SCO involved because any SCO based free trade agreement would give too much power to
China. Moreover,Russia does not want individual Centrai& countries directly involved in a free
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s t6 ¢ O dzdfn SOsyaftdH dzd BQ2%5FIdso@D the approval of the Action Plan for 262620 on the

implementation of the Development Strategy of the Shanghai Cooperation Organization uitil 2025
http://kgd.gov.kz/sites/default/files/files_framework/plan.pdf

398 hitp://eng.sectsco.org/structure/

399 http://www.bcsco.org/en/sdausinessouncil

Gl eb Fedorov, fATarget $200 bln: Russia, China explore \
Headl i neso, 2 June 2016,
http://rbth.com/international/2016/06/02/tar@80-bln-russiachinaexplorewaysto-stimulatetrade 599467

LB ¢ dHbiplesGusd i i oldd jtas iz s shEms@rgd e@d (AUzbeki stan is not 1
consider the issue of the SCO free trade zoneodo), 16 Dece
https://ria.ru/world/20151216/1342819943.htm|

312 speech by Premier Li Kegiang at the 15th Meetiftipe Council of Heads of Government of the Member States

of the Shanghai Cooperation Organization, 3 November 2016, Bishkek
http://english.gov.cn/premier/news/2016/04/content_281475482644898.htm

31 d 7 Oxftsits ts ) lsf ¢ €z wizOte dzj(Mishasl KorostikovandElenaChernenkd ,v dfj dzfgis § &z

f tod ¢ dzOHz@ @G Merbership in the SCO is not an invitation to jeabmmersant, 4 April 2017,
http://www.kommersant.ru/doc/3275166
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trade agreement with China. Instead, it wants the EARldder Russian dominatidnto be an equal
fi p ar ofChna and its SREB.

Russiaprefers thathe SCO continueas a security organization. Wants closer military cooperation

with China and is willing to do this within the SCO framework because it knows that it presently has

the upper hand. It has military basesseveralCentral Asian countries andgenerallythese countries

would still prefe  t o have Russia rather thanChhhdoesanotas t heir
have military bases in Central Asia, in part becausitld not be popular and in part because of its

pr of es s e chonjnterffeiency ithedomestic affairsobt her c*untri es. o

2. The Way Forward?

AttheSCO Summitin Astanan89J une 2017, the AHeads of &t ate Coun

It listed the attendees &sazakhstad Blazarbayewho was chairman of this particular meetinygj
Jinping, Vladimir Putin, pesident othe Kyrgyzstan Almazbek Atambayevpresident ofTajikistan
Emomali Rahmon, angresident ofUzbekistan Shavkat Mirziyoyev.

Prime MinisteNarendra Modbf India, the pesident oMongolia Tsakhiagiin Elbegdorgnd the gme
minister of Pakistan Nawaz Sharif are listed as having observer status, altimoieyand Pakistan were
granted full membership at the meetf§The pesident ofAfghanistan president oBelarus and the
minister offoreign dfairs of Iran also atteded as observers.

While it is not clear why Belarus would attend other than being one of only two EAEU members which
are not SCO members (the other being Armenia), the presence of Afghanistan reflects the security
concerns of the SCO (plus the geographijgosition of Afghanistan makes it an obvious potential
member), and the presence of leard Mongolia reflects thepotential membership.

Also inattendance were SecretdBgneral othe WN Antonio Guterres and SecretaBeneral
of ASEAN. Both these riiect the desire of the SCI0 been seen asmamportant and responsible player
in international affairs.

Turkmenistan did not attend the 2017 meeting as an observer, although it was a surprise attendee the

previous yearln his April 2017 interview withKommersant, Bakhtiyor Khakimov said that

Tur kmeni stan has been sending fisignalsodo that it war
while taking into accouftHeal$osignaledaut Mamgolmssaa fineutr al ¢
possible future nmaber, and said that Russia also supported the membership of Iran.

According to a press briefing given by the SCO Secrdtayeraf’* iel even documents wer e
adopted at the meeting, including the Astana Declaration of the SCO Heads of State, the SCO

Convention on Counteracting Extremism, the Statement by the SCO Heads of State on Joint

Counteraction to International Terrorism, the Jéiotion Plan for Implementing the Prografar the

SCO Member States Cooperation in Tourism for 20107 1 8 0 .

Y Fabi o TheBumsian Ecdnomic Union and the Silk Road Economic Belt: the impact of thBuBisian
geopolitical strategies in t he Eur asi a regi ono, i Ma
http://web2.msm.nl/RePEc/msm/wpaper/MSNMP20165. pdf
315 press release on the results of the Shanghai Cooperation Organisation Heads of State Council Meeting, 9 June
2017http://eng.sectsco.omgws/20170609/289274.html
318 press briefing of the SCO Secret@gneral following the SCO Heads of State Council Meeting, 9 June 2017
http://eng.sectsco.org/news/20170609/290249.html
71 d 7 Oxtsits s ) lsf ¢ €z wizOte dzj(Mishasl KorostikovandElenaChernenkd ,v dfi dzfais § &z
f tod ¢ dzOHz@ @G Merbership in the SCO is not an invitation to Jegabmmersant, 4 April 2017,
http://www.kommersant.ru/doc/3275166
%18 press release on the results of the Shanghai Cooperation Organisation Heads of State Council Meeting, 9 June
2017 http://eng.sectsco.org/news/201706@BH274.html
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Theaewa s aMesnorandumiiJnderstanding betweghe SCO Secretariat and the International
Committee ot h e R e dandgenerahenéccusatoryleclarations about peaceful settlement of
conflicts in Afghanistan, Syria and the Ukraimedt he contr over sy over |l ranéds nt

The nomination of At our RETSomnit would besurpgising éxceptiont r es ul t
the fact that the Summit achieved very litilgart from the confirmation of the membership of India

and Pakistarindeed, eme observers have suggested that the SCO now lacks a purpose and is an

organi zagaromh ifno® a mi ssionod

As usual, théheads obtate praised the activitiesthfe competent bodies 8CO member states and the
SCO Regional AntiTerrorist Structure itombating terrorism, extremism, separatism (“the three evils")
i The h statedheardoahd approved the SCO Secr&argral's report othe activities othe
Organisation ovethe pasyear and the SCO Regional Adterrorist Structure Council report time
activities ofthe SCO RATS ir20160°%°

Transport is another perennial issoeSCO Summits. According tbe official press release, the leaders
fiadvocated enhancing multilateral cooperatiorthé transport sector, including bypanding the
transport and communication capacityttd regiom .

A joint meeting of the SCO Interbank Consortium and the SCénBas Council was held at the June

2017 Summi t . I't was described as Athe first time tF
gathered to discuss the prospects for expanding and activating cooperation on developing trade and
exportfinancingy banks in the SCO ar eaofounderaofanew8GDant s wer e

Economi ¢ F acould servevdan academitc and practical platform éobroad exchange
of views ona wide range afnultifaceted economic cooperation wittie financi§ business and analytic
communities' involvement2!

The communique following th2015 Summit heldn Ufa, Russia,had declared that SCO members

would continue trying to come to an agreementa financial entity or entities that actually engage in

lending activities?? And the press release from the Tashkeit 1 6 Summit says t hat
will continue to discuss the establishment of the SCO DevelopmentdBah&CO Development Fund

(special acount) for the purpose of providing financial supgpo t o pr oj ect acti vityo.

=
3
ey

Chinafirst publicly proposed the creation of a SCO Development Bank in,2dlfttbugh it had been

previously discussedithin the SCO.Chinahad argued that SCO Development Bank would become

a tool for financing joint projects n addi ti on to the existing multilat
possible to say that this new SCO bank, the Asian Infrastructure Investment Bank and the BRICS New
DeveIoBESment Bank complement each other, stimulate development and do not conaedict e

ot h*r . 0

But Russia, with its desire to keep the SCO out of the economic arena, instead pusked thfe
expansion of theEurasian Development Ban{EDB) i as already discusseth this text its
shareholders are tHeAEU countries plus Tajikistah as an alternativio an SCO Development Bank
It has received support from Kazakhstan which, as alwkn@ws that it is stuck with the Russian

W Gal i y a | bwhat gre theoimptication® of India's and Pakistan's accession to th®@SCORussi a Direct ,
13 July 2015ttp://www.russiadirect.org/debates/whaireimplicationsindiasandpakistansaccessiorsco

320 press release on the results of the Shanghai Cooperation Organisation Heads of State Council Meeting, 9 June

2017 http://eng.sectsco.org/news/20170609/289274.html

L% The first joint forum of the SCO banking, financial a
2017.http//eng.sectsco.org/news/20170608/289153.html

2 Russian International AfGhiimess eCoinalidgueRe ptolret , 2 0ilRGU s M
http://russiancouncil.ru/en/inner/?id_4=7733#tamtent

®Russian International AJhfianersse (oiuanicague :Retphoer t2 0 1i6R uMsosdi eal r

http://russiancounkru/en/inner/?id_4=7733#tepontent
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connection for the time being (and the location of tBEN Almaty is not inconsequential fahe
prestige oKazakhstanj?*

One problem with the Russian proposal in that tb8EBhareholders include countries which are not
members bthe SCO (ie Belarus, Armenia) and are unlikely to eveAlibough, presumably in the
view of this authoi they could be squeed into a broader Russialefined Greater Eurasia.

At this stage, the SCO Development Bank proposal seems to be going n@ihetgh China
continues to officially promote the ideand it was again mentioned in the officikss releasef the
June 2 01 7 Thebéeadsidtate: notefi the importance adntinuing consultations dhe
establishment dhe SCO Development Bank and the SCO Development Fund (Special Accdhet) at
expert level inaccordance witthe SCO Member States Hisa ofGovernment (Prime Ministers)
Council decision 08 November 2016 (Bishkek) withe purpose dinancing joint projects withithe
SCO frar@wor k. o

Premier Li Kegiandhadtold the November2016 Bishkek meeting hat t he t&H®@ inbeeds 0

full play the role of existing investment and financing platforms such as the SCQOBértker

Consortium, the Asian Infrastructure Investment Bank, the Silk Road FundChhexEurasia

Economic Cooperation Fund and the BRICS New Developmank,Bo provide financial support for

the development of SCO economies and regional cooperation projects. Let us instruct competent
departments to continue negions on establishing an SCO DevelopmerinilB with a view to

reaching agreement on a detditmoperation modality. The total volume of effective bilateral currency

swap agreements between China and other SCO member
inclusion in the currency basket of the Special Drawing Rights (SDR) of the IMF will beda goo
opportunity to strengthen cu¥rency swap and settl er

It seemsclear, in the view of this authothat Chha see advantages in having a SCO Development
Bank as a platform to help promote international usage dREhB.

The SCODevelopment Bank issumay also offer significant lessons on the way that the SCO operates

and howi as will be discussed later in this téxindia and Pakistan came to be membBenisov and

Safranchuk, writing in Russian Law and Politiessay thatissues have been included on the SCO

agenda despi tceeonsheen sabss@dhabned erf efinfiacirn an i nidrlf i ni te pe
general agreement emergeso.

Free trade is not mentioned in the 2@CO official communication Instead both the official press

release and the press briefing by the SCO Secr€tangral’® welcome thed One Bel t , One Roa
initiative and praised thé r esul t s6l5 ddy A Bdlet 1dnd Road Forum for
Cooperi@tiono

% Russian International AfGhiimess eCoinalidgueRe ptolret , 2 0ilR6u s M
http://russiancouncil.ru/en/inner/?id="747 33#topcontent

3% press release on the results of the Shanghai Cooperation Organisation Heads of State Council Meeting, 9 June
2017http://eng.sectsco.org/news/20170609/289274.html

3% speectby Premier Li Kegiang at the 15th Meeting of the Council of Heads of Government of the Member States
of the Shanghai Cooperation Organization, 3 November 2016, Bishkek
http://english.gov.cn/premier/news/2016/11/04/content_281475482644898.htm

%27 | E Denisov and I. A. SafranchulEour Problems of the SCO in Connection with Its Enlargement”, Russian
Politics and Law, vol. 54, nosi 6, 2016, pp. 494615, 2016
http://www.tandfonline.com/doi/abs/10.1080/10611940.2016.1296304?journalCode=mrup20

328 http:/leng.sectsco.org/news/20170609/290249.html

2The use of the two terms fAOne Belt, One Roado Initiati\
Cooperationd is perhaps interesting because nmet reflects
However , it is also true that the term AnOne Belt, One Ro
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Some observers, such as Chen Chuwilthe ANU, have regarded the Chinese push for a B€&Cirade
areaas essentially a countareasure to theroposediransPacific Partnership @#P.3* If so, the recent
abandonment of the TPP by the Trump Administration heyecause China to put lessmephasis on
the SCOi at least in terms of a possitfiee trade agreemeitand more on alternative mul&teral
agreementthat also involvecountriesoutside of the SCO.

Justasimportantly in the view of thisauthot he absence of a #AfreS€COtradeodo r ¢
official commentaryreflects the fact tha€Chinais feeling increasingly confident about what can be

achieved with its Belt and Roadwithout, if necessary, the formal or informal support of other SCO

members.

Mur at bek | ma noad hasehe imprasgisn thathcertain miember states are slowly but surely
losing interest in the SCO and are reluctant to look for new ways td deye**'iHe does not

nominate any particular stateut is the view of this author he could have mentioned China.

3. The Effect of New Members(India and Pakistan)

In his interview with KommersanBakhtiyor Khakimovspecifically mentioned that the fact that the
official languages of the SCO were Russian and Chinese and that this this situation will not change.
While English will be used informally, in the view of this author at some stage India and Pakistan will
insistto add Englisi?

From Russi abs poi nlhdiadargelyustkedbyibmthe bassthdath e oAi o€l usi on
of such an important continental Jovlibelpkesp |1 only ir
China in check. China eventually agreed provided that Pakistan was also invited to join.

Dmitri Treninhas written that the inclusion bfdia and Pakistafimakes sense for Russia as it seeks to

position itself in the geopolitical conteat Greater EuraseafiMos c owdés st r ategic goal i
China in a web of friendly arrangements and thus 1t
unilaterallyd®*

n

However, there is a dangieand in the view of this authaahigh probabilityi that the Chindndia
and Pakistafindia territorial (and power) disput@sll tear at the inside of the SCO and makessle

330 Author interview with Chen Chunlai, Crawford School of Public Policy, Canberra, March 2017.

331 Muratbek Imanaliev, "What Is the Future of the SCO?", Valdac@ssion Club, 16 June 2017
http://valdaiclub.com/a/highlights/whi-the-future-of-the-sco/

321 d 7 Oxtsits s ) lsf ¢ €z 0izOte dzj(Mishasl KorostikovandElenaChernenkd ,v dfi dzfais § &z

f tcd ¢ dzOHz@ @G Merbership in the SCO is not an invitation to Jeabmmersant, 4 April 2017,
http://www.kommersant.ru/doc/3275166

3B dzj C MO dzH Alexar@erGapuey i1 sdz' " j, HO fkxj. sO¢ (Mmdw ftjotdlsdo
d dzls j tc j NMipeepyés wrseHow Russia transformed t he¢C8me@edenter o a cl ub
Moscow, 13 June 2017

http://carnegie.ru/commentary/?fa=71212&mkt #ekJpljoiTVRVNEStVmtPVEJtTKRNdyIsInQiOiJgUktCNnB
sekRtOFhpTkl4cGhNdWhKZO0IINO5yW1ZQSU9UYWszUjRoUnRBaDdaZ1 AWK2RHOGIVOQkV0ZIM1alpoc0Z
wbzJhSDIIT1IUSEVZNjdDYk1wYjRVaVhZcnRIOGJIxc3I5MVIHMEJFczBxUnJzV25LNKkZrS3lwSzNUZzFsZSJ

9

334 »shanghai Cooperation Organization at Crossroads: Views From Moscow, Beijing and New Delhi', Carnegie

Moscow Center, 9 June 2017

http://carnegie.ru/commentary/71205?mkt_tok=eyJpljoiTVRJell6 TmIZV00zZWWpBNSIsInQiOiJQZkQOWWhsQI
IEbmZhMDNmMmMU5SWVFEVPM1ptNE9ZODJYOEIDc2ZtTOk2UmowR1INcXJtdjYrKOpcLOZNTmwyZitNcE90Q
3N2YkZKcHdpZIhtdEpEWIVON3M1NTkybUx3YU9MejJPTIIFaldRVIg2N1dgbUY3UW9PS|RLWFd6elJjZ3Eif

Q%3D%3D
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relevant than it alno@acdryimagigse.howMNew Belailand ®akistanavill e s . i
exchange intelligence on terrdris g r *% bgzause of their differing views of who is a terrorist.

Chinawasnot keen on th&sCOexpansion, and some of @salystshave referred to the experience of
the European Union which expanded so much that the original foundegsldss much of heir

influence®3®

sov and Safranchuk argue that China tends to
ni zati esnabil mey amndfisecur i twhereanRussiBavaryé nt r al As
AiAsi an f or m@etitohistorioat badkyand)tamtnds toAseeithe SC& part of a

ft er nat i on% IFor Russiahthieexpanded 8C&¥oss cr uci al geopol i tical
t challenges the *§éandépaftofieGreaterEurhsiadonidery t he West 0

Denisov and Safranchuduggest that th€hinese viewed thpossibleinclusion of Pakistan and India

asan example of an item being placed on $@&0Oagenda in spite of Aconsensu$ as was the case

with the SCO Development Barikbut not expected to go further than thikeyfhave the impressian

thatC h i n auntesstdod the Ufa declaration of 2015, which envisioned the start of the procedure for
the admission of India and Pakistan, not as the beginning of a process withsalyptewwn result in

the form of the admission of these two countries, but as the appearance on the agenda of an issue on
which there is no consensus and that cannot be finally settled until consensus is aéfieved

However,they arguethabot h At héy mafo SCO member stateso as wel
viewed the issue as being settled, subject only to formal@bega was thus left in the difficult
positionof either accepting the enlargement or undermining the authority of thé*8CoO.

Yan Xuetong says tha€Chi na had #Aresi sted the expansion for m
resistance in itself began t o* Wearguesthatthe¢ 3COhas| ati ons
now been Timvied efVardtliek Imanalievis less seere, but he still says that the
accession of Pakistan and Indmai |weakefi the already inefficient organizational, logistic and
administrative structure and ultimat*®ly turn the S

350 dzj ¢ MOdzH tAlexa@erGapuey (, AJtsd hj, HO Akyj. s0O0¢ (sMmdY ftojotC
d dzls § tcj NMipepyés worseHow Russia transformed t hégC8egeCenter o a cl ub
Moscow, 13 June 2017
http://carnegie.ru/commentary/?fa=71212&mkt_tok=eyJpljoiTVRVNEStVMtPVEJtTKRNdyIsINQiOiJqUktCNnB
sekROFhpTkl4cGhNdWhKZO0IINO5yW1ZQSU9UYWszUjRoUnRBaDdaZ1AWK2RHOGIVQkV0ZIM1alpoc0Z
wbzJhSDIIT1IUSEVzNjdDYkiwYjRVaVhZcnRIOGJIxc3J5MVIHMEJFczBxUnJzV25LNKkZrS3lwSzNUZzFsZSJ
9
8 Russian International AfGhiimesseCoinalidgueRe/2bbre , 2 IRGU s M
http://russiancouncil.ru/en/inner/?id_4=7733#tantent
337 |, E Denisov and I. A. SafranchulEour Problems of the SCO in Connection with Its Enlargement", Russian
Politics and Law, vol. 54, nosi 6, 2016, pp. 494615, 2016
http://www.tandfonlinecom/doi/abs/10.1080/10611940.2016.1296304?journalCode=mrup20
%% RussianChi nese Dialogue: the 2017 Model 0, RI AC Report 33/
http://russiancouncil.ru/papers/Rus§lhina-Report33En-Preprint.pdf
339 | E Denisov and I. A. SafranchulEour Problems of the SCO in Connection with Its Enlargement", Russian
Politics and Law, vol. 54, nosi 6, 2016, pp. 494615, 2016
http://www.tandfonline.com/doi/abs/10.1080/10611940.2016.1296304?journalCode=mrup20
340 | E Denisov and I. A. SafranchulEour Problems of the SCO in Connection with Its Enlargement", Russian
Politics and Law, vol54, nos. 56, 2016, pp. 494615, 2016
http://www.tandfonline.com/doi/abs/10.1080/10611940.2016.1296304?journalCode=mrup20
%1 van Xuetongfy, jf ts dzd d§@ ji dstn fozf#0 i ls Odz@ @ jo K3 to DA duéfEdfd & O j | @pfnot
understand why Russia does not) Kommersastf17 March 2007 mi ng an al | i
http://www.kommersant.ru/ddg243633
342 Muratbek Imanaliev, "What Is the Future of the SCO?", Valdai Discussion Club, 16 June 2017
http://valdaiclub.com/a/highlights/whi-the-future-of-the-sco/
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But, in the view of thisauthot, hi s may wul ti mately be in Chinads int e
nowhere to go with &current membership make and wishing to promote thedternative attributes
of theSREB in any way podsie, it made sense for Chirta ultimately @ree to the expansion.

The other SCO members have had various attitudes to the possible membership expansion. According
to Adil Kaukenov, a Kazakh political analyst, Kazakhdtepes for arfi i n j edfclridianocapital in
thedevelopmerd f i nfrastru®ture and energy. o

Abdugani Mamadazimov, Chairman of the Association of Political Scientists of the Republic of
Tajikistan, saysfiTajikistan sees SCO membership of India and Pakistan, and potentially Iran, as a

possible means to solve the Afghan problem. Cooperation under the SCO between these three major
countries on Afghanistan6s bor derlsmeatdfghlaristane x pedi t e
will be surrounded by a powerful regional association with common vauodsapproaches to

resolving issue®**

The motives oPakistan andhdia may differfrom each otherThe ChinaPakistanEconomicCorridor
aspect of the SRE® promises to bring great benefits to Pakistan, and Chimshedits SCO
membership if India was to become a member.

As for India,Nandan Unnikrishnan, Vice President of the ObseResearch Foundation in Delhi, says:

AiThere are two or mor e Vi ewstheiquestidniofesSCO methbeeship. st r at eg
The most widespread is, firstly, that India should join the SCO because it is a body that could play an

important role instabilizing the security situation in thegion given the drawdown of SJded

international forces. Also, that SCO membership will help India raise its profile in Central Asia and

ease its participation in development projects.

A second view, accordinp Unnikrishna i s SCOhmanbership does not really confer on India
any advantage£hina and Russjavhich lead the SCO, arairrently in antiWest mode. India is being
allowed to join the SCO to mask this. Also that China will not permit India to get any significant
economic benefits from joining the SGO.

Mor eover, iChi ha hbhaguedopfed indgmbersoipheasse it Haolost t o | ndi
interest in the SCO and is pursuing its agenda independently through bilateral contact{ 8R&Be

aspect offOBOR project. Therefore, there is no real benefit for India as Chittzeiglriving force in

the $T0.0

Thenthere is the issue of possible Iranian membersfiipe Russian position is clear in its support of
initiating the SCO admission process (for Iran) without delays, if possible," said Russian envoy to the
SCO, Khakimov*’ However, having already been pustiedaccept India and Pakistan, China seems
weary of the SCO and in no hurry to continue the membership expaffsion.

There is also thenore theoreticailssue of jist how far the SCO net could be spreadicle 13 of the
charter states that fithe SCO shall be open to acc:¢
obliged to comply with the goals and principles of this Charter and also with the provisions of other

Gal i ya | bwhatgre theoimpdication’ of India's and Pakistan's accession to thééSCORuUssi a Direct ,
13 July 2015ttp://www.russiadirect.org/debates/whatreimplicationsindiasandpakistansaccessiorsco
¥ Gal i y a | bwhat gre theoimptication® of India's and Pakistan's accession to th®@SCORussi a Direct ,
13 July 2015ttp://www.russiadirect.org/debates/whaireimplicationsindiasandpakistansaccessiorsco
3% In fact, as shall be discussed later, the Gifiakistan Economic Corridor was initially officially iden&l as
Afclosely relatedd to fOneiuiidalyatietsiibe Rome oa DLk agelimp poo
¥ Gal i y a | bwhat gre theoimptication of India's and Pakistan's accession to th®@SCORussi a Direct ,
13 July 2015ttp://www.russiadirect.org/debates/whaireimplicationsindiasandpakistansaccessiofsco
"Reut er sledblic&éepsrran at arm's length despitRu s si an backingo, 23 June 2016
http://www.reuters.com/article/uszbekistarscoidUSKCN0Z9213
Reutersl,ediChlioma keeps Iran at arm's |length despite Russ
http://www.reuters.com/article/uszbekistarscoidUSKCN0Z9213
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international treaties and documes adopt ed wi t hi n t*f Howhereghoveewegr k of t |
does the document define fAthe regiono.

Overall, in the opinion of this author, it is very difficult to agree witadimir Putin who claimed at the
June2017Astana SCO Summit that® expasion of the SCO membership will make the organization
more powerful and influential in the political, economic and humanitarian éigiisiowever,Chinese
media reported that Xi Jinping, when meeting with Putin, seemed to offer support saying that the SCO
s h o wehhdncefitsinfluenceiml obal and fPegional affairso.

I n the view of this author, it is possible that Xi
Astana Summit, China assumed ttotating presidency of the SCO. Gabuev is probalght when he

wr i tSEG headfuarters are located in Beijing, and the organization has Shanghai indts nendes a

big enough symbolic trophy to keep China pleaséd.

In any case, Xi halittle to lose from promoting the virtues thfe SCO.

PartF: nMBel t a nlditatkye a d 0
1. What is the Silk Road Economic Belt(SREB)?

Here, the focus is actually attempting to understand what the SREB is. The reality is that it is a

nebulous concept or even aslogani which would be unimportant if not backegt the economic

power of China. This chapter is perhaps unusual in that it examines the reasons for the SREB part of
BeltandRoat#’ bef ore it | ooks at tBekandRoadisThisishdcabsest at e men't
the official statement was only relealsone and a half years aftee idea was first announcgetat is,

it took 18 months for Chinese bureaucrats to devise a story (or, compile a list of things) regarding the

soc a | Inidativediln the view of thisauthot he A of f i ¢ i antatyimportamee toithe of seco
evolving Chinese view of what can be done to take maximum advaofttdgeBelt and Road

concept/slogan.

(@@Reasons for the Alnitiativebo

The term fASilk Roadso seems"”cantoryth degceibe breienhtradeoi ned i
route networks that linkeHasern Asia to the Middle East and eventualtyEurope. There were both

34 | E Denisov and IA. Safranchuk"Four Problems of the SCO in Connection with Its Enlargement”, Russian
Politics and Law, vol. 54, nosi 6, 2016, pp. 494615, 2016
http://www.tandfonline.com/doi/abs/10.1080/10611940.2016.1296304?journalCode=mrup20

®AFPutin Predicts SCO Gaining More Influence as India, Pz
https://sputniknews.com/politics/2017060910544808dtin-scepakistarindia/

%1 An Baijie, "Xi: China, Russia should enhance ties, boost role of SCO", China Daily, 9 June 2017
http://www.chinadaily.com.cn/world/2017xivisitskazakhstan/206709/content_29683124.htm

%52 shanghai Cooperation Organization at Crossroads: Views From Moscow, Beijing and New Delhi', Carnegie
Moscow Center, 9 June 2017

http://carnegie.ru/commentary/71205?mkt_tok=eyJpljoiTVRJell6 TmIZV00zZWWHBMQiOiJQZKQOWWNhsQI
IEbmZhMDNmMMUSWVFVPM1ptNE9ZODJYOEIDc2ZtTOk2UmowR1JINcXJtdjYrKOpcLOZNTmwyZitNcE90Q
3N2YkZKcHdpZIhtdEpEWIVON3MINTkybUx3YU9MejJPTIIFaldRVIg2N1dgbUY3UWIPS|RLWFd6elJjZ3Eif

Q%3D%3D
% The fAOne Belt, One Roado eni fiBRtdbyeandBaB&RandsReatbdalt
same thing. However, there has been a subtle change in t

initially raised in 2013 and this may possibly mean that some of the quoted material by vaalysts atc would
have been different if they had known of later developments. Thus, when quoting | have used the terminology
originally included in the quote. Otherwise | use the @B
Ayi dai Ilyilliubemwdllcy means fAone belt one road?o.
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land and maritime routes which intersected with eaclerptand the name derived from the great
importance of silk in tht trade.In the late 18 century the usefulness of these networks was reduced
because sailors had learnt that is was possible to tareetly by seabetween Europe and Asia by
sailing way south in the Atlantic Ocean to the bottom Africa and then agem tevard the Indian
subcontinent and eastern Asia. Thus there was less need for more cumbersome (and lower capacity)
land transport.

The idea othe restoration of thancient "Silk Road" to China wamt new,but for the first time at the

official level an initiative was launchdd SeptembeP013by PresidentXi Jinping during avisit to

Kazakhstan His speechn Astana on"Development of Peoples' Friendghfior a wonderful future”

proposedhe construction o new"Silk Road Economic Belt(SREB) Later,in the same yeaturing

a visit to Indonesighe expandeit to includea "Marine Silk Road of the 21st centufISR). These

t wo proposals together b e c a noenitikive ganchnovg at leashiem i One B«
English, as .iBelt and Roado)

It was only later, on 28 March 2015hatis,1 8 mont hs after Presidént Xiobds S
that China published maofficial document "Vision and Action aimed at promoting the joint
constructionproject of theEconomic zone of the Silk route and Maritime Silk Road of the 21st

centuy",** that gave anoredetailed idea of what it actually was all about.

Xin Zhang has given thisxtendeddescription of the developmepttocesf the Belt and Road

i The cané&pmomeotionrofthe initittv e was devel oped-tihm omaehi® of a 6 mu
which momentum was injected only step by step, and the official policy only became substantiated

gradually. Initially the 2013 announcement of the SREB by Presidelihping caught policy circles

both inside and outside China off guard. Indeed, the decision to launch the OBOR initiative was made

in a highly centralized fashion, without much prior consultation with expert circles in China. One of the
consequence of sudtyle of decisiormaking is that after the original announcement, various think

tanks, research institutes within the state apparatus, and government agencies were all scratching their

heads to quickly fill in the details of the grandiose but extremeajyeanitiative full of big concepts.

In a very similar fashion, after the implementation of the OBOR began, central economic bureaucrats

had to fAimoved existing projects that are not relat e
the Silk Road initatives. It also took a lot of internal tusfar and heated debate among various

bureaucratic organs in the central government to gradually fill in the details of the program, which is

still being further substfhh diadvemwad, atdinst, ptebertedi mp | e me nt
mostly as a network of regional infrastructure projects. Only after the National Development and

Reform Commission, Ministry of Foreign Affairs, and Ministry of Commerce jointly released the

6Acti on Pl an Foamewbrk, and €ooperatomn Rribrites and Mechanisms in the Belt and

Road | nitiat i v €obe discussed iMaernexhseclddhpedarde clear that the scope

of this initiative from the perspective of the Chinese state goes beyond justrirdtaral buildu p**° o

Xin Zhangthen describes thgold-rushtype activityto take advantage of the situation:

fAfter the OBOR was released, both central official media and regional media together with all kinds
of research institutes and universities/e within a very short period of time produced a huge number
of books, movies, documentaries, and exhibitions that are intended to revitalize the interest of the
general public and win endorsement for historical Silk Roads and their modern day reléfance

3410 ¢ s dzts B f jisf GOdzs 5 f & & [ s te ) SzijcdE s ¢ & @K6 B j 'S(Economic belt of

the Silk Road" and "Sea Silk Road of the 21st cenjuryittp.//ru.chineseembassyrg/chneyxxdt1257322htm

¥ Xin Zhang, fAChinses Capitalism and the New Silk Roadsbo,
http://www.aspeninstitute.cz/en/article2D16-chinesecapitalismandthe-newsilk-roads/

¥ Xin Zhang, ichinese Capitalism and the New Silk Ro:
http://www.aspeninstitute.cz/en/article2D16-chinesecapitalismandthe-newsilk-roads/
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Whenthis author wa# China in edy 2016, hefound that almost every university or thitdek
organizationthathkad contact with cl aimed to have expertise
sanctioned tgive advice about it.

Zhang Dongdong of the Australian National Universityagrees withXin Zhang about the evolving

nature of the initiativelt has changed frommainly regional infrastructure and market access project

toafigl obal 0 ef f afficidls, novaimsidtth@tii beseal | ed fABelt and Road
order fito avoid any nar¥ dhus, teeBeltganca Roadteomimdlogyc onnot at i
attachesto any countries willingfito sign up with China for strengtheninget five types of

C 0 n n e c tthatvis, polcy communicationto help align development strategies, policies and
regulations;facilities connectivityvia major transport routes across Eurasiaimpeded trade (and

investmeny, financial integrationjncluding greater use of local currencies in trgaepleto-people

bondso.

Officially, Belt and Roadis the result of the policy foopenness to the outside waqrlohitially
proclaimed by Dengiaopingin 1978 and is described by the Chinese government as the third round
of this opennesgolicy implementation after the development of special economic zones (SEZ) and
China's accession to the World Trade&hizationin 2001 With theOBORnitiative, Chinaofficially
expressed a need to increase openness to the outside world and strengthely berieéitial
cooperatior®

According to many observer8elt and Road s fiper sonal to Pr easitikent Xi o
signature foreign policy theme of his leadership tenurebnelt pr act i c al embodi ment 0
Dr e af noor promoting national rej uviaeastaileading worldd cement

powé?lon Xwnéverdspublished inthe officially producedi The Governanc,e of Chin
frealizing the great renewal of the Chinese nation is the greatasn iitenodern histoy*®® That is,

fito build China as a moderately prosperous society by 2021 when the Communist Party of China marks

its centenary, and to make China a wealthy nation by 204i®vhen the B o p IRepébtic of China

marksits centenary. o

Zhao Hong says thaelt and Road s fiop en Ahand qudtesSkiiYib Ham@ as saying:

AfOBOR does not seek to build a unified institutior
alienati on, nor does it °FKergBrove ans He Jngjirg@inphasisni | i t ar vy
t h philoSophical aspect of OB@R a its thck idf an institutional structubeln their view,Ai Chi na i s

seeking to work within existi i’ PwCrhavedescabeBelonal syst

®"zhang Dongdong, fAThe Maki ngdamRodaldmpPloémeydat ComwdruohSclt
Policy, ANU, Paper No.126
http://www.eaber.org/system/tdf/documents/EABER%20Waykb20Paper%20126%20Zhang.pdf?file=1&type=
node&id=25995&force

BRI toj CteOMdzr §j (ijtemMfjSisdear d fwLOSlkduimMSdy Hij2MmMsadw 6 Mo
hjdStseatsets fEIsd d fisERS FE EGExGledzprispetsteand pfaltiabactionstier joint

creation of the economic belt of the Silk Road and the S
http://www.fmprc.gov.cn/rus/zxxx/t1254925.shtml

¥ Christopher K. JohnossondBefl Rr easnidd eRiota dXi IJniintpiantg ved, CSI S
http://www.thinkchina.ku.dk/documents/160328 Johnson_PresidentXiJinping_Web.pdf

360 Benjamin Carlson, "The Worldccording to Xi Jinping”, The Atlantic, 21 September 2015
https://www.theatlantic.com/international/archive/2015/08Mbing-chinabookchinesedream/406387/

%1zhang Dongdong, AThe Making and | mpl ementation of the I
Policy, ANU, Paper No.126
http://www.eaber.org/system/tdf/documents/EABER%20Working%20Paper%20126%20Zhang.pdf?file=1&type=
node&id=25995&force

%2zZhao Hong, fAChinads One Belt One-YRd Bk Insthtute, 2006er vi ew of t
No. 6https://www.iseas.edu.sg/images/pdf/ TRS6_16.pdf

%¥shi Yinhong, f@One belt one road: wish for cautiond, Wor
364 Kerry Brown and He Jinging iMa ki ng Sense of Chinaés 60One Belt, One F
Vi ews 0, China Briefing, 21 April 2016.
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and Roaca smofir e a vi si on expressing Chinads grand ambiti

pl &R 0.

In the view of this authoBelt and Roads essentiallya list of projects or things to do which have been
almost emotionallgonnected to an idea about Ghiand itdncreasingly importanplace in the world.
Whether or not such an approach to national policy formulation brings success when implemented
depends on theriginal quality of the emotion, the presence of underlying rational reasons for it to
exist, andheactual(almost daily) work done to make it all happen.

This part of thebook is concentrated on tlhuederlyingpracticalrationality of SREBpart of theBelt
andRoad and, as might be expected, different people hexeressediffering views on this.

As indicated earlier in this book, some observerge seeithe SREBaspect of Belt and Roabin

partar eact i on t o Russi ads r eréawihathe 3SCOAcaomlingtdae nance a fr
RIACr epor t , fat first Beijing attempted to realize i
06free trade zoned undSabsaquenrtym i ngegrdidd these ioteregtaini zat i on
thecompre ensi ve SRE Bowpver®énsay andl Safranchuk, writing in 2016, say that

fimost Chinese experts either rej®ct this argument ¢

Whatever the actual influence of Russiajection of a SCO free trade ar@athe view of this author

the trade issuis nowbigger than it was with the SC®loreover, as noted earlier, free trade does not

get a mention in official documents and commentary associated with the June 2017 SCO Summit in
Astana.

There are other faate at play.The influence of the TrarBacific PartnershigTPP) on Chinese
policies toward the SC@as already been discussed. Peter Cai of the Lowy Institute for Intaalatio
Policy, s a y s ortathhe StatdiGouneil ofche ChingSeviernment, Tang Min, noted that
China and many emerging economies had been locked out of thed UFPP and these countries
needed a 6third* ol ed, namely OBORO.

Such views would seem to have some accord with the earlier discussed iRassof Kaegarsov

andt he f or mati on oddl dgeodp olnsuds dsalzelsuggeddd? ommuni ty of
Gr e at er.Haneveraas alddy noted, China htlle interest in the sort of bloc that Karaganov

and othersadvocgtand t he fipol ed0 meaybemarenot a intdlectudlaadrpgblicMi n
relationsrallying point than an organization or bloc.

Then there is thenuch vaunted US militarfipivotd to Asia by the Obama administratjowhich is

seenby some analyst@asa reason fothe creation oBelt andRoad.Peter Camentions Justin Yifu Lin,

former chief economist of the World Bardés having this viewin the opinion of this author, there can

be no doubt that this was a factblowever, as already noted, theaginal OBOR projecthas evolved

so muchi and becoms o @ ¢g°1° mlambitanand t er med AiBteat the influande oRo a d o
the US military pivot reason hasdmene secondanking in nature.

http://www.ctina-briefing.com/news/2016/04/21/makisgnsechinasonebelt-oneroadunderstandinghinesev
iews.html

fAChinad6s new silk route: the long and winding roado, P\
https://www.pwc.com/gx/en/growdinarketscenter/assets/pdf/chimsewsilk-route. pdf
% Russian International Affairs CeChimeseiCboperatdoinKdnay Paper , f

Asi a0, h®&rusBigndobncil.ru/en/inner/?id_4=7724#tumtent

367 |, E Denisov and I. A. SafranchykFour Problems of the SCO in Connection with Its Enlargement”, Russian
Politics and Law, vol. 54, nosi 6, 2016, pp. 494615, 2016
http://www.tandfonlhe.com/doi/abs/10.1080/10611940.2016.1296304?journalCode=mrup20

®peter Cai, fUnderstanding the Belt and,Mam20l7l ni ti ati ve:
https://www.lowyinstitute.org/publications/understandglt-androadinitiative

The list of the 28 fheads of s &tbMagndOgdveBemenantbeRd
Forum for I nternat i o rstaking ot fopthe prasencecohEuropean arfl South Anmedcan s
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Chinese ambitions hawtearlybeen growing!

Other commentators emphasithe importance of internal Chinese issues and thinking rather than
reactions to external events.

Christopher K. Johnsoand Raffaello Pantucci suggest a very domestiperative with the former
sayingt h aat its fost basidevelo, the SREBis beingpr o mot ¢hd solate® ACbi nads
fichronically underperforminginternal and westernjegions by integrating them into a holistic,

externally orientéyd devel opment program.?o
Indeed,Pant ucci osundestand thea SREH its proper context, it is important to first
understand Xinjiang’*whi ch is | ocated on Chinad®ccupgngt ern bor

about 15% of China, it has significant energy resouldésle its population is sparse at about 1.5% of
Chi ntaah & is home to thélighurswhoseTurkic languagds combined with a Muslim religion.
Xinjiang wasincorporated into Chinanil949 and the subsequemovement oHan Chinesénto the
region has led to continuaommunal tensions. Since 2010, Chinéhas tried to use economic
devel opment ( A1 e*F)pds wellgas direct setudty measute to achieve greater
stabilityin Xinjiang.

There are also Uighurs in various partdJabekistan, Kyrgyzstan and Kazakhstemo have links with

those in Xnjiang. This means that the Xinjiang security problem also extends to activities outside of
Chinabés Xbojdamng. i s seen as vital for combating t
terrorism and extremi smo, andntad acehiuevveen atth eo nfOCh i n ¢

Pantuccisuggest thatthe approach to Xinjiang was rather piecemeal until 2013 when Xi Jinping laid
out his SREB visionHe sayghat the SREBiowh a hugdiimplications across the west of the country
as various provinces seek to part of it a n dfrom hnairitial ffision that seemed focused on
Xinjiang development through Central Asid has now become something that spans the Eurasian
landmass .

In the view of Xin Zhang of the Aspen Institutethe main driving force is thergssure from

fi ovaecrc umul Sntei20l26hi nese of ficial s h @&eweNormabe nt ot al ki ng
indicate tothe Chinesepublic thatvery high rates of economigrowth driven overwhelmingly by

manufacturing and construction the old way areno longer feasible. More recently the Chinese

government has, in a similar vein, al so been actiyv
various international grtnersin the hope to resolve the overproduction problem through intensified
intermt i onal c®6 dynteua ZHangpdsn atibutesBelt and Roadto attempts to solve

production overcapacity in many Chinese sectors by developing new markets along th&€‘SREB

countries (Argentina and Chile) which have no possible direct connect to either the SREB or the Maritime Silk
Road of the 2% Century. Seehttp:/news.xinhuanet.com/english/200%/18/c_136217663.htm

WChristopher K. Johnson, fAPresident Xi Jinpingds 6Belt
http://www.thinkchina.ku.dk/documents/160328 Johnson_PresidentXiJinping_Web.pdf

"Raffaello Pantucci, fiLooking West: -ChinaBcanormicand Centr al A
Security Review Commi ssiono, 18 March 2015
http://chinaincentralasia.com/2015/04/16/lookimgstchinaandcentratasia/

Raffaello Pantucci, fLooking West: -Chinafcenomicrasd Centr al A
Security Review Commi ssiono, 18 March 2015
http://chinaincentralasia.com/2015/04/16/lookimgstchinaandcentratasia/

¥ Xin Zhang,CapChiahsesn and the New Silk Roadsbo, Aspen
http://www.aspeninstitute.cz/en/article2D16-chinesecapitalismandthe-newsilk-roads/

“Junhua Zhang, fAWhatoés driving Chinads One Belt, One Ro:

http://www.eastasiaforum.aot2016/09/02/whatsiriving-chinasonebelt-oneroadinitiative/
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But David Dollar, of the Brookings Institution and a former World Bank Director for China, has written

that fAthe thinking in Ch iheAsia nffastructute mestneentiBatl t i at i ves
can be a major solution t o QhmisgualddsThecantributoasot apaci ty
these initiatives together make t o crGécononacélly de mand
meani AfgHail days that fithe eameootihaniarges andthe pGtentiatforal Asi a
investmentid i mi t ed o .

In the view of this authoDollar is certainly correct given the comparativieige scale of such spending
within Chinacompared to the needs of Central ASicourse, th&elt and Roads now more than just
about @&ntral Asiaand PeterCpioi nt s t o another possible aspect of

Cai acceptdhat Belt and Roadgrojects are insufficiertt o  a b s o rimast @iutof steal &rsl other
product s be saysGhisawanasdo uset to fimigrate whole productiofi a ¢ i 1itotlése s 0

devel oped countriues tihmi oprdedustor fdlui bdseso. I n th
l'iabilities become f or ei ghe qutesoanvariety af Chanesd offetialp | omat i ¢
making this point, the most recdpeing the Chairman of the Silk Roadrfe (SRF}’® in a May 2016

speech Cai says fipart of this thinking is informed by

1980s and 1990s 0 wdeamanand pCdductiora lings mgmoGermang, Taiwand
Jap¥hno.

However, Cai notes h a t i s o mesearbrs ane cffieials areeghical of how successful this
aspect of OBO® is likely to beo.

Realistically,in the view of this authoif is not only a gestion of absorption capacityt also one of

how politically acceptable the idea likely to be in countries that are supposed to accept such
seconéhand equipment which is unlikely to be as efficient or environment friendly as more modern
forms of production. Very rapid developments in digital baseatbmestic andinternational
communicationsand subsequent knowledge about the outside wailldhave reduced the general
willingness of people in other countries to accept such production lines.

However, the accepdity of such transfers will probably vary from country to country degend on
the type of industry as well as the views of government officldi®r example,tiis worth recalling the
earlier discussed visit to Kyrgyzstan of the Chinese foreignn i st er t o Bi s hkOsok when r el
so manufacturing operations from China to Kyrgyzst e

Moreover,theearly July2017report produced jointly bthe Chongyandnstitute for Financial Studies,

Val dai Di scussion Club, and The Kazakhstan Counci l
program of relocating Chinese production facilities to the territory of Kazakhstan, 51 projects worth

$US26 hillion totalare planned mainly in processing industries including agribusiness, mechanical
engineering and proc®ssing of natural resourcesbo.

What is not <c¢clear is who is doing the fiplanningodo al
this author, suchumbers need to be taken withagegrain of salt!

37 The Asian Infrastructure Investment Bank (AlIB) will be discussed later in this text.

¢pDavid Dollar, fiCchinads Rise as a Regional and Global P«
https://www.brookings.edu/wpontent/uploads/2016/06/Chinse-asregionatandglobakpower.pdf
"peter Cai, fUnderstandi mwyInstiue forBrgernational Palicy,Marahd20l7 ni t i at i v e ¢

https://www.lowyinstitute.org/publications/understandgitandroadinitiative
578 The Silk Road Fund will be discussed later in this text.

peter Cai, fAUnderstanding the Belt and Road Initiative:«
https://www.lowyinstitute.org/publications/understandgitandroadinitiative
peter Cai, fAUnderstanding the Belt and Road Initiatives:«

https://www.lowyinstitute.org/publications/understandbelt-androadinitiative
%1 Reshaping Eurasian Economic Space: Common Perspectives from China, Russia and Kazakhstan Think
Tankso, Val daiJuly2013 chits/aldaiciub.@in/tilds/14845/
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Junhua Zhag of Shanghai Jiao Tong University, says tBatt and Road s a predoct ofi Ghinese
neomer cant i | P%swhitchi nhieidarses glebal frade and its institutions while also
pursuing a governmeiied globalisation strategy to accumulate capital and wealth for the a#tion
This is achieved, Zhang says, byCeh i n a 6 st Is &lieadyfpeefgrgnces statsvned enterprises
(SOEs) and is focused on establishing free tradedreas

Zhang makes severadlevantpoints. One is thaBelt and Roads a Chinesestate initiative rather than
what might be thought of a s-upaffaremn markétdNer sidmestin 6 or i en

companies acting on the international stage. This i
considerd.
However, consideration of the issue of infree trade

confined free trade space will presumably provide work for Chinese infrastrudtwedopment
companiesand provide a comfortable working environrhéor its occupantsbut wider bi-lateral and
multi-lateral free tradexgreementsnvolve much more than infrastructure projects that may benefit
Chinese SOEs.

The Junhua Zhangoint aboutBelt and Roadeingdesigned t@ r o v new iavesiment optiorthat

preserve and increase the value o¥fwoudemakesemsé t al acct
if the rate of return and the risk were better than the possible alternétoxgsver,in the view of this

author,it is notclear that the actuahd envisageelt and Roagbrojectsare prospectively better.

Xin Zhang says irChinathere isfian ongoing debate about whether it is economically rational to pour

such huge amounts of money into togturn projects and highisk countries, especially in the case of

massive infrastructural projects. Similarly, to what extgiit Ch i na 6 s vesinhent talbgcttee | i n
SREBd@urchasée conomi ¢ r esour c e ¥ Petar @ai spys thdabme Chiaese pdliayy al t y . o
makers feathat the political impetus behind OBOR could drive China into investing in white elephant

projects abroadiiThey are worried that some countries will take advantage of OBOR and sign up to

Chinese projects with nointentionf r epayi %9 the | oanso.

A mid-2016article by James Kynge in the Financial Times, qudtes Miller of Gavekal Dragonomics

as saying thaChinese officials privately expect to lose 30 percent of their investments in Central

Asia®® Cai quotes fa chief invest ment -omédffinansgar fr om o1
institutionso as telling him: fcdutres, lewill Bllocatathee b een o1
mini mum #mount . o

®Junhua Zhang, fWhatoés driving Chinads One Belt, One Ro:
http://www.eastasiaforum.org/2016/09/02/whdti/ing-chinasonebelt-oneroadinitiative/

383 According to,Junhua Zhand o d a y-mercaniilisro differs from the mercantilism of the 17th to eaélith

century, when merchants were often complicit in the imperialism of the great powers in pursuit of increased political

power and private wealth. Neoercantilism today is much more constrained, thanks to national and international

legal frameworks, rekctance to engage in armed conflicts, as well as a greater widespread appreciation of human
rights. o

®¥Junhua Zhang, fAWhatoés driving Chinads One Belt, One Ro:
http://www.eastasiaforum.org/2016/09/02/whdti/ing-chinasonebelt-oneroadinitiative/

¥ Xin Zhang, @AChinese Capi tpehlnssitae Rragde Apfi 2016New Si | k Roads o,
http://www.aspeninstitute.cz/en/article2D16-chinesecapitalismandthe-newsilk-roads/

®peter Cai,gfityhdeBettandnd Road Initiativeo, Lowy Instit.
https://www.lowyinstitute.org/publications/understandglt-androadinitiative

®"James Kynge, fAHow t he Sihahclal TimesMdy 9\#016,1 Be Fi nanced, o
https://www.ft.com/content/e83ced®hd811e69456444ab5211a2f

% peterCai fiUnderstanding the Belt and Road Initiatived, Low
https://www.lowyinstitute.org/publications/understandi@it-androadinitiative
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Cai says that fAone of the | east understood aspects
technological and®é¢mgiOne @biemg 29t1&ndLhds@. i ssued an
ai medomot @&pt he wider adopt i oinorddr toSrhplifyntradeandt ec hni cal
investment fAalor§d the Road and Belto.

The issue of standardaccordingto Caifi must be wundeChkt chmaderiambitianéor ms o f
become an innovation based econom@aicquoted ReQuaneader i n
Lu, Director of Strategic Development at Petro China on the issue of investment in Central Asia:

fiBased on the experienokAmerican and Bropean energy majors, controlling standards means

having an upper hand in negotiation, more bargaining chips and better profitability. To control
standards is more infportant than anything else. o

Yu Bin of Wittenberg University has noted that this issoéstandards has even related to railway
gauges®® For example, the agreementfortha r | i er me Kirgyostareddz bfe®h ista n 0
railway linespecifies théEuropean based)hinesegaugerather tharthe widerRussian gaug&”

There are also reports of construction of a possible Chinese gauge railway running from China to Iran
which would presumably run through Kazakhstan, Uzbekistan and Turkméns@evelopment that
would certanly not be welcomed by Russial

ThisChineg emphasis on standardshoeosne of t he arguments put forward
Technology Initiative (NTI), inwhiclii d evel opi ng and confirming internat
seen as a way of securing economic advantage in internationaldalee production chairié? It

also accords with some of the earlier discussed arguments put forward by the US for adoption of the

TPP and TTIB® So, itis clear that there are a number of claimants for the right to determioes
internationatechnological standards.

When all things are considerd@liyCis certainlycorrect when isays thaBeltand Road s fia | ar ge
Gumbrell ad type of initiati venofcwrenhglanredadndafgiureof a FApo
infrastructure projects, accompani ed®®pXna host of
Zhang also wes similar language, saying that Belt and Roadhitiativei s oon beumbrela t he 6
projecbf or Ch i etandmic statecraft, under which almost all other major international policies

are supposed”to be framed. o

t
K

A RIAC report says that the evidence is tGaina will attempfito establista largeinternational
economidd n i ¢ huwadia whare ittually all the projects China plans in its foreign policy and

peter Cai, fAUnderstanding the Belt and Road Initiative:Z«
https://www.lowyinstittie.org/publications/understandibglt-androadinitiative

CHThe Action Plan for t-bréinatibrB2615lt 7 da ncdo nR oaai dnde dS t gauniddaer [di nCeos  f
developing procedures and mechanisms for mutual certification of standards. See: Hong Koagdrade

Development Councils (HKTDC) Research
http://chinatraderesearch.hktdc.com/businessws/article/ TheBelt-and Road Initiative/Action-Planfor-Harmon
isationof-Standardsilong-the-Belt-andRoad20152017/obor/en/1/1X000000/1X0A443L .htm

®peter Cai, fAUnder st andiLowy Institute forBreetnational Palicy, Marehd2017 ni t i at i v e ¢
https://www.lowyinstitute.org/publications/understandgt-androadinitiative

2Yu Bi n -RussiReilnaat i ons: Putinéds Glory and Xi6s Dreamdé, Com
https://csisprod.s3.amazonaws.com/sfgblic/legacy _filediles/publication/1303gchina_russia.pdf

¥ Ramtanu Maitra, AThe Multiple Dimensions of China6s 6Or

Institute, February 2017 http://schillerinstitute.org/economy/phys_econ/2016/188@ruzbek/ou.html

% Jeff Schubert, -®BcWadothfian g yfoor Ruhses i Hiing3&pember26l6.c Ref or m, 28
http://russianeconomicreform.ru/category/exggdup5-movingfrom-stimulationof-innovationto-growthon-its

-basis/

3% In particular, see the earlier quoted comments of Gregor Irwin.

¢fChinad6s new silk route: the long and winding roado, P\
https://www.pwc.com/gx/en/growtimarketscenter/assets/pdf/chimmewsilk-route. pdf
" Xin Zhang, fAChinese Capitalism and the New Silk Roadsbo,

http://www.aspeninstitute.cz/en/article216-chinesecapitalismandthe-newsilk-roads/
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foreigneconomi c activities, from transportation to hum;
i nt’¥o6. o

In sum, this author agrees wiflhang Dongdongvhen he describeBeltand Roach s a -flédfed | | y
nati onal strategy shaping Claiinodfocg®Micheel@arkofthment and i
ANUsaysigeopol i ti cs -mwnidl dliomg sit negensvaly@it we £ 0‘Wav e n

(b) Official Chineseviewofthefi | ni t i ati veo

According to theinternet site of theChinese Embassy in Moscpihe "One Belt and One Road"
Initiative is managed bya small group under the chairmanship of Deputy Chairman of the State
Council of ChinaOn behalf of the Chinese Government, the National Commission for Development
and Reform, Ministry of Commerce and Ministry of Foreign Affairs jointly modify and develop the
strategy of "One Belt and One Road".

As already noted, th28 March 2015 document "Vision and Action aimed at promoting the joint
construction project of the Economic zone of the Silk route and Maritime Silk Road of the 21st
centuy"*** appeared one and a half years dfersidenXi 6 s Sept embeAstam013 speech i

The AVi sAc b h ¥ rdacamknt is a long and detailést; and in realitynot much more than
this! Extracts covering the main issues for this book are reproduseldw, along with some
commentary by this author.

fiThe Belt and Road Initiative aim® promote the connectivity of Asian, European and African
continents and their adjacent seas, establish and strengthen partnerships among the countries along the
Belt and Road, set up alimensional, multtiered and composite connectivity networks, aedlize
diversified, independent, balanced and sustainable development in these countries.

In the view of this authorhe inclusion of Africa is this statememartly reflects both the very practical

issue that part of the Maritime Silk Road relates to countries and ports on this continent which border on
the Indian Ocean as well as the considerable activities of Chinese companies in many parts of Africa.
However, itisalsdt he case h

t the al most continuall wi den|
Bel t , One Roado to t b

t y
Bel and Roado naturally ring:

oDt

The document continues:

fiFacilities connectivity is a priority area for implementing (Belt and RoajlInitiative6 and i nvol ves
finfrastructure construction plans and technical standard sy&tentsforentan irifrastructure network

connecting all subegion®. | tshodd build a unified coordination mechanism for wkaarse

transportation, increase contigity of customs clearance, reloading and multimodal transport between

®®Russian International Affairs CeChimeseiCboperatdoinKdnmay Paper , f
Asi a0, h®&rusBigndobncil.ru/en/inner/?id_4=7724#tumtent
% zZhang Dongdong, AThe Making and | mplementation of the &
Policy, ANU, Paper No.126
http://www.eaber.org/system/tdf/documents/EABER%20Working%20Paper%20126%20Zhang.pdf?file=1&type=
node&id=25995&force
40 Michee | Cl ark, fBeijingés March West: Opportunities and C
Policy Research Institute, 6 January 20it6://www.sciencedirect.com/sgice/article/pii/S0030438716000028
AL e ¢ ts dzis d3d W jishiy a8 s ff & & [ St i Cz5cdEs 5 ff & @Kc B j 'S @Eeofomic belt of
the Silk Road "and" S e phttp#iuthinesdemzskygohineyxxtE5722%hhemt cent ur y o
492 v/ision and Actions on Jointly Building Silk Road Economic Beltand-Zlstnt ury Mari ti me Sil k Roa
by the National Development and Reform Commission, Ministry of Foreign Affairs, and Ministry of Commerce of
the People's Republic of China, with &t&€ouncil authorization 28 March 2015
http://en.ndrc.gov.cn/newsrelease/201503/t20150330_669367.html
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countries, and gradually formulate compatible and standard transport rules, so as to realizeiraiernati
transport facilitatioda n donrfetivity of energy infrastructure .

The

A Vi si on salksaabodittheASRREB fiinkirg China with the Persian Gulf and the

Mediterranean Se&outheast Asia, South Asia and the Indian Ocean. On land, the Initiative will focus
on jointly building a new Eurasian Land Bridge and develo@himaMongoliaRussia, Ching&entral
Asia-West Asia and Chinindochina Peninsuf§® economic corridors by taking advantage of
international transport routes, relying on core cities along the Belt and Road and using key economic
industrial parks as cooperabn pl at f or ms. 0o

ThefiVi si ons aocumenA saysi tlimhed ChinaPakistan EconomicCorridor (CPEC) is
ficl osel® toBetlarmdtReachdn d r ecglucisreers ciooper at i oSinceahisd gr eat er
document was published, however, theET has been fully broughtinder theBelt and Road

Aumbred @i nadés ambitions for the Ainitiativeo

The documet says thatcountries along the Belt and Rod@idhould promote policy coordination,
facilities connectivity, unimpeded trade, financial integration and peofleople bonds as their five

maj or goals, and strengthen cooperation in the

(1)
(2)
®3)

(4)

Policy ceordination;

Facilities connectivy, includingall kinds of infrastructure

Unimpeded trade, includingowr k t 0o e n SWI© &@rade Raailitation Ageeeniiéfit

takes effect and is implemented

Financial integration, includingnore efforts in building a currency stability systénvestment

and financing system and credit information system in Asia. We should expand the scope and
scale of bilateral currency swap and settlement with other countries along the Belt and Road,
open and develop the bond market in Asia, make joint effart@stablish the Asian
Infrastructure Investment BanfallB) “*° and BRICS New Development Balik conduct
negotiation among related parties on establishing Shanghai Cooperation Organization (SCO)
financing institution, and set up and put into operation ttkeR®ad FundSRFY® as early as
possible. We should strengthen practical cooperation of GkB8EAN Interbank
Associatioff”® and SCO Interbank Association, and carry out multilateral financial cooperation
in the form of syndicated loans and bank credit.Wilesupport the efforts of governments of

the countries along the Belt and Road and their companies and financial institutrogsad
creditrating to issue RMBbonds.We should strengthen financial regulation cooperation,
encourage the signing of MOW& cooperation in bilateral financial regulation, and establish an
efficient regulation coordination mechanism in the region. We should improve the system of
risk response and crisis management, build a regional financial riskagariing system, and
create an exchange and cooperation mechanism of addressinpanaesrisks and crisis. We
should increase crogmrder exchange and cooperation between credit investigation regulators,
credit investigation institutions and credit rating institutions. Yaufd give full play to the role

of the Silk Road Fund and that of sovereign wealth funds of countries along the Belt and Road,
and encourage commercial equity investment funds and private funds to participate in the
construction of key projects of the fiaitive.

gr ow

foll

403 The Chinalndochina Peninsulaconomic corridor is not coveredinthsb k because it is outside
Eurasiado space identified at the beginning.

404 see later section in book @hinaPakistan Economic Corridor (CPEC).

4% The WTOTrade Facilitation Agreement (TFApntains provisions for expediting the movement, release and
clearance of goods, including goods in transit. It also sets out measures for effective cooperation between customs
and other appropriate authorities on trade facilitation and customs compéismes. It further contains provisions

for technical assistance and capacity building in this area. See:
https://www.wto.org/english/tratop_e/tradfa_e/tradfa_e.htm

4% See later seitin in book on Asian Infrastructure Investment Bank (AlIB)
47 See later section in this text.

4% see later section in book on the Silk Road F(BRF)

499 Not covered in this book.
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(5) Peopleto-people bond

The fAfinancial integr at iwithntGeemsoamost anyreasomadtyadmy speci f i
idea included to garner international supplirisalsop o s si bl e t oamkiterisferct Chi nads
international usage s own currency, the RMB.

Thefi Vi si ons docuthent’says, tHaelhaid Roadhitiative fishould lower norariff barrier®

a n dhould speed up investment facilitation, eliminate investment barriers, and push forward
negotiations on bilateral investment protection agreements and double taxation avoidance agreements to
protect the lawful rights and interests of invesborstshodild improve the division of labor and

distribution of industrial chains by encouraging émgire industrial chain and related industries to

develop in concert; establish R&D, piction and marketing systetns t  fi snbreaselcabperation

in conserving ecenvironment, protecting biodiversity, and tackling climate change

In the view of thg author, it is hard to find any sort of economic policy that is not included in these lists.

Thef Vi si ons docunenfoprtinuesiVe should make good use of Xinjiang's geographic
advantages and its role as a window of westward opamag a shduld fgive full play to Inner
Mongolia's proximity to Mongolia and Russia, improve the railway links connecting Heilongjiang
Province with Russia and the regional railway network, strengthen cooperation between China's
Heilongjiang, Jilin and Liaoning pwinces and Russia's Far East region onlaed multtmodal
transport, and advance the construction of an Eurasiarshigd transport corridor linking Beijing and
Moscow with the goal of building key windows opening to the north.

These words will be afome comfort to Moscow because, as will be noted later in this text, it is possible
to envisage that the SREB could totally avoid Rugsfeei Chinese authorities choose to do so. However,
asalsonoted earlier, China (and President Xi) has bégneatpains to assure Russia that the SREB will
not be to its disadvantage.

The AVi si ons an ditheLhirtese gavesromens véllyinsegratehta domestic resources to
provide stronger policy support for the Initiative. It will facilitate the establishment dkiliBe China

has proposed the Silk Road Fund, and the investment function of the-Elhesia Ecoomic
Cooperation Furfd® will be reinforced. We will encourage bank card clearing institutions to conduct
crossborder clearing operations, and payment institutions to conductlmoodsr payment business.
We will actively promote investment and trade litafion, and accelerate the reform of integrated
regional customs clearanoe.

It is noteworthy thatri the above paragraph the Asian Infrastructure Investment Bank (Ati@e
discussed later in this tektis explicitly linked to Belt and Road.

As can be seen,tffieVi si ons and Act i onwide indte scaperewever, it @so e xt r e me |
lacks depthZhao Hongof the ISEAS Yusof Ishak InstituteotesthatBeltand Roadid et ai | s ar e st |
scarce regarding actual implementatiann d coacre#@itoplevel design is still lacking fAThiso |, he

s a y s ledfscholars and the mass media to inject more information than can be foffivially

publ i she® sources. o

40 setupin 2014, th€hinaEur asi an Economi ¢ Cooperation Fund (CEF) is
invest ment vehicle for further realizing the strategic v
$USL1 billion, the n CEomiécooperatiendnithe Shamglsai Goaperatien®©manizatiarc o n

(SCO) region, advance development along the Silk Road Economic Belt and raise the level of economic cooperation
bet ween China and Eurasian countr i esgspecidicddfnaricialr get s pr oj e
instruments as common stock, preferred stock, convertible bond, mezzanine financing, bridge financing and senior
bond, etc. 0 Apart from t hi s, hitpi//egnicded.com.enf or mat i on seems t
“17Zhao Hong, fAChinaé6s One Belt, Oné YuRd lahdkInsthute, 2006er vi ew of
No.6 https://www.iseas.edu.sg/images/pdf/ TRS6_16.pdf
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The official Chinese view was further elaborated on in a document prepared fot-15eMay2017

Belt and Roacdbummitin BeijingeEnt i t | ed ABui l ding the Belt and Road:
Contributionodo, it wasthel taaddnhgyGrhbepi®tifi tbde Bel |
The documentis saidtocontain@dn i nes e pr epoesiedd efistiogpn 6 and set out N
for building the Belt and Roado.

However,in the view of this author, the May 2017 document duzggreatly addo the public
knowledge that was contained in gl@ove discussedarch 2015 documenexcept to explicitly name
a greater number of countriasdi as will be discussed latérgive further indications about which
countries are most important for China and its Belt and Road.

This widening of geographical scope, and change in terminology has been done withoutgeswoive
verybasic issugabout what Belt and Roattually is.Igor Denisowoints out that there are ctear
fiof fi ci“dal mapso.

According to theMay 2017documentfias of the end of 2016, more than 100 countries have expressed
their support and willingness to participate in the initiative. China has signed 46 cooperation
agreements with 39 countries and international or g:

It says that China hash a s lisbesl & laalling group on tivétiative, whose office has been set up

under the National Development and Reform Commissiorimplenfiend cooper ati on agr eeme
fiFollowing the principle of reaching consensus through consultation, China works withuttiges

with which it has signed MOUs in preparing bilateral cooperation plans. It has formulated and signed

the outline of the plan on establishing the ChitangoliaRussia Economic Corridor, and cooperation

documents with Kazakhstan, Belarus, and C&epublic. China is also working to dovetail the

initiative with the plans of Laos, Cambodia, Bangladesh, Tajikistan, Saudi Arabia, Poland, Hungary

and other countries. o

AChina has determined five routes f bdasthtedhhe Bel t and
routes: one from Northwest China and Northeast China to Europe and the Baltic Sea via Central Asia

and Russia; one from Northwest China to the Persian Gulf and the Mediterranean Sea, passing through

Central Asia and West Asia; and one from SoetstvChina through the Indochina Peninsula to the

I ndi an Ocean. o

fBased on the above five routes, and the focus of ¢
Belt and Road, China has proposed a framework including six corridors, six meansrafrdoation,
multiple countries, and multiple ports. The HfAsi Xx cc

Economic Corridor, the Chiaslongolia-Russia Economic Corridor, the ChiGaentral AsiaWest Asia
Economic Corridor, the Chialmdochina Peninsula Ecomic Corridor, the Chindakistan Economic

Corridor, and the Banglade€thinalndizEMy a n mar Economi c Corridor. The Asi
communi cati on 0 saagaing transpadrt,aviatian,pibelimes; and aerospace integrated
information network, whicltomprisethe main ar get s of i nfrastructure conne

(c) Role of Russia, EAEUCA countriesand SCO in G¥ficial view

While the general scope of tiay 2017Belt and Roadlocument adds little to overall knowledge, it
does contain some interestingnd telling i inclusions and omissions

“2ABuil ding the Belt and Road: Concept, Practice and Chi

Belt and Road Initiative, China, May 2017
http://www.brfmc.org/en/#zlzx
https://eng.yidaiyilu.gov.cn/zchj/gwfb/12731.htm
https://eng.yidaiyilu.gov.cn/wecm.files/upload/CMSydylyw/201705/2@TM537027.pdf
Bl gor Denisov, "Chinads Belt and Road Project: Whatos at
May 2017 http://carnegie.ru/commentary/?fa=70096
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The EAEU is mentioned only once&ven though there are many mentions of other multilateral

organizationsand his one mentioris in regards to the Chinlslongolia-Russia Economic Corridor

which proposes to fidovetail o the SREB wit h the EAEL
The EAEU does not even get a mention whenthedocumen al ks about fAbuil ding the
free trade zone networ ko.

Apart from this,fiRussi@ mainly figuresin the May 2017 documeint regard to the New Eurasian
Land Bridge Economic Corridavhich fiextends westward from the eastern coast of China to Central
and Eastern Europe, passing through the northwester

Othermentions of Russieelatethatt h €hin&Russia Investment Cooperation Committee was set up
under a mechanism of regular meeting of premiers4ardimate investmentinneaner gy i ndustri e:
and electricity markets.

In contrast, ltere aranany mentios of individual Central Asian countriéarticularly Kazakhstain

and about Chinaéds tr ade dnmdditiontobaeng pamefthe pataftheat i ons wi
New Eurasian Land Bridge Economic Corridor, Kazakhstan is part of the-CkimsalAsia-West

Asi a Economi c extads fromdathwesiemiChira vid Central Asia to the Persian Gulf,

the Arabian Peninsula and the Mediterranean coasto.

There is reference to fidovetailingo tle SREB to Ka:
cooperation agreements with Tajikistan, Kyrgyzstan and Uzbekistan.

The SCQgets several mentions in the book, but there is nothing to suggest any sort of linking of the
SREB, the EAEU, and the SCO

Perhaps the only saving grace for Russia is thisispeech at th®pening Ceremony on 14 M4y,

Xi Jinping said thafiwe have enhanced coordination with the policy initiatives of relevant countries,
such as the Eurasian Economic Union of Russia, the Master Plan on ASEAN Connectitdtighthe
Road initiative of Kazakhstano

So, even here, Kazakhstan gets a special mehtisrthough it is outside of the EAEU!

(d) The special case of the ChiARakistan Economic Corridor (CPEC)

Various ideas for a transport corridor running throbrglkistan to connect western China to the Arabian
Sea hae been around for several decadeg-daing the Belt and Road.

As indicated earlier, the March 2015 #AVision and Ac
and21stCent ury Mari ti me Si | theCRivadakidStandEconomim€anridor says t hat

YABuil ding ted: B@drceapntd, Rbractice and Chinaés Contribut
Belt and Road Initiative, China, May 2017
http://www.brfmc.org/en/#zlzx
https://eng.yidaiyilu.gov.cn/zchj/qwfb/12731.htm
https://eng.yidaiyilu.gov.cn/wem.files/upload/CMSydylyw/201705/201705110537027.pdf
MW Xi Ji Wpirkg Tofiet her to Build the Silk Road Economic Bel
14 May http://news.xinhuanet.com/english/26Q%/14/c_136282982.htm
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(CPEC) is fAclosely r el at*But,itwas sodibeougBtemderthBeltd Road | ni
and Ronabdr el | a0 in practical te*¥ms and become a fAfl a

Indeed, when announcing its participation in the Karot Hydropower Station project in April 2015, the
Silk Road FundSRF)describeditas one of the priority projectso of t|
Corridor itself was a fAcruc®al part of the Belt anq

By the time of theMlay 2017Belt and Roadummit in Beijing, there was absolutely no doubt about the
importance of the AP C . I't was described in the main official
flagship program of the Belt and Road Initiativebo.

The inclusion of the CPEC within the Belt and Rda@ good example of how the initial presentation of
the idea by Xi Jiping has progressively been expanddtiile Pakistan is of little direct imgrtance to
Russia or the EAEUts membership of the SC@akes it relevant for this text.

According to the Chindakistan Economic Corridor Coundhe Corridor runs over 3.000lometres
from Kashgarin Xinjiang tothe Pakistarport of Gwadaf?° In April 2017, Pakistan announced that it
had given the statewned China Overseas Port Holding Company ayel) lease on the Port of
Gwadar. Although it does not go through any Centlalian country, the Corridor is of considerable
significance for Pakistan and Indiaalthough in different way$ and may impact on the SGt»w
they are members.

TheCPECcan be thought of as connecting theSIKSREB in i

Roadod in its south. I n addition to being a fAtrade
channel so, it i s also about Aithe construction of
ii mpetus to China an dnanp &elds of tinfrastructuce, eceogy esourees, e i n

agriculture and irrigati dn, information and communi

Reports suggest that a Gwadkashgar oil pipeline will carry one million barsgler day of Middle
Eastern oil to China. China presently imports al8autllion barrels per day, of which six million barrels
per day is via sea rout&<.

According to Shi zZhigin and Lu Yang of the Carnegj@nghua Centre for Global Polic§China
believs economi c devel opment can 6t aninurg $tdbikza Pa ki st an o s

418 AVision and Ations on Jointly Building Silk Road Economic Beltand 2Tt nt ury Mar i ti me Sil k Ro

Issued by the National Development and Reform Commission, Ministry of Foreign Affairs, and Ministry of
Commerce of the People's Republic of China, with State Cournhibgzation, 28 March 2015
http://en.ndrc.gov.cn/newsrelease/201503/t20150330 669367.html

“7 ChenYinggun fRebui lt port heralds successo, China Daily #fCh
Review, 21 April 2017.

“8Q&A about the Silk Road Fundds First Project Investment
http://www.silkroadfund.com.cn/enweb/23809/23812/23942/index.html

“WHBuilding the Belt and Road: Concept, Practice and Chi

Belt and Road Initiative, China, May 2017
http://www.brfmc.org/en/#zlzx
https://eng.yidaiyilu.gov.cn/zchj/gwfb/12731.htm
https://eng.yidaiyilu.gov.cn/wem.files/upload/CMSydylyw/201705/201705110537027.pdf
420 The Nation, 20 April 2017
http://nation.com.pk/businesst2(pr-2017/gwadaiport-leasedo-chinesecompanyfor-40-yearssenatetold
421 hitp:/www.cpecc.com/
“2fChina to build mega oil pi peline from Gwadar to Kashg:
http://nation.com.pk/nainal/13Jun2016/chinato-build-megaoil -pipelinefrom-gwadarto-kashgar
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Chinads western periphery, “p%orGhinacisatteanptihgytoapplye pr ovi n
aspects the Xinjiang approach to Pakistan.

The fACorratdolredenh afsr ene of contr overitkgiandeconomacr i ous pal
eliteargueover the Arouted within Pakistan in order to
Sarah Lain and Raffaello Pantuiay t hat AChina was finot quite prerg
di sputeso and fAis né&tThdy asayont thaotw tthoe nfe@hianesde Em
was forced to issue a statement, essentially saying that the Corridor is a project thabesmeiitidhe

whol e countryo and not particular regions or parts

There are also issues of how Pakiétdimancial stability will be affected by the SREB projects, as
China will expect repaymerin some fashionWhile the strategic imptance of the €ECto China

may be such thdt is prepared to take significafinancial losses, the issue cannot be ignored. The
financing issue is also relevard bther Belt and Road countries because, as noted earlier, there is
concern that many projecwill be loss making anthat some countriesvill put up projects with no
intention to attempt repayment of funds received.

In October2016, he International Monetary Fund (IMFgleaseda report which includegarticular
discussion of theCPEC*® | t s a y ®diutntb-lang terfn msks could arise from CPEE€lated
repayment obligations and profgpatriatio .

This IMF examination of some of the main issues involved in the CPEC is described here in detall
because, in the opinion of this authsuch analysis couldand should bé carried out for any country

that might significangl be affected by Belt and Road. It also adds to our understanding of what the Belt
and Road actually is in practice.

The | MF sha todl sizehoh €PEQiis estimated at aro$h44.5 billion (about 166 of

Paki s@GbaPm)6,s of which more than half is allocated to
years, with the remainder of the investments expected to materialize up tarbB@yond. fin the

energy sector, power plant projects will be funded through(feieign direct investment)y Chinese

firms with commercialloam bor r owed f r o nmth€ trangpat seetor fimancing willkbe A

provided by the Chinese goverent and state banks mostly as concessional loans. Other, smaller

CPEC infrastructure projects are expected to be financed through a mix of concessional loans and

grantso

The IMF said thafithe direct impacts on the external balance are expected td&tarsiad . s the

ffearly harvestodo projects proceed, Pakistan wil/l e X
inflows. A concomitant increase in imports of machinery, industrial raw materials, and services will

likely offset a significant share these inflows, such that the current account deficit would widen, with

manageable net inflows into the balance of payments. While precise quantification of these impacts is

difficult due to uncertainty and lack of available informati¢ime IMF staff prgects CPEGrelated

capital inflows (FDI and exterh&orrowing) to reach about 220f the projected GDP in th201920

financial year and CPE@elated imports to about ¥d.of the total projected imports in the same yéar.

It added thafithe broader positive impacts on the economy would be considerable. If implemented as
envisaged, CPEC <could go a | ong-standing suppigidar ds al | e

2shi ZzZhiqgqin, Lu Yang, ATh®aRésehint €Ecano mRilsingma of dbheé, Chl
Centre for GIlobal Policyo, 21 December 2016
http://carnegietsinghua.org/2016/12/21/beneditstrisks-of-chinapakistareconomiecorridorpub-66507

424 5arah Lain and Raffaello Pantucci i Chi na and Russia in Centr al Asi a: Coop
http://chinaincentralasia.com/2016/05/02/china_and_russia_in_central_asia/

425 IMF CountryReport No. 16/325, Pakistan, October 2016

https://www.imf.org/external/pubs/ft/scr/2016/cr16325.pdf
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bottlenecks and lifting its lonterm potential output. Priority energy segmoojects are expected to add

significant powergeneration capacity within the next few years, and subsequent energy projects could
further expand the capacity over the |l ong term. Th
load-shedding problerand provide a reliable support for domestic economic activities and erports.

ACPEC transport infrastructure projects (e.g. roads, railways, port facility upgrade) would allow easier
and lowercost access to domestic and overseas markets, promotingeigitsnal and international
merchandise trade. Service exports would also benefit from the increased trade traffic from China.
Furthermore, tese CPEC projects could catalysprivate business investmie and boost
productivityd e.g.by facilitating more eftient allocation of productive inputs across regions.

fiOver the longer term, Pakistan will need to manage increasing -@#&€d outflows. As Chinese

power producerstart their operations, profit repatriation by these companies would begin to thse in
subsequent years. While the path and the size of the repatriation would depend on factors such as the
timing of project completion and the terms of power purchase agreements with the Pakistani
government, it could add up to a significant level givea thagnitude of the FDI. Repayment
obligations to CPE@elated government borrowing, including amortization and interest payments, are
expected to rise afteghe 202021 financial yeardue to the concessional terms of most of these loans.
Combined, these CPE@Ilated outflows could reach about 0.4 percent of GDP per year over the longer
runo

fiSupported by increased energy supply and transportation capd®iy; Bas the potential tatalyse

higher private investment and exports, which would help cover the €&l&i€d outflows that are
expected over the longer term. Reaping the full potential benefits of CPEC will require forceful
pro-growth and exporsupporting reforms. These inckidmprovements in the business climate, and
strengthening governance and security. Real effective exchange rate appreciation should be contained
by allowing greater downward exchange rate flexibility and keeping inflation well anchored. Finally,
fiscal polcy should remain prudent and debt management should be strengthened to keeptérelong
public debt path sustainahde.

fiThe authorities noted that additional Chinese investment over the longer term, building on CPEC as a
platform, could also help cov¢he projected CPE@:lated outflowsSound project management and
monitoring systermshould be in place to ensure timely implementation and mitigate risks. There is a
need to ensure sound project evaluation and prioritization mechanisms based ore effesthignefit

analysis and realistic forecasts of macroeconomic and financing conditions. The procurement process
should be transparent and competitive, and there is a need to ensure transparency and accountability in
project management and monitorinBover purchase agreements with Chinese IPPs should be
negotiated with terms that would adequately incentivize investment while ensuring that the cost of
generated power remains favorable for the distribution system and consumers. Moreover, capacity
improvemats in the power transmission network will be needed to keep up with the increasing

supplyd

While this type ofMF analysisshouldbe appled to all countries hosting Belt and Road projeits
does not mean that this author particularly accepts the precise numbers proffered, but rather accepts the
approach to set out the pros and cons of issues.

Shi Zhigin and Lu Yang@ d d t bra lrqadlgi, m APECFhas to be understood in the contekt

Chinabés strategic interests in East Asia and the w
such difficulties, China hopes it *“caadngairedirgctand it s
access to a deegea porfi Gwadari on the IndianOcean. As well as providing a spart for trade,

Gwadar could provide support facilities for Chinese war ships.

“%shji zZhiqgin, Lu Yang, # Th-+akiBanrEeohomic®r raindio rRiTsingBuarorf e gihee Ch
Centre for GIlobal Policyo, 21 December 2016
http://carnegietsinghua.org/2016/12/21/beneditstrisks-of-china-pakistareconomiecorridorpub-66507
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Junhua Zhang says th&hina regard€Pakistan agione of itsmost longstanding and committed
alliesd,**” while Shi Zhigin and Lu Yang say thatakistan hasi n d e r sthatno cthercduntry

places such high strategic importance in its economic relationship with Pakistan as Chité does.

TheBeltandRoad s of particular concern to | nd%an which re
the Indian Ocean, and fedtsfi e n ¢ i r & by tmeecombimedand and maritime parts of Belt and
Road

Not only has India fought sever al wars with Paki s
which led to the creation of the two countries, but bhead CPEC (although not individual roads,

railways or pipeline routesuns through parts of Pakistan controlled Kashmir which are subject to

territorial claims by both India and Pakistan.

India also has some territorial disputes with China which have led torfltaty conflict, and many
Indian analysts believe that, both generally and in relati®@etband Road Chi na fhas no i nhi
in making things very difficult for fndia in dealir

C. Raja Mhan of Carnegie Ind,inaMar ch 2017 article, wrote that the
waking up to the proposition that the expansion of Chinese commercial and infrastructure cooperation

wi t h Indi adbs neighbors wild.l have strndsteeugty c conseq
partner shdtphsadd. tHee sgaoywer nment has rkew fedidsooaasredreednd Ot
ofBeltand Roa&d n d fib e c o medofth@€PEC € r i t i cal

The CPECis likely to continue to be a very controversial aspedBelf and Roadlt will also make
discussion within the SCO about both economic and security issues more difficult. \wowkllto

ensure that the SCO will not be able to come to any solid agreement on economic development,
whether it be on some sort of free trade aredevelopment financing.

2. Implementation of the SREB

(a) Practical implementation of SREB

Little of the almost daihgrind of SREB implementation calme doneby Xi Jinping so, asZzhang
Dongdongexplains,fit Wk ol e Chinese system has bHewitmeadmobi | i zed
Chinese province required to develop plans for participation. Inland provinces such as Xinjiang

“”Junhua Zhang, fAWhatso6 driving Chinaés One Belt, One Ro
http://www.eastasiaforum.org/2016/09/02/whdts/ing-chinasonebelt-oneroadinitiative/

“8shj ZzZhiqin, Lu Yang, ATh®aRésehint €Ecano mRilsingma of dbheé, Chl
Centre for Gl obal Policyo, 21 December 2016
http://carnegietsinghua.org/2016/12/21/beneditstrisks-of-chinapakistareconomiecorridorpub-66507

RS Vasan, fiiwhy OBOR ®fodCliidea if®rndthdata?al |l Saugh Asi a
2016http://www.southasiaanalysis.org/node/1996

%0c., Raja Mohan, fARaja Mandala: Neighborhood Defenceod, It
http://indianexpress.com/article/opinion/columns/indignaindia-chinarelationsindo-chinasincindia-india-chi
nadiplomaticrelationsindia-newsindian-expressews/

#“1RS Vasan, fiwhy OBOR of China is not at all a good i de:
2016http://www.southasiaanalysis.org/node/1996
2Cc., Raja Mohan, fARaja Mandala: Neighborhood Defenceod, It

http://indianexpress.com/article/opinion/columns/indignaindia-chinarelationsindo-chinasincindia-india-chi
nadiplomaticrelationsindia-newsindian-expressews/

% zZhang Dongdong, AThe Making and | mpl ementation of the I
Policy, ANU, Paper No.126
http://www.eaber.org/system/tdf/documents/EABER%20Working%20Paper%20126%20Zhang.pdf?file=1&type=
node&id=25995&force
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produced a list of projects to take advantage of the SREB, while coastal pralicthceschthe same
for the 28 Century Maritime part®*

A September 2016 report by fAThe Belt and® Road Progr
said thaBelt and Roadi e n t adinmerssionallcdoperation to build up a new international economic

and trade rlationsh po t hat thentfrf a&dist ifomald i nternati osmal econom
which tend to be Ahorizontally basedd on tariffs.
Ailn contrasto, it says, Aiin the wake of the rel easce

provinces and regions as well as governnmeinistries have accomplished Belt and Roaldted
policy planning and implementation. ThelBand Roadhasopened up an atlimensional cooperation
mode integrating both governments and enterprises &

According to Zhangongdong,fia patt er n eBek and Kahdplant wrbe Hadec on

i nfrastr uctwith edudrial parkeachbe buitialobng &rade routeBhao Hong adds that

the Belt and roadidoes not prioritize trade and investment concessions, which makes it essentially

different from traditional regional economic cooperation models sufie@trade agreementsSTAS).

Instead, it emphasizes regional infrastructure conn

There isa great difference betweennnectedi i n d u s t randlai-laterpl and rkstiateral free trad
agreements involving a number of countrigisus,theemphasis of the SREB partBélt and Road

which emergedvasessentially different from thearlierChinese suggésn of aSCOfree trade area.

If, as some have suggested, the SREB is in part a response to the Russian refusal to counte@ance a SC
free trade area, this refusal has led to a very a very different idea.

It is thus somewhat ironic that China has now been essentially push&datrieast nominal

consideration of a SRERelated free trade agreement with the EAEI. 8 May 2015 President Xi

agreed with President Putin to a declaration of the two presiden®thats i a and China wi |l | f
to search for points connecting regional economic integration processes within the framework of the

EAEU andSREB> a lnat forivard to the std of negotiations between tiiEAEU and China about

concluding an agreementon tragle o n o mi ¢ c¢*8 Arpassociated documeat specifies

iconsi der at-term goal offmoving tewardsarfrge trade zone between China and the

EAEU and indicates that working 4roups would be for

“For example, Chinads Henan province has teamed up with
industrial park. See:

http://www.chinagoabroad.com/en/article/chsbenanprovinceteamsup-with-tajikistanto-build-agriculturatin
dustriatparkto-endorsethe-onebelt-oneroadinitiative

““HAdhering to the ®hdnRiagmaODirdelly Build the 6Belt and
Report o, The Bel't and Road Progress Research Team, Re n mi
http://rdcysf.ruc.ed.cn/upfile/file/20161009164511 41761.pdf

 fie ts o s fiy O jdp i A i) ¢ 1§ 2 Pyl © 2O 5 H GEAPY & EsdixfcCddlz B dzj dzd d

ofMj sBi | dfddidlgdgjtfilnfslic®® j ¢ § Y P Wisae §f BYffdstondovd 5 j @d fstso ' ¢ SH dzs6

Msls to 2 v daf Y@GirtiSmenaenof the RussiarFederatiorandthe Peoplés Republicof Chinaon Deepening

the Comprehensiv@artnershimndStrategicCooperatiorandon PromotingMutually Beneficial Cooperation),

Kremlin.ru, 8 May 2015,

http://kremlin.ru/supplement/4969

7 fe s ds fiy O jdpitarnid A i) @ 1§ 2 Oyl © 2MO 5@ H GEAPY & EsdixfcCddlz B dzj dzd d

ofMj sBi | dfddidlgdgjtfilnfslc®® j ¢ § Y P Wisae §f BYffdstondovd 5 j @ fstso ' ¢ SH dzs6

Msls tc 2 v daf Y@Qirtipmenaenof the RussiarFederatiorandthe Peoplés Republicof Chinaon Deepening

the Comprehensiv@artnershimndStrategicCooperatiorandon PromotingMutually Beneficial Cooperation),

Kremlin.ru, 8 May 2015,

http://kremlin.ru/supplement/4969
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More will be said about this declaration latter in tieigt, and the view will be put that a free trade
agreement along the lines suggested in the Mititeclaration isunlikely to happert®® Rather,in the

view of this authorChinaprobablyagreed to the declaration because it did not want to give Russia the
feeling that it was being sidelined by the SREB. As noted earlier, Chinese policy makers have been
particularly caeful in this regard.

Nevertheless, #lso points to Chinese flexibility when pushitgBelt and Roagroject While most

ofBeltand Roadl s pr esently about 7famd rmctt raulcd wtr efi tcroandchietcit a n

models such afsee tradeagreementsHTAs) as noted by Zhao HorigChina may at any time giveat
much wider ambiand bring FTAs under thRelt and Roadi u mbr el | a o .

TheMay 2017 Belt and Road Fordf held in Beijingmaybe evidence of thit. would certainly
accord with thénistory of Chinesdlexibility when negotiating individual FTAs.

In contrast to Russi&hina has concluded quite a féwe trade agreemenasich have involved little
coercion of the type that some EAEU countries have felthamdhas very experienced negotiators.

Even though the early emphagigheseChineseagreementwas on trade in goods and tariff

reductions, Chinaasdemonstrated considerabkadiness to tailor its approach to individual
circumstanced-or example, th€hinaASEAN free trade agreemernwhich was initially signed in
2002, contained an fAearly harvesto program in
areas (including agriculture) five years before being required to 8 so.

Thisinitial rather narrow focus on goods and tariff reduction gradually changed as China realized that
the structure of its economy was changing aimtleedi needed to be changed. For examialter
agreements with Iceland and Switzerlaad kvider coveragaBut, China hastill beenquite

fis el €% initsappdach to trade dealEhescope, strength, and details of its agreements vary

widely. Some appear exceedingly generous to the trade partner, while others aggressively promote and

protect domestic indut r ?e s . 0

Central Asian countriesaturally have their own interestéhen considering SREB issuaad do not
want to be hostage totfie nt er ests and compl ex*di sputes of t

As already noted;learlythe most important country ing@tral Asiafor China is KazakhstarMeruert
Makhmutova haslone much work on identifyinthe conflicting emotions and ideas in this country
and this includes much internal survey work on business and community attithde®sain issues of
concernhaverelated to lack of specifianformationabout the SREBhe possible conflict with EAEU
Chinese pushiness in usingdwn labor forcen projects, and thpractical benefit§**

“®Jeffrey Schubert and Dmitry Savki nRussabreeilfateus Economi c

wh i

he

gr

f

Agreement s Hard to Reacho, fAChina Quarterly of Internationa

2016 http://www.worldscientific.com/doi/abs/10.1142/S237 774800287 ?src=recsys

4% Whilethe1415 May 2017 fABelt and Road Forum for Internationa

countries with obvious infrastructure needs, it also includes others which are likely to be more interested in trade.
Seehttp://news.xinhuanet.com/english/2604/18/c _136217663.htm

“Cchristopher K. Johnson, fAPresident Xi Jinpingods 6Belt

https://csisprod.s3.amazonaws.com/s@fgblic/publication/160328 Johnson_PresidentXiJinping_Web.pdf
“lxiaoming Pan, @ ChiJuna2d¥htg/thadipiSmat.can/20 b0/ chinkta-strateqy/

E

“2Nargiza Salidjanova, fChinads Trade Ambitions: Strateg)

A g r e e m@SrChisad&conomic and Security Review Commission, Staff Research Report, ZBV&Ry
http://origin.www.uscc.gov/sites/default/files#Bearch/China's%20Trade %20Ambitions¥%2R005.28%2015. pdf
MxXiao Amr, L EHOEY § § BYdils Odndis gk & Ols g 22Gf1j 316 chéllénges facing the
Chinese forei gl Wtyrdeotdy @R 620 m jsBP ¢ 6 & odgQliglg {fOfficial site of the
Academy of Social Sciences of Chin& November 2015.

http://www.cssn.cn/zzx/201511/t20151105 2559442 5.shtml

“Meruert Makhmutova, fKazakhstagr atPieorsippecEuvepeam Eaumc

Relations, 8 June 2016http://www.ecfr.eu/article/essay eurasian_integration kazakhstan
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On the information front,ccordingt o Kazakhst ands Nat i onfihe bushiesa mber of
community wants the country to be part of tBREB projecd , many ardinot awadeof the
opportunities thait offers.

Moreover, according to Makhmutov&hina has beermpromoting SREBat the official level, while
fignoring the dhaassapet aantkhoSiRER in Kazakhstan, and alblREB
matters are discussed diredlhthe highest levels of governmehth i s-d & wa p a pipsimdaate h 0

the earl i erratdars ucrs efds tfircaun g ma n 0 a pipmeocaancshpubtiooa td ofi ng b
perceptions of China have not changed in Kazakhstan since the announcement of thie Ipogedt
shesayss he topic has not gai ned oOa mbydisdussiongsnconfinedcta nce i n |

the exper t*™

communi tyo.

Makhmut ovabds artici2ddlwas npabl iyshed eien ymiads after
speechand over a year after Chinaputb hed t he of fcétcii@ann o iddo su mernta.n dKalz a k
one of the most important countries for the Belt and Road, and pdssibtlye view of this authdr the

most important for the SREB, yet China has not been able to progress the public dialogue beyond, it

would seem, general statememtgen though substdal amounts of money are being invested in

individual projects.

This lack of connect i onl ibteetiemeottms adthdigsite telimgpabauin d fiact i o
the whole Belt and Road nuwmbreliatgpesiogpan., Tamea it vhies ifimrcd iio
mainly a list of thingsto dm ordertoboost Chi nadés power, security and g

Chinese entities working in Central Asia often have to struggle with differing views of various elites
(often ethnic based) about where SREB projects should be placed. Ramtanu Maitra, writing for the
Schiller Institute, gives an example in the forndigfeagreements witin Kyrgyzstan of the precise route
for th-&ygiz&mUnheki st a*fiAsnoteal earlier,asiynilar issues have ariseer the
location of some Belt and Road projeictdPakistan.

The Renmin University repdff g a v e sfighdstioré for the future growth of Belt and Road: (1)

ABuil ding an overal/l pl anning and coordi@ation mec
AAdheri ng t ogterm consisten pragresmd end¢owraging innovativeechanisms and

pl at fO3)msdTel | i ngoridsélbdost eohedion Brooagicountries for the construction of

the O6Bel t@inwdi Roaddag; the gl obal Chinese network to
B)Al mproving busistoprevideatu@prod tasg sefefmecti ve assistan

The firstsuggestion (and it should be kept in mind that these suggestions were made in September 2016)
refers to the fAnegativerefehe att eflo opfers @d yibim@atoinng Gl
enterprisesd ovitesugess @ neech fonead € Imeintc de nt and power ful
coordinatiome c hani sm, so as to offer overal/l pl anning an
and a Ancé gtapuii e laildt si des t o i @BatatdRdJdagintdh@pt omotdeod i
more reasonable policy expectations to be formed at different levels of governments.

This first suggestiors i in the opinion of this authdrnot unreasonable give tldhinesestate resources

being devoted to thBelt and Roadproject. However, it may also reinforce the warinespeafple in

more markebrientated countries to officially become involvedBelt and RoadCriticisms already

exist. For example, in May 201Jbrg Wuttke, president of the EU Chamber of Commerce in China,

wrotethati Eur opean busi neBekand Roadisksbecaningime dvatsth &t of resour
that depends too heavily on lumbering and inefficient siateed enterprises, when nimbldiGese

“Meruert Makhmutova, vdiKaenklEsutrasi aPed spegtriati ond, Eur o]
Relations, 8 June 2016http://www.ecfr.eu/article/essay eurasian_integration_kazakhstan
““Ramt anu Mai tprlae, Dfi Thheen sMuwintsi of Chi nads 6One Belt One Roa
Institute, February 2017 http://schillerinstitute.org/economy/phys_econ/2016/188@ruzbek/ou.html
“"AAdhering to the Planning, Orderly and Pragmatically Bt
Report o, The Bel't and Road Progress Research Team, Re n mi
http://rdcysf.ruc.edu.cn/upfile/file/20161009164511 41761.pdf
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entrepreneurand RiropeanUnion private capital would do a far better fob ffielVpolitical diktats
rather than market forces drive business decisions, the risks of disappointment are always highe
added*.

The fourth suggestion could be quite contentiousiasitv ol ves acti vely recruiting
support and promote tHzgelt and Roagroject. In addition to the already discussed tensions in Central

Asia, this suggestion could be seen in sonferotountries as an attempt to recruit their citizens to

support China at the possible expense ofritezests of their owcountries

(b) Financing the SREB (including by Silk Road Fund)

At the May 2017 Belt and Road Summit, Xi Jinpeagnounced that thgilk Road Fund (SRF) was to
be allocated an additional RMB100 billion ($US14.5 billion).

Established in December 2Q1he SRHs an entirely Chinese affaiAccording to its internet site, the

S R Fmaifily provides funding and finamg support for trade and economic cooperation and
connectivity under the framework of the SREB and th& @éntury Maritime Silk Road initiativen
collaboration with domestic and international enterprises and financial institutior&REis designed

to promote common development ahd prosperity of China and other countries and regions involved
in the Belt afd Road Il nitiativeo.

Its initial $USA 0 bi Il 1l i on capital has been contributed by
Exchange (65%), China Investment Corporation (15%), the Expaart Bank of China (15%), and

China Development Bank (5%). The first installmen8$0fS10 billion is composk of $US6.5 hillion

which has been paid by the sharehold@fs.

The State Administration of Foreign Exchange (SAFEBE} its name suggests, is concerned with

isupervision and management of the foreign exchancg
gradual advancement of the convertibility of the R
for the Peopleds Bank of China t®8 formulate policy

The very | arge share of S Adfeign exchagerbserveSWlibbe mittqg gest s t |
work and the RMB promoted asaht er nati onal currency. dafitcsor ding to
workistofma ke good use of CH iAnmmtedsearlfery sneChigase anadystsearev e s 0 .

wary that such accumulated reserves might-epdeing invested iBelt and Roagrojects which are

not a fAgood useodo of funds because of the | ow econo
some countries to rep&hinain either financial termor evenpolitical loyalty).

The China Investment Corporation (CI@®) the actual manager @fhi naés f orreserges, exchang
established to Adiversify Chinabds foreign exchang
shareholder (the Chinese state) witait c e pt abl e “¥i sk t ol eranceo.

According to is internet site, the role of thgportimport Bank(EximBank)i s t oo faci litate t
and import of Chinese mechanical and electronic products, letengets of equipment and nand

“Jorg Wuttke, fAXi JinpingwsyStrkfRoad,ufRdeanchaéafimesm
https://www.ft.com/content/61c08cZ40311e799bd 13beb0903fa3

49 http://www.silkroadfund.com.cn/

40 http://www.silkroadfund.com.cn/enweb/23775/23767/index.html

1 hitp://www.safe.gov.cn/wps/portal/english/AboutSAFE/Major

452 http://www.silkroadfund.com.cn/enweb/23819/23770/index.html

453

http://www.chinainv.cn/wps/portal/!lut/p/al/jZDBCoJAElafKGZaTe24aemaRithdZInUhVwnpONNnQkdX5zb
wifwzPwijlQWj5VpXsVavl87cLpzihg2s xRg5PSD1cM_PVsyO3mYAbpMACWI1i8Am9_HO pJHtJohoewRZsls
Cd8sRmbPMx4mhuMw3ADP_xyNgyB8Cylv7vALRyb5eKV22kNdt8yjuGa4qgjBemlhkYGx4BU4VzN3ZNImX5
JyiTpr4Pfy4p/dI5/d5/L.2dBISEVZOFBISONQSEh/
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high-tech products, ssist Chinese companies with comparative advantages in their offshore project
contracting and outbound investment, and*promote ir

The China Development &k (COB)ipr ovi d es meemnifinancing facilids that gerve
Chinaods +Mmajomr ekongmi ¢ and soc Adnoteleanies in thipme,nt strat
CbB financing for two entities was announced dur i ng¢

How exactly should the SRF operatefesident Xi told a Chinese Central Financial and Economic
Leading Small Group (CFELSG) meeting in November 2014 thaSRfeshould directly use Chinese

capital for investment iBelt and Roadountries'*®

Jin Qi, Chairman of the SRF,idas a June 201thterview”’ thatit fimainly invests in cooperation
projects within the framework of the Belt and Road Initiative, and helps high quality manufacturers to

6go global é and carryd out technological cooperatior

According to its internet sitéhe SRF fiprovides funding and financing support to strengthen economic

and trade cooperation, and bilateral and multilateral connectivity between China and relevant countries

and regions. It works closely with domestic and foreign enterprises and financial iorstitto

promote development and prosperity of both China and countries and regions involved in the

I niti*8dliivied .a metdrinprivatetequitylfund) tg@RFmakes outbound investment in

a variety of forms, primarily through equity investménsectors such as infrastructure, resources and

energy devel opment, industrial capacity cooperati or

Thesitet hen goes diversd imvestthens andifmancing demandsand t heguitn eed f or
investmentfiPrivate equy (PE)funds usually have an investment horizonidf@ years, which is a bit

short for infrastructure construction in developing countries. There is a demand for medium and long

term funds with an investment horizon {18 years), longer than thosetgpical PE fund®) itWBelt

and Road China can launch medium and letegm equity funds or cooperatgth other financing

model s. O

The Memorandum of Understanding for the SRFés firs
and was between the BRtheChi na Thr ee Gorges Corporation, and F
Infrastructure Board in relation to the Karot Hydropower Station.

In December 2015 the SRF and Kazakhstan Nati@hadort and Investment Agency signed a
Aframewor k a g Chenameakhstan Production Capacity Cooperation Pbthdnd
allocated$US2bn tathisd™ | 't wa s $e3IRH wilt detizely caittact financial institutions and
companies in Kazakh%t an to seek cooperation. o

44 http://english.eximbank.gov.cn/en/
45 http://www.cdb.com.cn/English/
“zhang Dongdong, AThe Making and | mplementation of the &
Policy, ANU, Paper No.126
http://www.eaber.org/system/tdf/documents/EABER%20Working%20Paper%20126%20Zhang.pdf?file=1&type=
node&id=25995&force
57 Interview with Jin Qi, Chairman of SRF, 26 June 2017
http://www.silkroadfund.com.cn/enweb/23809/23812/35485/index.html
48 http://www.silkroadfund.com.cn/enweb/23819/23770/index.html
9 Q&A about the Silk Road Fundds First Project Investment
http://www.silkroadfund.com.cn/enweb/23809/23812/23942/index.html
460 http://www.silkroadfund.com.cn/enweb/23809/23812/31709/index.html
“IBuil ding the Belt and Road: Concept, Practice and Chir
Belt and Road Initiative, China, May 2017
http://www.brfmc.org/en/#zlzx
https://eng.yidaiyilu.gov.cn/zchj/qwfb/12731.htm
https://eng.yidaiyilu.gov.cn/wem.files/upload/CMSydylyw/201705/201 AW5B7027 . pdf
462 http://www.silkroadfund.com.cn/enweb/23775/23778/index.html
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http://www.silkroadfund.com.cn/enweb/23775/23778/index.html

Despite the Karot project and t@hinaKazaktstan fundjn the view of this authat is difficult to see

what the 8F hassubsequentlypeendoingt o assi st finfrastructure connec!H
suggested in this text, the main reason for the SREEBdoes theBFs eem t o focus on dAbil e
multi-l at er al connewatpi wift WWeved opmeniil istk at egi es and in

In the view of this author, fowthermajor SRF investments seetohave littlerelationship tdhe main
professed aims d@elt and Road

INJune 2015 the SRF announced that it was #fAteaming
ltalian type makef®® According to the announcement, ithe partn
join forces in the long term industrial investment in Pirelli as they are committed to working together to

build a market | eader Accodingtthh &n @, oblail s tlyae d@matwusbny
ChemChina successfully introduce from overseas technology and management fanchigh
manufacturing, but also effecti®ely obtain access t

According to a 16 Nove RilkRoad Enf, F6 Globa Boup,raed Chiaas e , t he
International Capital Cogration Limited and Amundi Asset Management signed a shares
subscription agreement with regard to their cooperation on the FC Value Trail Fund®rojdch i s f und

wi || i rFnerects and dther Edpean companies with good growth potentials and focused on

emerging industries such as technology, medical care and environment protection ti€ipatoan of

the SRFin the project will help the fund connect good companieBurope and the Chinese mxet,

facilitate twoway trade and investment between China and France, and support the development of
emerging industries in China by introducing advanced technology and management exp&rience.

According to a 14 December 2016 media reletise,SRF ad PJSC SIBUR Holdingas well as its

sharehol der s, entered into definite transaction ag
stakeinRussi ads Sl BveriRally imdyratedhgasiprecessing and petrochemicals company.
The mediareleaseays t hat t hChs ntarbasn d aaatgiesnt iisnefeahiheins fin R

alignment with Russi ad 9 fi@yintly Bwesting adacfinaadiabinvesternt st r at
SRF is dedicated to supporting Chinese companies to improveptioessing and manufacturing

capabilities on the industry chains, through complementary cooperation with other market players
along the Belt and Road s o*®acordingto a 25hlaneavye20lmul t i | at
news release, this transactioas beertompleted'®’

There are suggestions that China is doing deal s wi
surprising given the fact that much of the present Ru@kiaa relationship i$ as suggested earlier in

this booki built on the pesonal empathy between Putin axid According to Gabuev,ni May 2014,

Putin introduced Ti mch en RTinmchenkdXdeowrs SIBURo lm 2015man f or C
SIBUR sold 10% of its shares to Sinopec. In March 2016, Timchenko (and another perso®)$¥d a

stake in Yamal LNG (a natural gas project in the Arctic) to fRE.€°

“HThe Silk Road Fund Teams Up with ChemChina to Invest i
http://www.silkroadfund.com.cn/enweb/23809/23812/26968/index.html

464 Interview with Jin Qi, Chairman of SRF, 26 June 2017
http://www.silkroadfund.com.cn/enweb/23809/23812/35485/index.html

45 gjlk Road Fund, FC Global Group, and China International Capital Corporation Limited, and Amundi Asset
Management Sign Shares Subscription Agreement on FC Value Trail Fund Project Dhlevehtber 2016
http://www.silkroadfund.com.cn/enweb/23809/23812/32910/index.html

4% Sjlk Road Fund (SRF) internet shietp://www.silkroadfund.com.cn/enweb/23809/23812/32934/index.html

47 Silk Road Fund (SRF) internet sitettp://www.silkroadfund.com.cn/enweb/23809/23812/33134/index.html

%Al exander Gabuev, AChinaés Pivot to Putinds Friendso, |
http://foreignpolicy.com/2016/06/25/ching$vot-to-putin-friendsxi-russiagazpromtimchenkaesinopec/
Al exander Gabuev, AChinaés Pivot to Putinds Friendso, |

http://foreignpolicy.com/2016/06/25/ching$vot-to-putin-friendsxi-russiagazpromtimchenkaesinopec/
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The SRF reportedly, in mie2017 joined aRussian Direct Investment Fund (RDIF) and Ru&#ima
Investment Fund (established by RDIF and China Investment Corporediosgrtiumto invest inreal
estate development of the former airfield Tushino in the Néféist of Moscow?.”®

There have been suggestions that the SRF wild/l in
p r o d aru resldstateof the above type and investtipp $US2 bi | | i 'nbutsonfar iagr i cul
there has been littieublic evidence of this.

According to theofficial May 2017 Bui | di ng the Bel't and Road: Conce
Contri but i phythe ehd of R0d&Ghe SRFhad fisi gned IwlBh ap estmated t s
invest ment value of $US6bnNn. o

In overall terms, the SRFemains a bit of a mysterjgome of itslargest transactions do not seen to

have a strong direct relationshiBeltandRoadi@ndii nfrastr
moretodowitigo gl obal 06 and technical cooperation. It 0 s
development has to do with any of these aims.

The relative lack of transparency of thRFSis an advantage for China because it lsargiven almost
any task by Chinese officialdom with little scrutiriy.often seems to bén the words ofGabwev, a
fpbol i ti é&hwhichranbeusel to finance controversial projects.

Chinese financial institutions haa¢ésobeen given a direct rola Beltand Road Chi nads Banki ng
Regulatory Commission developed guidelinegtier twomajor policy banks (ExlfBank and China
Development BanKj* andfor thefour themajor state owned commercial ban@articipateri Belt

and Roadgrojects?”

According to theofficial May 2017AiBui | di ng the Bel' and Road: Conce
Contributi:drsd ndcec urhentl ni ti ati ve was p(€DhBphass ed, t he
signedoff more than 100 projects in Belt and Razmlintries, to a value surpassing $US40bn, with

$US30bn issued in loans. The Expbrport Bank(ExImBank)of China has signed projects valued at

$US100bn, inthe@tandRoad ountri es, issufhg $US80bn in |l oans. o

At the May 2017 Belt and Road Summit, Jhping announced that the CDB would lend an additional
RMB240 billion ($US36.2 hillion), and that ExImBank would lend an additional RMB130 billion
($US18.8 billion)}””

A chart published in the Financial Times in May 208ased on data our ced panyom HfAcom
statements, Oxford EC¢é&bermtnitclse danfdF umnTd i ensgt ifroart eBRI by

470 Russia Direct Investment Fund, BseRelease, 4 July 20hitps://rdif.ru/Eng_fullNews/2498/

“1Jack Farchy, fiChina plans to invest $1.9bn in Kazakh ac
https://www.ft.com/content/9c84a0fbd311e69d9800386a18e39d
21'n announcing that China would set up the Silk Road Fur

OBOR projects. AChi naf tNew pRinldk oRo aCdodn,s t Xiunchhu eometo, 6 Nov e,
http://news.xinhuanet.com/english/china/2a1406/c _133770684.htm
Al exander Gabuev, AThe Sil bwRuea @ Map20Nowher ed, Carnegie
http://carnegie.ru/commentary/?fa=70061
474 The policy banks have reportedly received additional capital for this purpose. Caixin Online, 21 July 2015
http://en.people.cn/n/2015/0722/c90eB@P3893.html
475 As will be seen later, the two policy banks are shareholders in the Silk Road Fund
“®fBuil ding the Belt andchRoads Comc¢eptbut Poaoti ©éf and of
Belt and Road Initiative, China, May 2017
http://www.brfmc.org/en/#zlzx
https://engyidaiyilu.gov.cn/zchj/qwfb/12731.htm
https://eng.yidaiyilu.gov.cn/wem.files/upload/CMSydylyw/201705/201705110537027.pdf
477 Full text of President Xi's speeeah opening of Belt and Road forum.
http://news.xinhuanet.com/english/260%/14/c_136282982.htm
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t hat flout standing | oans or equity investment at th
wer e $US292 billion. @Wnedtcloimsme r ¢ ha| hdustimalk&Aiob i @i est a't
Commercial Bank of China, the China Construction Bank, the Bank of China and the Agricultural

Bank of China accounted for $US150 billion

AChina has signed cur r elhayRoadeumnpies angagiens, mithmtoml wi t h 2 2

val ue of RMB982.2 billion. o AThrough Chinabds inter
traded directly with 21 currencies other than the US dollar. The -Gager Interbank Payment
System provides RMB services to domestichmir ei gn f i na*ffci al institution. o

After the completion of the 345 Summi t |, the State Council of Chi
Deliverables of the Belt and R% andthefnancialsidefamdr | nt er n
not discussed abowecluded:

- China encourages financial institutions to conduct Overseas Fund Business in RMB with the estimated

amount of about RMB 300 billion, providing financing support for the Belt and Ratatiire;

- The National Development and Reform Commigsib China will set up the ChirRussia Regional

Cooperation Development Investment Fund, with a total scale of RMB 100 billion and the initial scale of

RMB 10 billion to promoWNertbhepsestatandnRbeswaés E€Ehr nt
- The RF and he Interbank Association of tf@CO agreed on the signing of the Memorandum of

Understanding on the Basi$ Bartnership.The SRFand the National Bank for Foreign Economic

Activity of Uzbekistan gned the cooperation agreement;

- The China DevelopmentaBk will set up the Belt and Road Muttiirrency Special Lending Scheme

for Infrastructure Development (RMB 100 billion equivalent), the Belt and Road-bMultency Special

Lending Scheme for Industrial Cooperation (RMB 100 billion equivalent), and theaBe Road

Multi-currency Special Credit Lines for Overseas Financial Insitat{RMB 50 billion equivalent);

- The Exportimport Bank of China will set up the Belt and Road Mualirrency Special Lending

Scheme (RMB 100 billion equivalent) and tBelt and Road Multcurrency Special Lending Scheme

for Infrastructure Development (RMB 30 billion equivalent).

It is hard to know what to makaf all these monetary humbers and clais.already noted, China is
including as many economic (and sometinsesurity) issues as possibilewhether they be past,
present or futuré under the Belt and Road motifhen there is the issue of trying to determine which
numbers should be attached to the SREB rather than other parts of Bettaathd R

Ryan Manuel ofthe ANU"®' argues thafiBeijing has form in announcing grand schendesthe

Shanghai Free Trade Zone, for exanipthat quietly fade away . I n the v®%Manuelf this at
makes alegitimate point abouthannounci ng gandanothlwagsdohowinge up dwith

concrete actions. However, the Shanghai Free Trade B&#eZ)was al ways descri bed as
zone(ie a test cagaand as circumstances changed niidénot all*®® i of the advantages of the SFTZ

were extendetb other geographical areas.

4% Gabreil Wildaua nd Nan Ma, #@dln Charts: Chinaodos Belt and Road 1In
https://www.ft.com/content/18db2e&57111e7*bce49023f8c0fd2e
HBuil di ngdt RmaBel tCoacept, Practice and Chinadés Contrikt

Belt and Road Initiative, China, May 2017

http://www.brfmc.org/en/#zlzx

https://eng.yidaiyilu.gov.cn/zchj/qwfb/12731.htm
https://eng.yidaiyilu.gov.cn/wem.files/upload/CMSydylyw/201705/201705110537027.pdf

“HLi st of Deliverables of the Belt and Road Forum for 1In
Republic of China, 16 May 2017

http://english.gov.ctmews/top _news/2017/05/16/content 281475657209052.htm

“IRyan Manuel, ABelt and road: iPearlsand lritatoms, 1kebrias/ 200th e eye o,
http://johnmenadue.com/?p=9383

482 | had considerable experience examining this issue when | worked in Shanglrip $s@anghaifc.org/

483 One of the frustrations attempting to understand Chinese regulations is very often absence of clarity,

predi ctability and continuation in implementation of poli
reconciled with what happens in another.
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China seems to have applied a similar approach to the evolving Belt and RoadArsgués.be fair,
in the view of this authooth the circumstances attte perceivedpossibilitiesof the Belt and Road
Ai niti aleencentnuallyawoleingandChina has adjusted Belt and Road based on its utility.

3. Beltand Roadi As soci at es o

The Asian Infrastructure Investment Bank (AlIB) is also a tool of Chinese foreign policyhast it
more of a multilateral character anekhibits greatetransparency than the SRFhe AlIB is certainly

a superb public relations (PR) initiativehe BRICS New Development Bank has been included in this
chapteronly because it gets an occasional mention in official Chinese stateme®edt amd Roacnd

the seemingly continuously expandiBglt and Roadambit.

(a) Asian Infrastructure Investment Bank (AlIB)

In terms of transparency, the Asian Infrastructure Invedtf@ank (AlIB) is very different to the Silk
Road FUundSRF)

President Xi Jinping announced the idea of the AtlBctober 2018luring a visit to Indonesidts
focus was to be development of infrastructure in Asi20d14 representatives from 21 countries
signed a Memorandum of Understanding in Beijiaigd on 29 June 201B& AlIB Articles of
Agreement were signedith 57 countries a®unding membersand theAllB began operating on 16
January 2016. Official expectati@are that it will have 85 members by the end of Z817.

The AlIB proposal was very controversial from the start.

AfiCovertl yo, according to Joseph Stiglitz, it he

a w a ¥°arhis partly worked. A Financial Times article published on 23 October, 304#before the

us

signing of the Memorandum of Understandisga s headed ABi g nations snub Be

| o b b y®F Ihsgid thatChina hadfextended a broad invitation asdveral European states, as well
as Australia, Indonesia and South Korea initially showed intdBasthanks to pressure from the US
conveyed by US diplomats in Beijing, Washington and other cajpitadme of these countries will join
the bank at thistage, although some are hoping to be involved tater.

The Rnancial Timesarticle quoted Matthew Goodman, Center for Strategic and International Studies

in Washington,asyai ng t hat the BRahBO (amdt ai Mi8B8RUOCEwWa Brazil,

andSout h Africa) Arepresent the first serious inst.]
established at Br et GoodmanVeddett Is a t7 @bstgleahiewarfudh gf @ o

substantive improvement these new institutions willke to global governande or even to the
interests of the ¢ 6UfAWS offici@sshave said they doonotiwangto sugpatram .

initiative Washington thinks is unlikely to promote good environmental, procurement and human rights

standardn the way the World Bank andsfan Development Bardre required to do.

Stigitzand ot hers have suggested that the real reason
h e g e Mf& mlgng the lines that have existed since the World Bank (IBRD or International Bank for

484 “AlIB expects to sign 85 members by year's end", China Daily, 22 May 2017
http://www.chinadaily.com.cn/business/260%/22/content 29438541.htm

“Joseph E. Stiglitz, "Why America Doesndt Welcome Chinat
May 2015http://www.huffingtonpost.com/josepdstiglitz/americachinainvestmentbank b _7055222.html

Jamil Anderlini, ABig nat i onMnansial Ties. BxCOctpber?@4 bank after |
https://www.ft.com/content/41c3c0&9cd11e4978700144feab7de

®Jamil Anderlini, ABig nati ons sahTimes BOctghérn0g4 bank after |
https://www.ft.com/content/41c3c0&9cd11e4978700144feab7de

“®Joseph E. Stiglitz, "Why Ameri ca Do elseHofftngto®dstc ome Chi na:¢

May 2015http://www.huffingtonpost.com/josepdstiglitz/americachinainvestmentbank b _7055222.html
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Reconstruction and Development) and the IMF were establistieétaon Woodsn 1944.Both these
organizations are headquartered in Washington DC, with a US diyassnventionhead of the World
Bank and aEuropeancitizen by convention always head of the IMBhina and other developing
countries have long complained about tiesik ofvoting power in these organizations.

Inany event,theUkand a n umbleire sod sUSc handaéSeuth Koreatdid eventually
join the AlIB, and aUK citizennow occupies a very senior position in the AlIB. Japan has stayed out
of theAllB.

By the amount of contributions to its authorized captte biggest foundinmember®® were China,
India, Russia, Germany and South Korea.

According to ts internet site,hte AlIB fis a new multilateral financial institution founded to bring
countries together to address the daunting infrastructure needs across Asia. By furthering
interconnectivity and economic development in the region through advancements in infrastructure and
other productive sectors, we can help stimulate growth and improve access to basicdd&hites

fi ¢ o rineiple®d aesaibed asiopenness, transpa@n independence and accountapibiind our

mode of operating is O6Lean, Clean and Greendo
Theonriiesi dent Board of Directors is responsible for
exercising all powers delegated to it by the Boarbaf v er nor s . This includes app

strategy, annual plan and budget; establishing policies; taking decisions concerning Bank operations;
and supervising management and operation of the Bank and establishing an oversight métHanism.

Senior mangementof the AlIB is ledby a Presidentvho iselected by its shareholderEhere are five
Vice-Presidents responsible for Policy and Strategy, Investments, Finance, Adminisradidche
Corporate Secr et ar i aAn Interhatiosal AvisoB/ePanelrcaniprised ofugiolsmle | . fi
experts provides management with impartial advice and perspectives. Our management team is
comprised of individuals from a diverse group of Bank member countries, contributing years of
experience and a wide range of prefesal expertise in both the international and private seéttfs.

Because the AlIB has been operating for only a short period of time, it is difficult to assess it actual and
likely future performance. However, the Articles of Agreement do give some clues

Article | of the AlIB Articles of Agreemengjives two important definitions for understanding where

and how the AlIB will operate. & ay s : AWherever used in this Agreemen
firegiond shalll i ncl @deompdsitton dassiad msaAsiA and @Qckania y the o n s
United Nations, except as ot héd¥wise decided by the

According to the United Nations classificatiohgtcountries imi As i a o0, apart from Chinas
Japan, are relatively smatlr less developed countries. Most of thosefirD ¢ e a apiara foom
Australia, are very small of less develof&t.

Schedule A of the Articles of Agreement contains a
includes Russia, Kazakhstan and Kygtan which are also members of the EAEU. {E&&EU

members Tajikistan and Uzbekistan are included in the list, but Turkmenistan Rotasttial SOC

members India, Pakistan and Iran are included.

8 Founding members aredbe countries which had joined the AllB by 31 March 2014
490 hitps://www.aiib.org/en/abotiib/index.html
41 hitps://www.aiib.org/en/abotdiib/governance/boardirectors/index. html

492 hitps://www.aiib.org/en/abotaiib/governance/senisnanagement/index.html
493

https://www.aiib.org/en/abotgiib/basiedocuments/ download/articked-agreement/basic_document_english
nk_articles of agreement.pdf
4% seehttp://www.un.org/esa/population/publig@is/worldageing19502050/pdf/96annexii. pdf
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While the number of AllBshares can be increasédr t i cl e 6 says that ino such
authorized which would have the effect of reducing the percentage of capital stock held by regional

members below seventy five (75) percent of the total subscribed stock, unless othgregseby the

Board of Governors by a Super Maj otmuirmy Vot e cde R1IBO0WS
Super Majority vote of the Board of Governoraléinequire an affirmative vote of twihirds the total

number of Governors, representing not less thaeefourths of the total voting power of the

member soO.

Article 4 says that the Bankoés fAauthorized capital
Board of Governors by a Super Majority voteo.

Voting quotas are allocated according to contediamountswhich in turn are related to calculations

of each countryds Gr maenbddthahes be pacticuRnydifiowlttée  ( GDP)
measure when making international comparisbfweover, for various reasonspting quotas do not
exactlymatch contribution&®

As at 22 September 2016, subscriptions and votingpovier t he | ar gestwefer egi onal 0 m
China 33.4% and 28.8%; India 9.4% and 8.3%; Russia 7.3% and 6.6%; South Korea 4.2% and 3.9%;

Australia 4.1% and 3.8%; Indonesia 3.8% &8nd 5 %. For t-hegilamaglesdtmémiber s t he
numbers were Germany 5.0% and 4.6%; France 3.8% and 3.5%; United Kingdom 3.4% &Mt 3.2%

In March 2017, the AlIB announced fi3p r 0 s meacntermbemto take the totahlIB membership
to 70" This will eventually change the previous allocation of subscriptions and voting power.

Japan is the only country of subigtharntt iiasl, dinzd& haenddir
T which is not a member of the AlIB. According to Penggiaodfithe Carnegie Endowment for
I nternational Pedapan Awiocal Br iarveaman esti mated 11%

shareo i f i.t® Penygdiaokdds tahret iAcllleB r e Masahiro Kawai pahtisheeln al ysi s
in 2015 whichtakes a deiled look atvariouspossiblenembership combinatiorfs’

Whatever the exact numbers at a time Japan might join the AlIB, the effect would be to Gé&pmive
of its theoretical Super Majority veto powef’® However, in practical terms China would almost

“Article 28 of the AIIB Articles of Agreement says that

the sum of its basic votes, share votes and, in the case of a Founding Member, its Founding Mémder o . I'n t he
case of Aibasic votesodo 12% of the total votes are shared
contributions; and each #Afounding memberd was allocated

%A1 1B ASubscriptions aQouhtriedcatsi mg FR®RweSre pdfe nibeemb €2r0 1 6 0
https://www.aiib.org/en/abotdiib/whowe-are/membershigtatus/.content/index/ _download/B0BP3003584167

4.pd

A 23 March AIIB says that Athe 13 prospective members \
required domestic processes and deposit the first installment of capital with the Bank. The shares allocated to the

new prospective members come fromthBankdés exi sting pool of unallocated sh

https://www.aiib.org/en/newsvents/news/2017/20170323 _001.html

“®penggiao Lu, fJapan Shoul d fomatdhBeieatEr20l8oi ni ng t he Al | B¢
http://thediplomat.com/2016/12/japahouldreconsidefioining-aiib/

“Masahiro Kawai, fifAsi an Infrastroatupbppraln¥Festamenal BOnHKe:i
published in AAsian Infrastructure Investment Bank: Chin
Foundation USA, 201Bttps://spfusa.org/wpeontent/uploads/2015/07/AllReport_4web.pdf

The exact numbers depends on several assumptions, including whether or not the US also joins the AlIB.
®@WAccording to Mike Callaghan and Paul Hubbard, fAcompar ec
and the World Bank, China has a larger veto power over decisions in the AlIB than other major shareholders have

in these ot her mdadlaghah &PRael Hubbard (R@16)K e dsian Mfragtracture Investment

Bank: Multilateralism on the Silk Road, China Economic Journal, 9:21896 DOI:

10.1080/17538963.2016.1162970

https://crawford.anu.edu.au/sites/default/files/publication/crawford01 _cap_anu_edu_ddBaB&6asian_infrastr
ucture_investment_bank multiémblism_on_the_silk_road.pdf
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certainly be able to find other member countiieg ar t i c ul a rilto/supipartét @ni oougia | 0
issues.

The Banks headquarters must be in Beijing, and Art
Republic of Chinao Astiidrees2@eséaps thet BAakpresi de
el ected by a Super Majority, and that Ahe shal/l be

According toKsenia MuratshinaBoris Yeltsin Urals Federal Universitihe Articles ardévery
detaledand cover every aspect of the Bankds operations
that can be interpreted in different way$"

Muratshinas ay s st k&t ofi Russiabds equity contribution to tfF
expectations oAlIB0°%? Yet, she notesth® u s sGhai,nai6s strategic partner, th
contributor to and one of the countries with the biggest expectations ab AdtBived none of the

senior appointments

According toits internet sitethe AlIB hasapproved loans of US$1.73 billion to support nine
infrastructure projects in seven countries, including Pakistan, Bangladesh, Tajikistan, Indonesia,
Myanmar, Azerbaijan and Omafhe Tajikistan loan is not larg#27.5 million for the
DushanbdJzbekistarBorder Road Improvement Projett.

This Tajikistan poject is cefinanced by the European Bank for Reconstruction and Development,
which contributes an amount of $62.5 million, for a total project cost of $105.9 mAliaiysts say
that all AlIB projects so far, with the exception of the Bangladesh power project,-fin@mmeed with
other multilateral institution which has allowed the AlIB to take advantage of their experience in
evaluating projects.

Moreover,not surprisingly, AlIB loanshave been orientated towaBelt and Roadtype projects.

The A2017B8ssi ness Pd&asaysthatdwilBacus grasstainake infrastructurdie
promoting green infrastructure and supporting countries to meeteth@ionmental and development

goal9; crossborder onnectivity (ie prioritizing crossborder infrastructure, ranging from roads and

rail, to ports, energy and telecoms across Central Asia, and the maritime routes in South East and South
Asia, and the Midle East, and beyoldand private capital pbilization (ie devising innovative
solutions that catalyze private capital, in partnership with other MDBs,rigoemts and private
financiers.

Jin Liqun, Presidenaf theAlIB s ay s s$trimagt pa pfel i ne o Wil fpriodtigeegreéns i n 20 1°
infrastructure investments, promote energy efficiency, renewables, clean transport and other projects
that help addr¥®ss global warming. o

As already briefly mentioned, sonaemmentatorfiaveviewed AllB projects (along with those of the

SREB)as hel ping to r educ e Dalig Rotlae sags thatahjs alaes noyymaker ob |l e mo .
sense. Ailf the Al1 B is very successfulithatistoen i n f i\
say,ona scale with World Bankdés | BRD |l ending. But | u
billion per year tabsorb excess capacity. This figure excludes excess capacity in cement, construction,

and heavy machinery; thmoint is that the bank is, simply fpunuch too small to make any dent in

Ml Ksenia Muratshina, AiThe Asian I nfrastructure I nvest ment
24 May 2016http://russiancouncil.ru/en/inn€itl_4=7704#togontent
@ Ksenia Muratshina, AiThe Asian I nfrastructure I nvest ment

24 May 2016http://russiancouncil.ru/en/inner/?id_AZ04#topcontent

503 hitps://www.aiib.org/en/projects/approved/2016/tajikistamderroad.html
504

https://www.aiib.org/en/policiestrategies/ download/busingdan-2017/aiib2017businesplanandbudget.pdf
505 hitps://www.aiib.org/en/newsvents/news/2017/20170116_001.html
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Chinads excessiewvwaemadciift yi tprwebrleent he sol e supplier f
b e%¢ .

While it is still early days for the AllBseveral things seemtobecletre Al I B i s AChinads B
whi ch has been formed with t fipartieularty asoPresiderd Xihasci ng Chi
stressedDBOR>*® But, the Chinese have been very keen to present the AlIB in a more positive light

by emphasizing the benefits to other countries and even to the environment.

(a) BRICS bank

The March 2015 official d o ¢ uBoildimgtSilk Ré&d/EcanonmacrBslt and Act i
and2f-Century Maritime Silk RoadodO makes refoerence to
NDBi n rel at i oinntteog riaftiinoannoc®aallong t he OBOR

The BRICS countries arBrazil, Russia, India, China and South Afridde New Development Bank

internet siteays t hat the fApossibilityo imobidizetesourceygy up a n
for infrastructure and sustainable development projects in BRICS and other emerging economies, as

well as in developing countries w acssatl iats leadsr s u mmi t During the 9xth BRICSA

Summit inin 2014, the leaders signed the Agreementastabhi ng t he New °“Bevel opment

Its Articles of Agreemenindicate arinitial authorized capital of $U®O0 billion with initial subscribed

capital of $US50 bhillion, equally shared among founding membEch member has an equal vote.

The chair of the board rotates among member countries, although permanent headquarters are in
Shanghat™*

Unlike the AlIB, the New Developnm¢ Bank cannot be considered to be ultimately under the
influence of China, and thus should not be considered when talking about OBOR other than in a
periphery context.

However,it often gets mentioned in discussions. For examplemier Li Kegiangncluded it in a

speech November 2016 SCO Heads of Government meeting in Bishkek, saying that that the SCO
n e e thbrindiinto full play the role of existing investment and financing platforms such as the SCO
Inter-Bank Consortium, the Asian Infrastrustu Investment Bank, the Silk Road Fund, the
ChinaEurasia Economic Cooperation Fund and the BRICS New Development Bank, to provide
financial support for the development of SCO economies and regional cooperation @rijects

When asked about the Nédevelopment Bankran Xuetongs a y s B R |ld@Bedvranstheivery
beginningd because HAthe countr i excepttdinaleasa their have a

*®pavid Dollar, fiCchinads Rise as a Regional and Global P
https://www.brookings.edu/wpontent/uploads/2016/06/Chinize-asregionatandglobatpower. pdf

%7 In 2015 | was a speaker at a Shanghai University of Economics and Finance conference and at lunch time was

sitting next to a prominent US economist who was also a speaker. We were joined by two young Chinese who had

just returned from study inthe US.Whe di scussing the AlII B, they were very pr

HXi Stresses Implementing Central Economic Policieso,
http://news.xinhuanet.com/endtighina/201802/10/c_127481077.htm
%99 Vision and Actions on Jointly Building Silk Road Economic Beltand-Zlstnt ury Mari ti me Sil k Roa

by the National Development and Reform Commission, Ministry of Foreign Affairs, and Ministry of Commerce of
thePeople's Republic of China, with State Council authorization, 28 March 2015
http://en.ndrc.gov.cn/newsrelease/201503/t20150330_669367.html
510 National Development Bank interrgite. http://www.ndb.int/
11 hitp://www.ndb.int/wpcontent/themes/ndb/pdf/Agreememtthe-New-DevelopmenBank. pdf
%12 speech by Premier Li Kegiang at the 15th Meeting of the Council of Heads of Government of the Member States
of the Shanghai Cooperation Organization, 3 November 2016, Bishkek
http://english.gov.cn/premier/news/2016/11/04/content_281475482644898.htm
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representation in int &%indeed, iinahe aiéw of thisraathor BRECIS wasn st i t ut |
always I|ittle more than a commerci al mar keting sl o
its own because of t he taotherdodpsliticalpurposes. ness and usef ul

ABRICSY, says YarXuetongwith considerable realisnii i s inracoma™*

Part G: Pulling Togetherin the Future?

The chapters included in this part of the book are about bringgegherall the previously discussed

issues into a theme and a view of the future. dihect RussieChina relationship, the circumstances of

the Central Asian countries, the EAEU and its component countries, the edf@@®, and the

expandingole and influence of Gha are a complicated mix of politics and economics, of reality

illusions. The Russian and Chinese views of the world and how to react with it are subtly different

even if now under the great infl ueentradEumsiawilhei r r es|
in all likely-hood find a way ofworking and living tgether although there will be squabbleBhe

main questions are about how this will be done.

1. Introduction

As noted, the future progress of the SREB part oBgle and Roadwill largely be determined by the
views of Russia and China, and the relationship between them.

A number of aspects of this have already been discussed in this text, but it is worth resopadiraf
them here.

The May 2015 joint declaratioofPr e si dent s XI and Putin says that Ru:c
search for points connecting regional economic integration processes within the framework of the

EAEU andSREBIn the interest of providing sustainable economic growth in Eurasia oragie df

strengthening cooperation and trust. The sides look forward to the start of negotiations between the

EAEU and China about concluding an agreement on #eadeo n o mi ¢ ¢°6 Ampassoaated on . 0
documentspecifiedficonsideratiorof the long-term goal of movingtowardsa free tradezonebetween

Chinaandthe EAEUS and indicated that working groupsuld be formed to progress issues.

In Beijing in December 2015, Chinese Premier Li Kegiang and Russian Prime Minister Dmitry
Medvedews i g n e d Cammiiniqae on the results of thé"2@gular meeting between the heads of

*13 van Xuetongfi, jff ts dzd o @y jt dsth) fzfieO i ls Odz@ 6 fo K3 d to DD dréfedf] ® © j | dpinot
understand why Russia does not insist on forming an alliancebwith Yy Kodmersant, 17 March 2017
http://www.kommersant.ru/doc/3243633
514 Yan Xuetongfy, jf ts dzd d§@y ji dsthn fozf#o i ls Odz@ @ jo i3 to DA dutfdfd & © j | @pfnot
understand why Russia does hoh s i st on f or mi n g, Kammeraaht] 17 idanch 2017wi t h Chi nao
http://www.kommersant.ru/doc/3243633
B 5o d3j flsQiptsoj ddj siAqfg  2AMjSHESj2te @ g dfds 02 N OB H{dzSA Y Iz siply € dzlz B dzj dzd d
oM sBi | wBfz® bl dzfsde s & Ols j ¢ dou jATldsHSd2ENste 5o d Yo jddfdise ' ¢ SH dzse
Msls te 2 1 daf \j@irin®ade®ent of the Russian Federation and the People's Republic of China on Deepening
the Comprehensive Partnership and Strategic Cooper@tiod on Pr omoting Mutually Benefi
Kremlin.ru, 8 May 2015http://kremlin.ru/supplement/4969
%%y 5o d3j fyis@iztsej dj wEAY i) O 2nMiCHIS2te A ffds O2 NOEB HIdSM Y & BEiad & dzkz B dzj dzd
oM sBi | ROkl dzfsde b © Ols j ¢ dou jATLdEcHSd2ENIste s d Yo jLddfdise ' ¢ SH dztse
Msls tc 2 1 daf \jGirin®ade®ent of the Russian Federation and the People's Republic of China on Deepening
the Comprehensive Partnership and Strategic Cooper@tiod on Pr omoting Mutually Benefi
Kremlin.ru, 8 May 2015http://kremlin.ru/supplement/4969
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the Russian and Chineg over nment so0 that <c¢clearly indicated a rc
Xi-Putin joint declaration made earlier in the year. The Medwed@ommunique sites thati t h e
partiesbelievethat the £0is the most effective forum for aligning the construction of tREBwith

the building of the BEU) *’

Li Xin, Director of the Centre for the Russian and Central Asian Stadli&hanghai Institusefor

International Studies (SlISivrote a November 2016eport forthe Valdai DiscussiorClub, entitled

fiChinese Perspective on the C% BhaRoieword toaffreppart Eur asi an
by Timofey Bordachey Val dai 6s fiHead oftahes Euhasi an HrRoOogusam
fully the Chinese approach to a comprehensive Eur
scholars view as the goals, objectives, and areas of cooperation for Eurasian states

The Valdai Discussion Club was founded by the Rus€ianncl on Foreign and Defence Policy

RIAC, the Moscow State Institute of International Relations University of the Russian Ministry of

Foreign Affairs (MGIMO), and the National Research Univgritgher School of Economics (HSE).

I't is thus a product of the Russian inh20l4 ectual e
the Clubmoved away from the for mat toopfacticatwerk aimedlgt t he wor
forming the gldal agenda and delivering a qualified and objective assessment of global political and

econtlergic issués Vladimir Putin has attended every annual Valdai meeting since it was founded in

2004:

While the Li Xin report cadropinioessexpressed inghesrepartare r  t h a't
those of the author and do not represent the views of the Valdai Discussion Club unless explicitly

st at ed de ¢tomtinually mixes the twd-or example, he writesthatn  fiour i herpheni on o
clearly means the fVali tha$COMauld sewe as ia platforn® fordikinge x per t s 0
the EAEU alHedater$nRrE fmlyst arts t hat ot lheavxé&@abirolé astaoul d
platform for aligningthé& REB an d>EAE U0 .

Li Xin also writes thafi Rus si a6 s d&foa Cldaexperd bdievaitbtite SCO is the most

important institution of international cooperation in Eurasia a mad gre@t potential for becoming the

main forum for interaction between China (the SREB) anel EAELD andfiwihtaht acti ve
development, the SCO could become the central institution of the planned Greater Eurasian
Community projecto.

So, we might conclude that the stérshe views of ficials andanalystson both the Chinese and
Russian sides are aligneddr asuccessful EAELSREBSCOrelationship

However, the reality is not so simple.

The May 2015agreement between Putin and Xi only came afbersiderablelebate among officials in
both countrieswhile some believe that thEAEU and SREBorojects may well coexisandin factto
cooperate and complement each qtbtrers believehey are competitive and able to pose a threat to
the respectiveconomic geopolitical interests @éch ofeach country®* This wariness remains.

Li Xin correctly notes that thi&road map for aligning the SRE&nd the EAEBent ai | sacreating
hardinfrastructuréin terms of tharansportatiorcorridors within the SREB, aralfisoft infrastructuré

517 Joint Communiqué on the 20th Regular Meeting of Chinese and Russian Prime Ministers
http://www.fmprc.gov.cn/ce/cedk/chn/zgwj/t1325537.htm

Li Xin, AChinese Perspective on the Creation of a Eura:
November 201®ittp://valdaiclub.com/files/12585/

519 http://valdaiclub.com/

1j Xin, AChinese Perspective on the Creation of a Eur a:
November2016http://valdaiclub.com/files/12585/
0| 0dz zEkykds | Oapy Shotsmsipe Ghingu) , " CCtdsdduiMSd2 §swh zj &S o

[ 0SCuC sdeC 2t dzls'  d dedhhe tecdnmoinidajels of the Silk Road athd EAGE are competitors or
part heo s 8HdOdFree Thought) 2014.-~ 4 ( 402 6) .
92


http://www.fmprc.gov.cn/ce/cedk/chn/zgwj/t1325537.htm
http://valdaiclub.com/files/12585/
http://valdaiclub.com/
http://valdaiclub.com/files/12585/

including developing rules for trade, standards and transmission of technologies, and estétgeshing
tradeareas.*2

The SCOi in the view of this authof is i n no position to participate |
i nfr as because tChira & dever going to hand it any substantial amounts of mMbiseyeas
that ary SCO role must concentrate on thewpios i on of fAsoft infrastructureo

coordination, means contributions by all members and not just umgRussia wouldlearlyprefer
the rules and standards of the EAEU and the EAlighed Eurasian Development Bank to provide the
basis of the fathethanthe®dOr astruct ur eo

However,the real situation will be seeasevenmore complex aftefurther consideration of théews
and actions of Russia, China and other countrieh sas KazakhstanMoreover, the new SCO
members India and Pakistan will no doubt have their ideas

2. The Russian View

Speaking before the St. Petersburg International Economic Forum in June 2016, President Putin put
forward an initiative to createfaigeater Eurasian armershiginvolving the EAEU and countries with

which we already have close partnershifChing India, Pakistan and Irarand fiother interested
countries and associatiarg®

fiTo starb, Pu t i n wenaightdstreantline and unify the regulation of departmental cooperation and
investment, nontariff measures of technology and sanitary corgustoms administration and
protection of intellectual propeiyHe t h e n  srtherdn, wehshduld mave gradually to the
reduction and eventual abolition of tariff restrictions

Several months later, i@ctober 2016, Putin spola the Valdai Disussion Clubands a i Russia f
advocatestheharmonisation ofegional economic formats baseuhtheprinciples oftransparency

andrespect foeach ot her 6s inter est swork &ftheEAEU iadconductwy we ar r ¢
negotiations with our partners, particularly @vordination with th&sREB project, which China is

implementing. We expect tb promote arextensive Eurasian partnership, which promisesviive

into one oftheformative centresaiv ast Eur asi an®integration area. 0

Whatexactlyi s wvaBtiEwasién integration ate®

While Putin spoke of t hiep Ofi eexvtoelnvsiinvge iEnuraa siiaas tp aE an
aread, Ser gridesaKautagfmamopartner ship or®Homevenani ty of C
the view of this authgras shall be explained later in this text, Puiimd Karaganov do have
significantlydifferent views on this issue.

Marcin Kaczmarski and Witold Rodkof the OSW Centre for Eastern Studiesite that the
Aintell ectual backgr ouawhasdevelopedbgandbstsorkingéunderBher asi a pr
aegis of the Valdai ClubThegou p ds wor k bwkasagaoov antsraaehav. In a report
prepared in April 2@ebt0ceae .t i Thedcmdatwiaomsoft h@entr al

21i Xin, fChinese Perspective on the Creation of a Eura
November 201 @ittp://valdaiclub.com/files/12585/

52 http://en.kremlin.ru/events/president/news/52178

VI adimir Putin, speech on subject of AThe Future in F
International Discussion Club, 27 October 2016
http://valdaiclub.com/events/posts/articles/vladumittin-took-partin-the-valdaidiscussiorclub-s-plenarysessio

n/

“sergei A. Karaganov, fdFrom the Pivot to the East to Gr e
https://www.rusemb.org.uk/opinion/50
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called for fAthe transformation of Ceambimingthe Eur asi a
Chinese New Silk Road initiative with *he Russian |

Thel T o wa r @eat Gcdare 3 0 r grgpasedtthathe countriesnvolved in the projeccreate a

j oi ntl éivhelghc ommi t t enethe devalopnient of granspddpistics orridors and the

implementation of development projects.t al so r ecommen dGemtral Edrasia | aunch
Dialogue between the EAEU, China and the remaining states of the region to serve as a political

umbrdla protecting the project. Looking further to the fututeer e por t proposed fithe <cr
community (or a union) of cooperation, stable growth and security for the whole of Eurasia, which

would stretch not only to the East, butalsotothewestetrd s o f**Eur asi a0

A | ater Val dai report, i T owa ri grelimihaey re@ultscaad newdDc ean 4:
obj e c’® released in May 2016, said thshe biggest Eurasian powersRussia and China are

moving towards each other and seekdmrdinate their regional projects wh i c¢ h n effecdhats i
theyard€fs ponsoring the emergence of a new community in

The report suggest t hat i termj te comeotosestd dsthbéshingéns ear | y
Eurasia a new inteational political entity based on common interests and many shared values. This

wi || rally Eurasia and make it an independent cen
However, the report doesrmot give a definition of i

Uptothispoih t he vi ews of Vilhiexpeni rs®uwoml|l dansledm to be in

It is on the role of the SCO that Putinggec o mpany wi th the fAVal dai expertsc
T it would appeai Medvedev.

Putin always emphasizes the role of the EA&fdT importantlyi fi p a r { He@eversuggests, as

did Medveeyv in his communique with Li Kegiarig 2015 that the EAEU and SREB should operate

under the auspices of the SGoor Put i n, i t thasse the EAE Whas the cergral anitingi s
structure in the networ R of Eurasian regional i nt ec

Karaganov and some others welcome Chinadééswestward
new eastward pusi’ Thei Towar d t he 0 Gr esgtyrsOctehaant i Russi ads true
is just beginning. It focuses on creating new internal (organizational and legal) conditions for the
accelerated development of Siberia and the Russian Far East, imparting new qualities to the Russian
presence inhe Asia Pacific region, building up trade, economic and political ties with countries in

Asia, and organizing a newtbe vel opment s plaecsee & nd sH uarbass i e@ds. t ern r e
exportingmineral resourceenergyandfwateri nt en s i v & fipfroord utchtes of.i rost t i me i

526 Marcin Kaczmarski and Witold Rodkiewicz, OSW Centre for Eastern Studies, Commentary Number 29, 21
July 2016
https://www.osw.waw.pl/en/publikacje/ossemmentary/20167-21/russiagireatereurasiaandchinasnewsilk-
roadadaptation

527 Marcin Kaczmarski and Witold Rodkiewicz, OSW Cenfor Eastern Studies, Commentary Number 29, 21
July 2016
https://www.osw.waw.pl/en/publikacje/ossemmentary/20167-21/russiagireatereurasiaandchinasnewsilk-

roadadaptation

fToward the Great Opeehi hinduynreéevultthe &mdtnew objecti v
http://valdaiclub.com/files/11431/

5% RussiarChineseDi al ogue: the 2017 Model o, RI AC Report 33/2017
http://russiancouncil.ru/papers/Rus§ihinaReport33En-Preprint.pdf

*Thomas F. Remington, d&OnadbeChin@anRolrioay,| mati tEutre, 6 A
https://cpianalysis.org/2016/04/06/chelt-oneroadoneeurasia/

%1 Sergei A. Karaganov, Kristina I. Cherniavskaia, Dmitry Mo v i k o v , AfRussi an Foreign F
Successeso, Perspectives, Spring 2016

https://we.hse.ru/data/2016/08/15/1117920075/Harvard_Interlational_Review.pdf
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t h ey Sibaiyis beddoming a promising frontier of development rather than a geopolitical rear or an
imperial burdero

Bringing the undedevelopment regions of Siberia and the Far East into the idea has echoes of the
Chinese approach to development of Xinjiang. It is also probably the case that the Russian proponents
believe that these Russian regions need to be developed for security (agaorst China!)

In the view of Karaganov and otheRyjssia shouldusessidi pl omati ¢ and strategic ¢
plentiful resource$o create a potentially powerful economic and political grouping around the

rejuvenated SCO with China, India, Kazakhstan, Pakistan, other regional powers, and eventually

| r @hThatisaf Community of Greater Eurasi aChinageopol i ti cal
Russia, India, Kazakhstan, Iran, and many other stites

In thesequoted passagewe have the second indication that the views of KaraganoWatial differ
on the dretaikelr &bazakAs@ncantnuallygets a separate mention by Karaganov,
whereas Putimever separately mentiolk&zakhstari but ratheralwaysenvisages iparticipating as
part of the EAEUANd not as an individual country

Neverthelessboth Putin and Karaganov dlikely to agree thaRussia has already formadsmalish
versionof aige o p o | i t inthaférm d&f theoEARU.

It is clearthatPutin envisages the EAEU being orféglei Communi ty of Gr eater Eur as
cornerstonedt is because of these expectations that Ruitirbe grateful to President Xi for agreeing
toadocumenttha peci fi es @ c on sterndgoal ef mavingtowards a frde add zone g

between China and the EABE?* As Alexander Gabuenotes fitgho st i | | equi vocal in
t he docume nmajorsiépartare ffom éhe prexioud collision course

Althoughtheagreement between Putin andbioststhe prestige of the EAEURussiavould seem to

havelittle intention ofletting it engagén genuindree tradenegotiations in the immediate futurss

already noted, Putinbds St Pe treductSob and guentig abelitoh suggest
oftariffo | evel s.

Pave Kadochnikov, at theCentre for Strategic Research Foundatgaysthat a free trade agreement
with China and complete removal of tasiff o u | d radieal st&@p .f&Vhdt will the EAEU countries
gaind h e a Wd&lsmve inférests in the food industry, chemical industry, energy, metallurgy, power
plant engineeringand in several otheareas, but all of that must be balanced, and that requires

preparationgr=°

%2 Serge A Karaganov, Kristina |. Cherniavskaia, Dmitry
SuccessesoO, Perspectives, Spring 2016
https://we.hse.ru/data/2016/08/1117920075/Harvard_Interlational Review.pdf

Bsergei A. Karaganov, Kristina |I. Cherniavskai a, Dmi t
SuccessesoO, Perspectives, Spring 2016

https://we.hse.ru/data/2016/08/15/1117920075/Harvard _Interlational _Review.pdf

% fie s s fiy KOs jdztserfid A fi) H 1§ 2 OISO MO 58 1t Py  estp Btz 1 dztf | Milso §
My tow g lsiets d Is jr dr'teliPls e @ §) & tizts tq s § WE tsdzts B W s IPOIE 5§ BE

(Joint Statement of the Russian Federation and the People's Republic of China on Cooperation in Combining the
Construction of the Eurasian Economic Union #mel Economic Belt of the Silk Roagl Kremlin.ru, 8 May 2015.
http://kremlin.ru/supplement/4971

Al exander Gabuev, fAEurasi anCHind& Romde Uni ®7d, Thlwa r Bisp lao
2015http://thediplomat.com/2015/06/eurasisitk-roaduniontowardsa-russiachinaconsensus/
*¢Yaroslav Lissovolik and | vand SREBmRegienal vProjects Anditeini ng t he

Comp | e me n tRassian tingetnatianal Affairs Council, Event Report, Second International Conference,
ARussia and China: Taking on a Ne3wMayacds i ty of Bilater al
http://russiancouncil.ru/common/upload/ConfereRemortRUCN2016En. pdf
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A RIAC report entitledi Rus-€hanese Di al ogu esays thafidoscavdi lublikeMo d e |l 0o,
such trade and economic giants as the United States andiGhinarrently interested not so much in

the increased liberalization of regional trade as in its increased transparency and trade and economic
interconnectedness, as well as in the establishment of a fair, sustainable and balanced trade and
economic systemmatching the priorities and the development level of the Russian economy,
particularly of itsexporbr i ent ed manuf &tcturing industries. o

There are two issuagsentionedn thislong sentenceThe firsti s fil i ber-aJii s aft @ oMo mii cs
interconned d n e s ssécond iFile ex pmentatednanufacturing.

Vladimir Petrovsky,at the Institute of Far Eastern Studies of RA8ys thafi Russi a and Chi na

more interested in trade facilitatfSh than in trade liberalizatio®”’ | t 6s i mportant to provi
platform ratherthat o0 be i nvolved in competition.-calehtat s why
Economic Partnership iBurasia. The idea is to cover the same range of issues asatispacific

PartnershipTPP does, but to make it easier foreachand er y member % join in fut

The authors of theRIAC reportand Petr ovsky seemingly have differin

itrade | iberalizationo, with the RIACeiawpieodag th
liberalizationand Petr ovsky i mplibgrdlizatgpnthreirsfacilitdtionBut, enrrealgyt o
it is a matter @rid Chiha ig as eneted edrlier inithisttetrhassnttite past

demonstratedonsiderabldlexibility in its approach to free trade agments.

The main point here is that Moscow is in no hurry to significantly liberalize Ryssi&fEU,

manufactured goodsade with ChinalnDec e mber 2016, the Eur asian Devel op
Vinokurovys ai d t hat ntohe yBAEU eiaddyi t o open i t%' Inmarket to
regardstdie x paritent at ed manufact ur i ngo-industralzatdAafdU i s seen
technological development of the Russian economy. Another ReACor t says At here i s a

more active use of coordination mech%ani sms for the

There is, however, another aspect to all tiisokurovnotedthgt Ain t odayds worl d, fre
are not so much about gooaath trade accounting for less than half of the total volume, as they are

about favor abl e’ imtveénsestmentratea, aceoglingeasly 2017 RIAC

report, Russia is less interestediih i b er al i zfartificaton of theé EARW* i n

"Russian International AfGhiimess eCoinalidgueRe ptolret , 2 (ilRGU s M
http://russiancouncil.ru/enf/inner/?id_4=7733#tamtent

8According to the WTO, fitrade facilitationodo is the fisi mj
procedures, itluding the activities, practices and formalities involved in collecting, presenting, communicating

and processing data and other information required for t

detailed discussion see:

https://crawford.anu.edu.au/pdf/staff/phillippa_dee/2011/Trade Facilitation_What Why How_and Where.pdf

53 Facilitating trade will therefore increase competitiordomestic market places irrespective of thiee or not

tariffs are reduced

“vyaroslav Lissovolik and Ivan Timofeev, f@Aligning the E/
Co mp | e me nRussian Inteynationalmffairs Council, Event Report, Sedotetnational Conference,

ARussia and China: Taking on a Ne3wMayacde i ty of Bil ater al
http://russiancouncil.ru/common/upload/ConfereReportRUCN2016En. pdf

541 Yevgeny Vinokurov, Director of the Center for Integration Studies, Eurasian Development Bank
http://valdaiclub.com/a/highlights/eaemdasiancountriesplansprospects/

2Russian International Affairs CeChimeseiCboperatdoinKdnay Paper , f
Asi a0, h®&rusBigndobncil.ru/en/inner/?id_4=7724#tumtent

543 yevgeny Vinokurov, Director of the Center for Integration Studies, Eurasian Development Bank
http://vadaiclub.com/a/highlights/eaeandasiancountriesplansprospects/

““ARus€hianese Dialogue: the 2017 Model &, RI AC Report 33
http://russiancouncil.ru/papers/Riss€hinaReport33En-Preprint.pdf
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While it is easy to think about investment in money terms, it is somewhat harder to think about it in

terms of standardand proceduredAs already indicated earlier in the text when discussing Ghina

reasongor launching the Belt and Roag@hinawah s t o fAiexport o its fAtechnol ogi
s t a n d@impdosedts international negotiating position in trade and investment.

It should be no surprise that Russia also wants to doGhlsuev writes that Russia hopes that a free

trade agreemén wi | | cement Athe EAEUG6s role as a source of
i nvest me r? Inptheoyorls; Russia.is hoping to achieve intellectual domination of a

Eurasian geopolitical mactaoc of the sort that Karaganov and Putin sage, and which will do the

same thinginmanywaysasthBAfib | oc 0 wouinisafeafy e done

And, then therare international financial issues!

According toa RIAC report,fiRussia and the EAEU should widely involve their financial institutions

in financi ndhejepartgaysthatitcjoe¢ ds open up new grand prosp
Development Bank>!’ According to another RIAC report, fithe matter ofestablishing the SCO

Development Fund and the SCO Development Bank should also be considered in the broader context

of the development of integration processes in Eurasia and the Asia B4Eific.

So, once again we hawdiffering Russiarideasabout he rdes and future development ofAEU and
SCO financial entities. As discussed earlier, Putin and his government do not want to see a SCO
Development Bank established.

The issue of security is never far below the surface in all these views and discussions.

A RIAC reportsays thleat ifiwcomes to maintaining security

significantly exceeds that of China. Thisis duetowett vel oped bil ater al relatior
countries in the military and political area, andalso e t o Russi ads | &ading role i
Karaganov and other likeinded thinkersva n t to match Russiads military

Eurasia with Chinads growing economic power in th

events in the Ulaine and more recently Syria have demonstrated that Russia has the capacity,
knowledge and willingness to take tough military actions when need be.

China, on the other hand, is seen as lacking both the knowledge and willingness to exert a military

presece in much of the Eurasian land masnd particularly in Central Asiato ensure its own vital

economic and security interests. To some degree, this Russian view accords with the view expressed by
Chinads Fu Yi ng | alteay dissussetl vipnwthasfiRussiaeand Gha differ in

di pl omati c stiiyRuesdos iaan di ss amodr et heaxtper i enced on the gl c
strong, active, and often surprising diplomatic maneuvers. Chinese diplomacy, in contrast, is more
reactive &hd cautious. o

Al exander Gabuev, @Fr iChr che sWi tRre | B i eofnist SAF t Rus sihaen Ukr ai
Moscow Center, 29 June 2016
http://carnegie.ru/2016/06/29/friendsth-benefitsrussianchineserelationsafterukrainecrisispub-63953

“¢Gregor Irwin, Chatam House, fARealizing TTIPs Strategic
https://www.chathamhouse.org/sites/files/chathamhouse/publications/researgb72Bt fealizingttip-strategie

potentiatirwin.pdf

"Russ an International Affairs Co u rChinese CoopbraticninCentraPaper, APT
Asi a0, h®&rusBigndobncil.ru/en/inner/?id_4=7724#tumtent

“ Russian International Af-Ghaii mess eColuinaclidgu eRe ptolret , 2 OfilRGU s M
http://russiancouncil.ru/en/inner/?id_4=7733#tamtent

Russian International Affairs CeChimeseiCboperatdoinKdnay Paper , f
As i ao, htp&rusBi@ndobncil.ru/en/inner/?id_4=7724#tamten

®Fuy Ying, fAHow China Sees Russiaodo, Foreign Affairs, Jant

https.//www.foreignaffairs.com/articles/china/2018-14/howchinaseesrussia
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While this author thinks thafu Ying has made legitimde point from the point of view of history,
Chinadés promotion of the AII B and Belt and Road (p
Beijing) suggest that things are changi@h i na i s rapidly |l earning to play

-

C

But Karaganov, and others thinking like hipwill find it difficult to move on from the viewthdii n t h e

future, a duumvirate, advantageous to all, may emerge in Central Asia, in which China will provide

investment and resources, and Russia will contribute seeurityl g e o p o | i.°t! fiTchael bsl toachdisl i t y
leaders will beChina, as a leading provider of financial and technological resources, and Russia,

|l eading in diploma*%y and security building. o

Vladimir Putin also seems to be having trouble accepting the changing realities. May 2017 Belt
and Road Summit in Beijinghe said fil believe that by adding together the potential of all the
integration formats like the EAEU, the OBOR, the SCO tedASEAN, we can build the foundation
for a |l arger PFEUWrasian partnershipo.

Later, & the June 2017 SCO SummPRutin s ai d SC® mémbefs should work on combing
economic cooperation efforts and national strategies to bring together the capacities of the existing
integration projects in Eurasia, including BAEU and the One Belt, One Road initiativé*'The aim

is to ficombine thepotentials of th&AEU, SCO, ASEAN>® and the Chinese initiativ@BOR "

3. The Chinese View

As already notedBordache® $oreword for the already discussed LinXValdai paper saidfihis
report, prepared by a leading Chinese expert on the issue, dllasoate fullythe Chinese approach
to a comprehensive Eurasian partnership. It will also pregeat Chinese scholars view as the goals,
objectives, and areas of cooperation Euwrasian states, as well as the ldagn priorities and
anticipated rests of suchco-operationd™>®

However, the reality is that soniefluential i Chi nese schol ar sdgniftantye vi ews |
different from those of Li Xirn>’

As already noted in this text when discussing the future of the EREZIguo of the China Intitute of
International Studie’ which is the thinkank of the Chinese Ministry of Foreign Affait$ has a dim

®l'sSergei Karaganov, AA Time of Trouble and a Time of Oppc¢c
http://eng.globalaffairs.ru/number/20683obal TendenciesandRussiarPolicies17976
®2sergei A. Karaganov, Kristina |I. Cherniavskai a, Dmi t
SuccessesoO, Perspectives, Spring 2016

https://we.hse.ru/data/2016/08/15/1117920075/Harvard _Interlational _Review.pdf
%53 http://en.kremlin.ru/events/president/news/54491
® fPutin Predicts SCO Gaining More Influence as I ndi
https://sputniknews.cofpolitics/20170609105448034dutin-scapakistanrindia/
%5 ASEAN is theAssociation of Southeast Asian Nations. Russia sometimes seems to have a fetish about the EAEU
working very closely with ASEAN, although it is very hard to see what basis there is focsomeration. At one
stage in mieR01#6, | was surprised to learn that the Russian Ministry of Economic Development had funds available
to carry out a project to assist ASEAN countries gain in
It was unofficially suggested that the Eurasian research group which | headed might consider participating in this. |
was not enthusiastic as | could not see what advice Russia could possibly give to a country such as Singapore. For the
index, see:
http://documents.worldbank.org/curated/en/172361477516970361ADo8iges201 equatopportunityfor-all
%6 http://valdaiclub.com/files/12585/
®"Li Xinds position as Director of the Center for Russi ar
International Studies is likely to make him more sympathetic to Russia than some\athens! met him in
Shanghai in early 2017 we conversed in Russian because he does not speak English.
%8 http://www.ciis.org.cn/english/node_521155.htm
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view of the EAEUHe saysthatit he huge differences between the menmn
short of cohesion, and its prospects arenptt i nfi°st i ¢ 0 .

Nor is it clear that China sedhe EAEUas anecessaryntegral part of SREBIn the view of this

author,China much prefers to deal on al&ieral basis with individual countries in Central Asiwith
Kazakhstan being the prime example. As regards Rus
use isinfluence in Central Asian countries to play a $¥poiling role.

Alexander Gabuev writes thétn private conversations, Chinese officials acknowledge that they had
maj or concerns about Russiads reaction to the unyv

reluctant to negotiate ground rules for teee x i st ence of Xi 6s initiative an
EAEU.Bei jingbs fear was that Moscow, anxious about
di mini shed regional power, would regard OBOR as an
ther ef ore pressure the states of CeWtral Asia not to
When some Russian concerns about the Silk Road Proj
President Xi Airesponded by sendemtg Plmistopgms .ssary to 1
Johnson writes that it fisp®Rhssvahumedatabonstdo fithaée

was a @i me nHneseCoronfunistPartgP oCl i t bur o and Xi Jinipingdés de f

instead of a*senior diplomato.

It was probably these sensitivities that led to Xi to sigh(already discussefint statement with
Putin on 8 May 2015°

As already noted, Chingushed the idea of a free trade zone within the 8CQuite a few yearsJust
what is its present position on this is unclear, but it is easy to get the impithsgitrnas lost interest
in it. Bi-lateral and regional cooperation with selected countisasy its Belt and Roatgrminology
are logically more appealirtpanthe SCOfor economic issuegandi as this text has already amply
demonstrated China continues to makemncretanoves in these areas

This may also be the case with security.

The Chinese view of SREB has a security asgaatjt does not encompagbe Russian Eurasian
geopoliticalmacrdd | oc i dea. Chinaés thinking about security
anditsi mme d i a tWhilefits tlinkimg@bout economic issues has a security aspect in the form of

energy security, its economithinking is related more to international trade than the Russian

irei ndustgoal al i zati onbo

Nor does anything suggest th&hina ultimately will ultimately accept the Russian envisaged
fitwower condomi n°f Gabuevsngge&taithah the Ghinese are beginning to think
more about their ef forts t estabfishimgwspeda Chipasecdiivate ecur i ty

559 1 Ziguo, "Eurasian Economic Union: Achievements, Problems and Prospects"”, China Institute of International
Studies" 19 August 201i@tp://www.ciis.org.cn/english/20168/19/content 8978B6.htm
% Al exander Gabuev, @Fr iChr che sWi tRre | B i eofnist SAF t Rus sihaen Ukr ai
Moscow Center, 29 June 2016
http://carnegie.ru/2016/06/29/friendsth-benefitsrussianchineserelationsafterukrainecrisispub-63953
®Johnson, Christopher K. fAPresident Xi Jinpingds 6Belt
International Studies, Mah 2016
https://csisprod.s3.amazonaws.com/s@fgblic/publication/160328 Johnson_PresidentXiJinping_Web.pdf
%2 fu s d3j fiy Ogte jdjtsclepfnid A ) ¢ t§ 2 Py lsf © 21O 58 H P b2 EsdiafcCadlz B dzj dzd df
ofnj sBi | dfd>tdlsjidzjtfinfislcO® j ¢ § 1 P Wise §f Bffijdstordovd 5 §j Gd d3stso r ¢ sH dztse s
Msls to 2 v daf Y@irfr3sate®ent of the Russian Federation and the People's Republic of Chegpening
the Comprehensive Partnership and Strategic Gooperation
Kremlin.ru, 8 May 201%ittp://kremlin.ru/supplement/4969
% Thomas F. Remilntgt omnhe i®oad,beone Eurasi ad, China Pol
https://cpianalysis.org/2016/04/06/chelt-oneroadoneeurasia/
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military companies or dev el mithispgad)Bobh@referstiaes wi t h r
conference discussion which he moderated in September 2016 between Russian and Chinese analysts

including Timofey Bordachev and Yang Cheng He says t hat s ome expert s
fiacknowl edge that the &dinvg sffoomnoof | aboro is alreac

This is impacting on what has generally been seen as a SCO function.

It is noteworthy that in March 201General Fang Fenghui, Chief of the General Staff of guples
Liberation Army made a proposal o r a NAregiromal talhalti ia @l iPakistany d e
Af ghani st an, and T a%Aifderhab entitynfor thib, krtownra® th@udRiniasesli a o .
Cooperation and Coordination Mechanism (QQCMasthen unveiled in August 208" with the
inaugural meeting held in Umgi.

Bakhtivyor Khaki mov, Russiabs speci al representativ
2017 interview with Kommersant but professed to not know the details. However, he did say that
China had fAexplainedd thatonssohcsevirfandthatbne Xihpt
Russia does not see any conflict or duplication with the RATS functions of the SCO.

However, a early 2017 RIAC report jointly written by a bevy of Russian and Chinese analysts,
suggests that # Ciéveinthe effeatiyenasoof thedSE@ and is lboking for new high
priority instruments of stabilization in the regio
regi on al®*® istheview or thig author, China wants both!

BoboLo says that f@ABeijingbés moves are very much at a
will supplant Russia as the princi’ffle security act

As already noted several times in this book, there are not orsiduviews to be considered as the
CentralAsiancountries continue to have a certain psychological dependence on Russian and a fear of the
relatively unknown China.

4. Central Asian View

As shown on various maps, it would be possible in a geograptse $er China to completely ignore
Russia when constructing various parts of the SREB. It would be possible to channel all activities
through the Central Asian countries and through Pakistamvever, it is also clear that ggage
through Russia offensore direct route to Euroder exportsthan any alternative.

P&istan, while not initially directly included in the SREB project, potentially provides the most
important transport route of the SRIBBcause it passes through only one country and leads directly to

% Al exander Ga b uBenefits?iREssiafehri chee sWi tRre|l ati ons After the Ukr ai
Moscow Center, 29 June 2016
http://carnegie.ru/2016/06/Z8£ndswith-benefitsrussianchineserelationsafterukrainecrisispub-63953

*Bobo Lo, AA Wary Embraceo, Lowy Institute, March 2017
https://www.lowyinstitute.org/publications/wagmbrace

*®Bobo Lo, AA Wary Embraceo, Lowy Institute, March 2017
https://www.lowyinstitute.org/publications/wagmbrace

fChimoated counterterrori smugutPlléance takes shapedo, Dawn.
https://www.dawn.com/news/1275303

81 n Oxftsits s ) lsf ¢ Sz 0izOts dzj(Mishasl KorostikovandElenaChernenkd ,v dfj dzfgis § &z

f tod ¢ dzOHz@ @BF Merbership inthe SCOisnotann v i t at)i sommetsant, 4 Aprd 2017,
http://www.kommersant.ru/doc/3275166

®fRus€hianese Dialogue: the 2017 Model o, RI AC Report 33
http://russiancouncil.ru/papers/Rus§lhinaReport33En-Preprint.pdf

®Bobo Lo, AA Wary Embraceo, Lowy Institute, March 2017
https://www.lowyinstitué.org/publications/wargmbrace
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the open sea. It is also potentially important for Beijing that Moscowdiagvely little economic,
cultural or security influence over Pakistan.

All the Central Asian countries, on tlséher hand, are still susceptible to pressure from Moscow and
in the view of this authdr this is why China has been so careful in its dealings with Russia.

Turkmenistarsupplies much of Chirdasatural gashut Russia could necessary exert pressure on it

by interfering with the pipelines that cross other Central Asian countries anditeestegically

i mportant | ever in military X é&a-anayChihawouldtbein f or m of t
no position to helgurkmenistari or secure gown gas supply if Russia decides to put pressure on

Turkmenistan by usingsgtvarships in the Caspian Sea to threaten it.

Although closer to China, Kazakhstan has a very long border with Russia and a large ethnic minority.
Ultimately, China cannot protect Kazakhstan from Russia and Russia cannot protect Kazakhstan from
China. Kazakhst ands drussimandkCGhing itp sheephgsccdlsizeoamd tier om b ot h
interest of both of these powerful neighbors that thermot dominate it.

Uzbekistands | arge popul ati on aaahdRussihameathatof a ¢ o mme
has considerable o o m f owv e ditnurl & i m & getsits domestc palidies right.

Tajikistan and Kyrgyzstan have the mdsficult task in juggling pressures, both economic and
military, from both Russia and ChinBhere are issues of migrant workers, military bases and borders
with China.

Gabuewwritesthati Moscow of fended it sabHAE WK apzaarkthnsetrasn,0 nwhsetn ni
the 8 May 2015Putin-Xi agreement with Chindollowing that, the 31 May 2016 EAEU summit in

A s t adid éttle o clarify the trajectory oEAEU relations with China b e tha laaslegs of the five

countries merely authorized the Economic Commission to negotiate an economic partnership with

China. Bureaucrats involved suspect that the entire negotiation process will take upwards of ten

y e a Y?de adds thatfin the face of BEU inaction (after the signing of the Putiti agreement)

China has chosen to pursue bilateral agreem@ntather than using the EAEU as a platform for

collective negotiatio® whi ch the Central Asiar®states have been

fiThu,accor di ng Astana a8 dihereapitals Gontinue to have good reason to reach out to
Beijing directly in order to seek investment, bypassing both the EAEU bureaucracy and the Kremlin.
China also stayed true to its old habit of doing business veittir@l Asian leaders on a purely bilateral
basis, without involving Moscotw

The Central Asian states ultimately are, and need to be, opportunistic to shieivert Makhmutova

says that Kazalchotramidd i tmwl tme aln a2 tAlcatn sietn sius 0t heit wg
EAEU and the SREBAtthisstageidue t o the cul tural and | anguage di
is still not considered as a™priority for the | ocal

However,she addsthe SREBi s s e en b yaltematinveyor rassrve fotion in case the EAEU
f a i°P Atdhe same timeKazakhstaraims to become th#argest business and transit buif the

tRrL ddBEIMOV) ,5 dis @B Ztc$ o5 dad fnds OEazE dz'dsfetij @i and Turkmenistan: a
regi onal )8 j dzis s §Centfah Asia), 18 August 2016
http://www.centrasia.ru/newsA.php?st=1471513680

2Al exander Gabuev, Al magined Integration: How Russia Car
Moscow Center, 1 July 2016tp://carnegie.ru/commentary/?fa=63993

Al exander Gabuev, fAlmagined Integration: How Russia Car
Moscow Center, 1 July 20Xitp://carnegie.ru/comméary/?fa=63993

“Meruert Makhmutova, iKazakhstan: Perspectives on Eur a:
Relations, 8 June 2016tp://www.ecfr.eu/article/essay ®sian_integration kazakhstan

*Meruert Makhmutova, fiKazakhstan: Perspectives on Eurasi

Foreign Relations, 8 June 2016.
http://www.ecfr.eu/article/essay eurasian_integration kazakhstan

101



http://www.centrasia.ru/newsA.php?st=1471513680
http://carnegie.ru/commentary/?fa=63993
http://carnegie.ru/commentary/?fa=63993
http://www.ecfr.eu/article/essay_eurasian_integration_kazakhstan
http://www.ecfr.eu/article/essay_eurasian_integration_kazakhstan

Central Asia region, afbridged between Europe and Asia. It considSrREB si means t o thi s e
As noted earlier, some Kazakh analystenenvi sage an fAeconomic system
Kazakhstano in Central Asia.

The actions of both Russia and China give Kazakhstan, and the ahtal@sian states, plenty to
think about.While Kazakh policymkers clearly understand the possibilities associated with the SREB,
¢ there is for most people mairfignly talks on potential benefiis ’

There is also the issue of the use of Chermsnpanies, equipment and workers in projetsruert

Ma k h mu tsarweyaréspondents said thigtazakhstan would probably not agree to China using its
own materials, companies, or workforce to construct3RE&B infrastructure. Kazakhstan protects its
market, and its procurement policy for such projects explicitly ptesneational suppliers. China might

work with neighboring countries to invest in the project, but local companies must be chosen through a
transparent Fidding process. 0

5. Some Other Issues

(a) The ThucydidesTrap

Some commentators have referredtothesol | ed fAiThucydi des Trapo when exa
RussiarChinese relationshif:hi s fitrapo i s refers to events about
Peloponnesian War occurred and was written about by a Greek named Thudyuédessic story is

that the growing power of Athens caused great concern to Sparta which had for some time been the

most powerful staté and the end result was war!

The essential idea for the purposes of the analysis in this book is that a risingipdseén €conomic
and military terms), such as China, will always want more influence over the world around it
(particularly Central Asia), while the existing dominant power (Russia) will resent this and seek to
prevent it happening’

Marcin Kacanarski aguesthafi Beijdasngmanaged t o convince Moscow t ha
pose a threat to Russi ardesstrrudiimtg e d tsa me ewolnlsit m qart &
interestdnto consideration, Chinese policy makers have successfuligied/falling into the

Thucydides trap and prevented a backlash from a former great power over which they have been
steadily gainiPhg the upper hando

There are several points to make about this comment. Firstly, Kaczmagskier s t o fia t hreat t
ruling elitedo which is, in the view of this author,
also might have concerns about a threat to the whole country and not just their own personal interests.

Secondly while Kaczmarski is correct in saying that Russia and China have so far managed to prevent

fifgreat power o competition | eading to the fAThucydi de
Meruert Makhmutova, iKazakhstan: Perspectives on Eur a:
Relations, 8 June 2016http://www.ecfr.eu/article/essay eurasian_integration_kazakhstan

"Meruert Makhmutova, fiKazakhstan: Perspectives on Eurasi
Relations, 8 June 20tp://www.ecfr.eu/article/essay eurasian_integration_kazakhstan

S  Meruert Makhmut ova, fiKazakhstan: Perspectives on Eurasi
Relations, 8 June 20tp://www.ecfr.eu/article/essay eurasian_integration_kazakhstan

The fAThucydides Trapd comparison is often used when ex:
andtle US.Seemypowepoi nt presentation, dAlnfluence of South China
Studies University, 1March 201énttps://www.slideshareat/citizenmurdoch/soutbhinaseacrimeasimilarities

%0 Marcin Kaczmar ski, fiHow China and Russia avoided the Tt

https://www.lowyinstitute.org/thénterpreter/howchinaandrussiaavoidedthucydidestrap
102



http://www.ecfr.eu/article/essay_eurasian_integration_kazakhstan
http://www.ecfr.eu/article/essay_eurasian_integration_kazakhstan
http://www.ecfr.eu/article/essay_eurasian_integration_kazakhstan
https://www.slideshare.net/citizenmurdoch/south-china-sea-crimea-similarities
https://www.lowyinstitute.org/the-interpreter/how-china-and-russia-avoided-thucydides-trap

been so benign in the absence of other pressures on Rus§lhiaadoming from the West. Just as
importantly, it is early days yet and such great power competitiay take decades to run its course.

(DEAEU and Al |l B: Ahard power o and fAsoft

At first glance it might seem odd to be making a comparison betivedfAEU and AlIB. Why compare
a regional trading agreement with an international financial institution?

There are two reasons.

Firstly, within the context of this book the EAEU and the AlIB are the most complex and centralized
entities. Bothare multilaeral organizations and have permanent executive strudhmegan make
decisions of some consequensecondly, both the EAEU and the AlIB have derived from the desire of
particular important countries in the Eurasian space to increase their inflertcegowervia an
economic orientated entity.

Taking the lead in settingp an AlIB -type institution was not an option for Russia because it lacked the
economic and financial powefaking the lead in setting up &AEU-type organization was not an
optionfor China because it lacked the historical and language connections. Thus, both Russia and China
have chosen paths best suited to their circumstances.

Joseph S. Nye has written that power is fAthe abili
identi fies fithree wayso: ffyou can use coercion, st
attractions and flersuasion, soft power o.

The AIlT A i s built on a combination of ficarrotso and
borrowersor service providers to the AlIB) is obvioWhile, as already argued in this book, the AlIB is

really AChinads bankd and wultimately wunder Chinabé

persuading other countries that the AlIB is aimed at making lpagts of the world a better place.

China has been adroit with the formation and initial functioning of the AlIB. By enticing many European
countries to join, adopt iAgx Emgé$sismg aBautisofiwnedi oa
terms of $US, and playingp t he #f gr e e’ angley China bas made venyrfesvdf any

missteps.

Chi na hasp&wertd Aihmrrdeserve. The Al I B Articles of Ag
on the operations and lending policies of the AlIB and the relatiorsfitipese to Belt and Roadihis

fihardd control sabfyusbkbd Abl B dwdioimieoljeEtivasancdsécsrity

interests.

The EAEU is builtonacombint i on odndisdid¢ arkrs@t so, with historical

p o wesecandary to thisKkazakhstan and Kyrgyzstan both have reason to fear Russia (particularly
Kazakhstan with its long border and ethnic Russian minority), but both also hope to or have deréved s

financial benefit (particularly Kyrgyzstan by way of easier access for migrant workers and
governmertto-government joining fee)Rus si ad s EAEU fAsoft power 0 poss
subsequentlpadly tainted by the events in Crimea and eastern Ukraine.

Intermsosimplydi st i ngui shing between Ahard power 6 and Asof
ihar d .eb there abe limits to thiRussia agreed to enshrine institutional flexibility and weak
formal commitments in the Astana Treatyorder to get other countries to participate in the EAEU

®1Joseph S. Nye, fiThe Future of Powero, Bulletin of the /
https://www.amacad.org/publications/bulletin/spring2011/power.pdf

®Article 34 of the AArticles of Agreement?o

®sSee Summary of AlIB fi2017 Business Plan and Budget o

584 Rilka Dragneva and Kataryna WolczuR he Eurasian Economic Union: Deals, Rules and the Exercise of
Power", May 2017
https://www.chathamhous@g/sites/files/chathamhouse/publications/research/RBi02-eurasiareconomieuni
on-dragnevawolczuk.pdf
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But,in t er msp oW eRdashimhasinade some advancésiamicallyi the events in Crimea and
eastern Ukraine have promoted the idea that Russia knows how to use, and will use fondéampen
it sees it to be in its interesfBhis has been a lesson not only f@n@al Asiancountries, butlsofor
China.

Conclusion

There have been, amdll continue to bevarious attempts to link theREB, theEAEU, and the SCO
The analysis laid out in this book suggests that such attemilpthave little successThere are a
number of reasons

The firstis thatthe SREB, the EAEU, and the SCO are very different things in any institutonal
organizatiorsenseMoreover,the EAEU and the SC@reeachclose to thepeak of theiinfluence and
relevance.

Thejoint report byanalysts fronmthe Chongyang Institute for Financial Stugjig¥aldai Discussion
Club, andhe Kazakhstan Council of InternatidiRelations$® releasedn early July 201 ight have
been expected to result in a clearer understanding of many of the issues that hdybdadrea
discussed in this textbut it does nadt

Paradoxically, théailure of such a recent report with such midtieral inputto finally bring some
clarity to the SREBand relatedissuess the repoids strengthbecause ihighlights the confused nature
of much ofthe intellectual debatand of many official policiesOn the positive sidéhe reporis not
afraid to point the fingeat some very specific problems aatdhose who are responsible for them.

The reportontains a verjorthright statementvhich indicates the probable reason that it is so weak on
coherentanalysis iThe current study was accompanied by a he
and Kazakhstani experts, which is reflected in the r@pastdiscussed throughout this text, the

countries of Russia, China and Kazakhstan share little commonality iimtiiolkk many important

issues

The reportcorrectlysays thafthe6 Bel t and Roaddé initiative in itself
to ambiguous interpretation: even Chinese experts often hold to opposite views on its@ssence.

The report then goes on to ghwt theSilk Road kindfis almost the only institutional embodiment of
the initiative &Vhile partly true,this very statement in itself tells us something about the confused
nature ofdiscussion abouthe SREB becausas dready discussed in this text, most of the activities of
the Silk Road Fund have little to do with the profesSed o n n e oljectives dtheBelt and Road.

Despitevariousiphi | osophi cal 0 a s ppeaplethis author regardthe BREBass of s 0 me
little more than a all-encompassingimbrellatype slogarn® to give credence and force tentral
Eurasiarprojectsaimed at increasinGh i nads e c o n opowecandgeculity.p ol i t i cal

Domestic aspects of this include boosting the econ@nispects of Xinjiang and other western
provinces of China and possibbontributing to reducing ovesapacity in various heavy indng

sectors. Externally, China wants a secwssternrear to its eastern flank which borders on various
internationalcontested seaand exposed trade routeBhe SREB, whether through Central Asian
countries or Pakistan, gives China alternative routes for imports of energy and, to a lesser extent,
exports of manufactured goodsd industrial capacity

S HReshaping Eurasian Economic Space: Common Perspecti ve:

Tanksodo, Val dai Di s chitg/saldaiciub.@in/tilds/1484bu|l y 2017
%8 With a certain catchiness and usefulness similar to the earlier discuRK2® Sogan.
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China now prefers thahe originali One Bel t |, One Roado hefiBehbol agy be
Roado b e cwdersng geographicansl politicalambitions The SREB terminology may last

longer because of the historical connections that it implies, but at some siadwitiual projects will

be seen simply asthosethatangunt ry i n Chi puesdesTo pubitsancther avay, there u | d

is nothing particularhs ur pri sing about the SREB for a country i
political position.

The EAEU is being held together by Russianlygower and may well survive iits present imperfect

form for sometime. Even if it can attract one or two new members (such as Tajikistan) during the next
few years,it will eventually fade because of its owneimtal contradictions and because Central
Asian country membensill increasingly see their future connected to closer relations with China.

The SCO at one stage could have possibly been the basis of greater economic cooperation in central

Eurasia, bt Russia has been against fhigreferring to try to develop the EAEU as the main Eiara
supranational organi zati on Imothekviewm gf thes sauthar, thkpar t ner o
indications are that Chi nadsiigmiotws ratgsingciodiefestdence i n
in the SCO as a vehicle for economic issues.

The succession of India and Pakistan to the SCO will greatly increase its diversity of thinking and
interests and this means that it is likely to struggle to avoid becolitileggmore than adeadefs
discussion club.

Given all of the above, it is extremely difficult to see a process in which the SREB and theatEAEU
linked in any substantial way. Moreovérin the view of this author it would be almost impossible
for this to occur with the involvement of the SCO

Yet, in another indication of confused thinking on such issthes,joint report of theChongyang
Institute for Financial Studies, Valdai Discussion Club, and the Kazakhstan Council of International
Relationspushes the idea of an EAEU SCO free trade &eal

In essence, the SREBd EAEU in the SCO geographical area appear similar to a breakindgthewl
SCO) containing noodlegthe strungout communicationroutes of theSREB) and a meatball (the
flung-together countries of thEAEU which are not a solid massAll this makesfor a very messy
meal!

But even a messy meal is a meal, and in the absehanything else might be consumed if there is
sufficient hunger to do s&Vhich brings us to the second reasdny attempts to link the SREB, the
EAEU, and the SCO will not be successflihereis simply no agreed appetite among the counties of
central Eurasia to change the above trends.

Russia and China are the main players in the context of this book, and will remain so for many years
because the other possible main player, India, has neith&uttsan historical involvememibr the
Chinese financial power to force any significahtirgein the outlook.

However, he RussigChina relationship is not deep for a variety of reasons, and shows little sign of
becoming so. Both countries have a natural inclinatiodespite a temporary mutual interest in

icommuni smidile of the lasterturyit o | ook in opposite directions:
a westely dired i on ; Chi na t eastdy ldieectidh\Wees thedastitwo dezades or so, the
attractions and advantages of the Enegrhatiomdl | anguag

economic system have benefited both countries, although China hanbeemore adepthan Russia
at taking advantage of this

%7 Thereportsayfone of the key points of interlocking the EEU
Chinadbds vVvi ew, this role can be assigned t dithéenladds Free Tr ad
that f@Athe EAEU al svaldaitDsaskien Clul, Julg 20p7htim:pvaldamllibdom/files/14845/
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This authothas previousharguedhat afree trade agreemebétween China and Russia (or the EAEU)

is fundamentally difficult to reach becauRassiaviews anyagreemenin fiquite narrow political and
security terms, and its economic agenda is orientated toward new industrial development rather than
trade developm®0. Ch i na, on t & the corterit stages rhoatintérested in enhancing
economic development and trade across the Central Asian and wider Eurasia./&ions

As for Greater Eurasighe above mentionepint report by the Chongyanhpstitute for Financial
Studies, Valdai Discussion Club, and The Kazakhstan Council of International Reldésosbes it

a s fin ot than angattempt & grope for new sources of economic growth. Russia sees them in its
potential entry to Asian mkets and building up trade withAEU nations, in luring investments in
infrastructure projects in Siberia and Far East. China prefers-daede investments in external

infrastructure and gaining access to new natural resodices.
Once again this repaig paradoxically useful becaueés statement is at least partly wrong

It suggestghat after so much discussidhere is a broad limited understanding about the Greater
Eurasia ideawithin Eurasia itself In reality Vladimir Putin andmany influential Russian analysts
mainly regardGreaer Eurasia as a gewolitical concept to reduce the power of the US and build a
multi-polar world.The economic growth aspects are secondary.

Putting these trade, security and gditical factors togetheaallows us to see th#te basic reasons for

the EAEU and th Belt and Road are differenthd@ EAEUi s based on Russiads corn
globalization would gradually outlive its usefulnemsd the perceived opportunifgr it to form a

center ofeconomic and politicgbowerin centralEurasia. Chinahowever launched it8elt and Road

as a way of taking further advantage of globaliza$iod in the process boosting its own security.

The 34 July 2017 meeting betweétresident$utin and Xi in Mbscow seems to have resulted in little

more than motherhoed y p e st at e me nWesheld &io-deptm exchangedapinions

on joining theactivity of the EAEU with theChinese initiative othe SREB. This is ahighly promising

direction, putting collective effort itine with our idea tdorm abr oad Eur asi &n partner
Ji npi n\WYe asealévelopingfour coordinationtbe One Belt, One Road initiative antie EAEUO

and woprokotetdevepinent angrosperityortheEur asi an *tontinent . o

The RussiaChina relationship as it now exists nigainly the creature of the relationship between
Presidents Vladimir Putin and Xi Jinping and whatever difficulties both countries are having in their
external security environments.

Baring health issues, it would seem that Putin and Xi will remain the most powerful figures in their
countries into the early 2020Both see themselves as historical figures leading the rejuvenation of
their countries Both want to use international economic relationbdost the poweand prestige of

their countries, although the way that they go about this is not the same.

For a variety of reasons Xi is likely to be more successful in the international arenauthmanifP
nothing else, demographics and the catptaspect of economievelopmenthat benefits Chinenake

this almost inevitableBut, it is also clearly the case that China is showing a much defter hand on the
international publiaelations(PR) front and actgo avoid unnecessary conflict, whereas Russia seems
to bask in such conflict.

®Jjeffrey Schubert and Dmitry Savki nRussabreeliateus Economi c F
Agreement |Is Hard tof RemcbdonafiChnalh Queaategiyg Btudieso,
2016 http://www.worldscientific.com/doi/abs/10.1142/S2377740016500287 ?src=recsys

9 HResha p iiam dccorlbrnic $pace: Common Perspectives from China, Russia and Kazakhstan Think
Tanksodo, Val dai Di s chitg/saldaiciub.@in/tilds/1484bu|l y 2017

CHPress statemenClsi i ®$ Juymablilgs Russi an

http://en.kremlin.ru/events/president/news/54979
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While domestic policiehiave beenittle more than touched upon in this bodkis not clear that either
Xi or Putin will ultimately put economic effectiveness aheaddomesticpolitical gaals This will
spill-over into international relations and will slow the development of closer ecanties between
Russia and China because fpmiitical business decision makersliwinuch prefer to deal with
countries where business is less political.

While much of the future of the central Eurasian andé be determined by the relationship between
Putin and Xithere is also ultimately a third player, in the fornmtha# childlike Donald Trump and the
selfimportantpolicies of the USA. If Putin and Xi are attracted to each other, it is the US that has
pushed them into their embrace.

While Crimea and the South China Sea remain significant issues for US policy pRtamsand Xi

will find solace in each othelf the US removed sucghressure, thpresent leadecentricRussiaChina

relationship would quicklghow sign of fatiguelue to the absence sfipport frommore fundamental

deep ties between the two countrésl due to their competitioin the central Eurasian regiofihe

socalledi Thucy daipdbe smigrht t hen show prominence as Russi a
the mainsecurity provider in the region and China begins to get nervous about this.

In the meantime, China seerrs no hurry to change present circumstances and trendsnimal
Eurasiabecause it has the upper hamohd will continue to pay lifgervice to ideas of greater
cooperation with Russia order to prevent it playing @REBspdling role. Russiawill continue to try
to figure out what it can do to hold its position central Eurasiandi unrealisticallyi engage in
EAEU and Greater Eurastheams about how it can enhande it

In the view of this author, significant cooperatibatween the EAEU, the SREB and the SCoOr
even between any two of theéisés highly unlikely. The idea of Greater Eurasia is a fantasy!
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