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A decade ago, President Xi Jinping announced the Belt
and Road Initiative. Promising large infrastructure
projects, the initiative was welcomed by vastly
underinvested countries all over the world. Also on the
home front, Chinese state-owned enterprises (SOEs)
and banks were eager to participate. In recent years,
however, China has been facing an increasingly hostile
environment. The BRI itself has become the subject of
criticism due to construction defects and a mounting
debt burden.

In this paper, the main drivers and changing dynamics
of the BRI are touched upon. Changing trends are
forcing China to focus increasingly on quality, rather
than quantity in its development policy. This is the case
for China’s domestic industrial policies, as well as for its
foreign investment policy through the BRI.

HISTORY

Since the inception of the People’s Republic of China
(PRC), infrastructure development has played a pivotal
role in China’s domestic and foreign policy. Throughout
the history of the PRC, infrastructure development has
taken different proportions, shapes and roles. After a
brief period of domestic reconstruction, the Chinese
Communist Party (CCP) formulated its first Five Year
plans (1953-57 and 1958-62). These plans entailed a
Soviet-style approach to development, targeting GDP
growth through a high rate of investment. As part of
its early foreign policy in the 1960s, the PRC already
instrumentalised infrastructure investments through in-
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kind grants and interest free loans to distressed African
nations, of which the Tanzania-Zambia Railway is an
example. To the PRC, this policy was a means to actively
break out of its diplomatic isolation.

After the Cultural Revolution, the CCP embarked on a
programme of Opening Up in 1978. The country was
still vastly underinvested and lacked basic infrastructure,
logistics, and manufacturing capacity. In order to fill this
funding gap, Chinese authorities encouraged domestic
savings, which provided the state-led and state-owned
policy-banks with ample resources which could be
allocated to fuel a new high investment-led growth
regime. This development finance model, together with
a closed-off financial system and inflows from foreign
capital, together with ample infrastructure investment
opportunities, resulted into a rapid increase in productivity
and steady high growth rates.?

Besides carefully targeting domestic capital, foreign
capital in the form of foreign direct investment (FDI) was
welcomed as well from the 1990s onwards. This trend was
strengthened by China’s WTO accession in 2001.2 From
virtually zero in 1979, FDI net inflows soon accounted
for 6.2% of GDP.2 A significant proportion of this capital
was channelled to infrastructure development. Between
1992 and 2011, China ploughed 8.5% of its GDP into
infrastructure, far exceeding any other country or region.
The largest share of this spending went on the construction
of roads, power, rail, and water infrastructure.* Another
important impetus for increased infrastructure investment
was the twin crises China faced in 2008: on the one hand
the Global Financial Crisis (GFC) was harming China’s
exports, while at the same time China’s heartland was
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hit by a devastating earthquake, causing 70,000 casualties
and rendering millions of people homeless.*

These crises urged central authorities to implement a
vast stimulus package, using both fiscal and monetary
policies to maintain growth and restore infrastructure in
the affected provinces. A significant portion of the fiscal
package, totalling $586 billion (RMB 4 trillion) over 27
months, was earmarked for large-scale infrastructure
investments. According to figures provided by the National
Development and Reform Commission (NDRC), RMB 280
billion ($41 billion) was allocated for housing projects;
RMB 370 billion ($54 billion) for improving infrastructure
in rural areas, and RMB 180 billion ($26 billion) for building
highways, railroads, and the power grid. On top of this, an
additional RMB 1 trillion (5146.5 billion) was allocated to
the areas worst-hit by the earthquakes.®

Key in this post-GFC infrastructure push was the introduction
and vast expansion of China’s high-speed rail (HSR) network.
In the first decade following the GFC, China consecutively
constructed and put into operation over 25,000 km of
dedicated HSR lines. This not only improved transport
connections for average Chinese citizens, but also provided
the Chinese economy with considerable experience in
planning, constructing, and operating HSR infrastructure, as
well as developing a localised ecosystem for HSR technology.
All of this was done at a significantly lower cost than for similar
HSR projects in Western countries. With an approximate rate
of $17-21 million per km, the PRC only paid two-thirds of
what other countries had to pay. This can, to a large extent,
be explained by a high degree of standardisation in design
and procedures.’ Still, this initial rail infrastructure was of
poor quality. Testament to this was the dramatic Wenzhou
bullet train crash in 2011, which was attributed to “design
flaws”8 In the 2010-11 WEF Global Competitiveness Report,
China’s quality of overall infrastructure ranked only in 72"
place globally.®

While the Stimulus Package was effective in fostering
a strong rebound of the Chinese economy, achieving
a double-digit annual growth rate in 2010 (10.6% GDP
growth), the overall trend ever since has been one of
declining annual growth rates.
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This trend instigated fears that the PRC could be facing
the “middle-income trap” (MIT).! The MIT phenomenon
happens when a rising economy attains a certain level of
development, income rises and so the country loses its
competitive edge. If an economy is more export-based,
it is more prone to the MIT.?2 As the Chinese economy
is highly dependent on an industry-led, labour-intensive
export sector, it is feared that China could be an easy prey
for the MIT in the coming decade.

In parallel to this relative decline in annual GDP growth
rates, the strong reliance on investments burdened the
Chinese economy with mounting debt. Especially since
the GFC, China’s corporate and household debt has risen
sharply.t?

Underlying this rising debt-to-GDP ratio is a marked
slowdown in growth in output per worker since the GFC.
This trilemma — lower growth, higher corporate debt, and
lower productivity — indicated that the PRC could not
simply spend its way out of stagnation, but that it needed
a new paradigm for growth.

BRI 1.0

This new paradigm for growth was partly offered by the
announcement of the Belt & Road Initiative in 2013.
Henceforth, China’s growth strategy would be more
outward-looking.

The BRI can be perceived as a continuation of existing
foreign policy initiatives, notably the Going Out Strategy,
in which the Chinese government supported Chinese
stateowned enterprises to expand internationally,*
and an already increasing Outward Foreign Direct
Investments (OFDI) rate. The BRI intensified these
ongoing dynamics and specifically targeted foreign
infrastructure development.

Moreover, the BRI was also a way to avert a collapse
of China’s domestic investment-led growth model by
remoulding it into an internationalised investment-
led growth model. State-owned banks and enterprises
were redeemed from hard trade-offs regarding their
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overcapacity and high corporate debt while their market
broadened.

The initial name — “One Belt One Road (OBOR)” — was
derived from the overland “Silk Road Economic Belt”
(SREB) and the “215t Century Maritime Silk Road” (MSR),
concepts which Xi Jinping introduced in Kazakhstan and
Indonesia. At the centre of this initiative were a host of
infrastructural projects with the purpose of interlinking
all the countries and cities of the Eurasian continent. The
Silk Road Economic Belt involved the establishment of a
continental economic and trade corridor extending the
entirety of Eurasia and Africa. The Maritime Silk Road,
on the other hand, promoted the development of ports
and maritime trading hubs across the world.

The SREB had six pivotal infrastructure project corridors
linking Chinese provinces to neighbouring countries
and regions: the China-Pakistan Economic Corridor
(CPEC), the China-Mongolia-Russia Economic Corridor
(CMEC), the New Eurasian Land Bridge Economic
Corridor (NELBEC), the China-Central Asia-Western Asia
Economic Corridor (CCAWAEC), the China-Indochina
Peninsula Corridor (CIPC) and the China-Bangladesh-
India Economic Corridor (CBIEC). The MSR on the other
hand was aimed at port development projects along the
Ancient Silk Road. This way China’s major ports could be
even better integrated into international shipping routes.
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Initially the BRI was unveiled by the Chinese government
as an infrastructure project, putting in place a secure and
efficient network of land, sea and air passages, lifting
connectivity to a higher level.> Though of significance
at the launch of the BRI, the geographic scope along
the above-mentioned “corridors” has become less
straightforward. Over the past decade the list of “BRI
countries” has evolved into a patchwork of around
150 nations spanning the world. The commitment of
these countries to the BRI varies widely and is often
defined vaguely by the signature of Memoranda of
Understanding, which imply no binding commitments
on either side (neither for the PRC nor for the signatory
country).’® It is also important to note that, despite
its more elaborate global branding than the “Going
Out” strategy, the BRI did not significantly alter the
sectoral or geographic composition of China’s overseas
development financing programmes.*” China’s trade and
investment relations with “BRI countries” had already
started to intensify well before the announcement of
the initiative.®®

Nonetheless, at the time of the announcement,
emerging and developing economies were in dire need
of infrastructure development and, with an investment
gap of $452 billion per year,'® were eager to accept any
increase in infrastructure investments. For China, on the
other hand, this was a way of averting the trilemma of
low GDP growth, lower levels of production and high
corporate debt. China’s internal investment-oriented
development model could be externalised to foreign
markets where seemingly low-stake, high-yield, and
productive infrastructure investment opportunities
were plentiful.

The BRI took off with great speed, as over the first five
years, the number of “mega-projects” — financed with
loans worth more than $500 million — approved each
year tripled.?® Chinese industrial and financial players
— facing high financial debt and industrial overcapacity,
especially since the GFC — eagerly tapped into the
externally faced growth-potential of BRI.? They have
since played a pivotal role within the BRI; Chinese SOEs
have contracted about half of BRI projects by number
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and nearly three quarters by value.? In this view, the
domestic component should not be understated either.
Chinese provinces too play a key role in the BRI. For
example, local authorities conveniently leveraged the
BRI narrative to revive faltering or previously deemed
unsustainable infrastructure projects and locally owned
SOEs on the home front, as was the case in Hubei and
Hunan Province.?

BRI 1.0 AND MADE IN CHINA 2025

China’s outward-looking BRI cannot be seen separately
from its domestic industrial policies and economic
ambitions. In 2015, the China State Council announced
its “Made in China 2025” industrial policy masterplan
as part of the 13 Five Year Plan (2016-20). Unsatisfied
with a lower-end role within global value chains, this
plan was intended to make China a dominant high-tech
powerhouse in ten high-end sectors.?* By becoming a
tech leader itself, China aspired to achieve a 70% self-
sufficiency in the identified sectors. The intention of
MIC2025 was thus three-fold: to create high-value growth,
to escape the middle-income trap that haunted other
emerging markets, and to become less dependent on
external market forces.

The BRI expanded the market for Chinese high-end
products used in transport and energy infrastructure,
which were highlighted in MIC2025. Eventually, this
increased usage was projected to further (regional)
standards for Chinese IT, machinery, and high-speed rail.
Particularly in Southeast Asia Chinese companies have
been using High Speed Rail (HSR) and Higher Speed Rail
(HrSR) technology and rail-building experience in BRI-
investments in the Jakarta-Bandung Line? and the China
Lao Railroad.?®

On the supply side, the Chinese government started
to integrate BRI countries into Chinese supply chains.
Moreover, there was an active push for the migration
of whole production facilities to foreign countries. This
view has been reflected by a rare speech by Jin Qj, the
Chairman of the Silk Road Fund. In 2016 she said that
China sits in the middle of the global production chain
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and could help countries at an early stage of development
to industrialise. She further noted that “China possesses
highquality industrial production capacity, technology,
ample supply of funds and 30 years of development
experience. [...] [Chinese capital can] help facilitate
international production cooperation and reorganise the
global production chain”.?”

As it became clear that the MIC2025 benchmarks would
not be reached by 2025% and Chinese plans for tech
dominance and self-sufficiency were increasingly met
with American and European backlash, Chinese officials
started to soften the MIC2025 discourse by 2018. Ever
since this date, officials have either downplayed or
ignored the plan wholeheartedly.?

BRI 2.0

The initial years of the BRI were marked by low interest
rates, declining energy prices, a China-friendly global
trade environment and a still booming domestic Chinese
economy. The Covid-19 pandemic, rising interest rates,
intensified geopolitical tensions, elevated energy prices,
and the Russian invasion of Ukraine have made the
current environment much less auspicious. As a significant
number of BRI-projects have stalled, billions of dollars,
mostly provided by Chinese policybanks, have turned into
mountains of debt for low and middle income countries,
with 42 nations currently having levels of public debt
exposure to China in excess of 10% of GDP.*°

Covid-19 impacted China’s global investment drive. In
2020 China’s global outward FDI plummeted 72% from
the average of the previous five years. In BRI-countries,
the impact was less strong, but still amounted to a
62% decline.?! Development finance to BRI-countries
has dropped simultaneously.??> Countries that are
highly dependent on Chinese lending to finance their
infrastructure needs are thus left vulnerable. Next to
financial setbacks, one decade after its inception, the
BRI is being increasingly criticised for its low construction
quality. Over the past years there have been numerous
reports from BRI projects in Pakistan, Uganda, and
Ecuador, indicating cracks in Chinese built and financed
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hydroelectric plants.® It is estimated that 35% of China’s
overseas infrastructure projects have faced major issues,
ranging from corruption scandals, labour violations,
environmental hazards and public pushback.?* To make
matters worse, in 2021, it was estimated that 42 Low and
Middle Income Countries (LMICs) had debt exposure to
China exceeding one tenth of their annual GDP.*

An overall deteriorating environment as well as financial
and construction setbacks turned the global narrative
against the BRI and instigated China to rethink the
Initiative. Something had to change in order to keep the
BRI alive.

In 2019, XiJinping formulated a fundamental reorientation
at the Belt & Road Forum.3® He iterated this vision by
a metaphor: to transform BRI from a “xieyi” (freehand
painting with broad brushstrokes) to a more refined
“gongbi” (meticulous painting style with fine brushstrokes).
This “gongbi” approach would imply project prioritisation
and result-oriented implementation.?”

In this vein, “BRI 2.0” is reoriented towards more nimble
priorities and benchmarks, as well as towards “high-
quality development”.3® Important to note here is that
official guidelines have been emphasising “high quality
development” ever since. Nonetheless, guidelines on
specific schemes and processes for achieving these “high-
quality” benchmarks remain largely absent.?®

While BRI 1.0 focused on mega-projects along corridors
spanning entire sub-continents, the current BRI 2.0
focuses on development through collaborative agreement
along the lines of specified areas. Four key sectoral and
crosscutting “Silk Roads” were iterated:

e The Health Silk Road: supporting mutual efforts
to combat Covid-19; enhancing the availability,
accessibility and affordability of vaccines, medicines
and medical supplies; establishing bilateral, regional
and international mechanisms for health cooperation;
investing in sound and resilient health infrastructure.

e The Green Silk Road: promoting green and sustainable
development through “Green Investment Principles”.
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e The Digital Silk Road: promoting international
collaboration on cloud computing, big data, loT, and
Al.

e  The Clean Silk Road: addressing corruption along BRI
cooperation.

While high party officials like Wang Yi still laud the
progress made in hard connectivity (i.e., infrastructure
development), as a part of the BRI,* emphasis has shifted
increasingly towards soft connectivity and collaboration
efforts.*

Also, important to note is that BRI 2.0 has a considerably
lower price tag. In 2020, megaprojects fell to their lowest
year-to-year level since the announcement of BRI, with
individual investments seldom exceeding $1 billion.*

From the side of emerging markets, which are
primarily targeted by the BRI, infrastructure
investment is, however, still seen as an important
prerequisite for economic development. As the BRI
evolves into a smaller-scale project around finding
collaborative synergies, it remains to be seen whether
BRI 2.0 can reverse the chronic dearth of infrastructure
investments in these countries.

BR12.0 AND THE DUAL CIRCULATION STRATEGY

While MIC2025 branding faded, the core economic
ambitions of China remained unchanged: to move up
supply chains and become increasingly self-reliant.
The Party needed a new strategy, more sophisticated,
feasible, and with a clear vision of the current state
of globalisation. In April 2020, Xi Jinping launched the
Dual Circulation Strategy (DCS). Similar to MIC2025, DCS
emphasises indigenous innovation and self-reliance. It
is an overarching plan for managing global integration,
explicitly reorienting the Chinese growth model from
exports and domestic investments towards innovation
and domestic consumption.*®

As its aim is to internalise globalisation, self-reliance
within the DCS does not imply autarky, but rather a
dynamic management of its economic development —at
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home and abroad.* Four core objectives can be distilled
from the DCS:

e  Boosting domestic consumption relative to external
demand as a driver of economic growth;

e Positioning China as a high value-added
manufacturing powerhouse;

e Attaining higher levels of self-sufficiency in key areas;

e  Ensuring access to critical inputs by diversifying
supply chains.*

In the current conjuncture, these goals point to inherent
paradoxes in the domestic and international ambitions of
Chinain global value chains. Firstly, China wants to reorient
its growth model away from export and investment as the
twin driving forces of its economy, moving up the ladder
of global supply chains. This way, self-reliance can be
enhanced and better-paid jobs provided for its growing
middle-class, which will therefore see its consumption
power increased.

Also, the rising tensions between China and the West
are hampering China’s growth. As China’s economy still
relies on American and European technology, know-how
and capital, the looming threat of a de-coupling between
the West and China poses serious problems for the DCS
in the near future. While BRI countries can indeed offer
commodities, low-end manufacturing and trade partners,
they are no substitute for the indispensable role of
Western economies in China’s growth model.

A global health crisis, China’s ambiguous stance
towards the war in Ukraine, decoupling, sanctions and
technological containment efforts by the US government
are making international firms think twice about investing
in China.*® Contrary to what the DCS is aiming for, exports
towards the US and the EU, have also been on the rise
again, resulting in a rather familiar high trade surplus
— as opposed to the intended reorientation towards
consumption.’

When it comes to ensuring access to critical inputs by

diversifying supply chains (goal 4), BRI countries can
indeed play an important role in the upstream value chain
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(lowerend manufacturing) and in providing a reliable
supply of raw materials for the DCS. It remains to be
seen whether these countries, already facing considerable
debts, will be willing to act as mere commodity and low-
end supply partners of China.

Facing these discrepancies and challenges, high party
officials have been advocating a more mutually reinforcing
relationship between the BRI and the DCS. Vice-Premier
Han Zheng called for a better alignment between the
BRI and the DCS “where domestic and overseas markets
reinforce each other”.*® Without explicitly mentioning
either the DCS or BRI, in March 2023, President Xi
Jinping again pledged to speed up efforts for high-quality
development and achieving self-reliance. Further in his
speech, President Xi mentioned that “China should

ultimately rely on scientific and technological innovation’
for growth.*

CONCLUSION

In trying to offset its internal economic discrepancies,
China burst onto the scene with a massive plan for
development, projecting its domestic growth model
to the world. Less than a decade later, however, China
came to the realisation that it was fighting the same
demons abroad as it was at home from the onset: debt,
overcapacity, low productivity, and setbacks due to low
construction quality.

To a certain extent, high-ranked officials have already come
to the same conclusion, as they have recently started to
publicly advocate for higher quality development, and
better coordination between the goals and practices
of the BRI and DCS, indicating unease with the current
conjuncture.

Pledges of high-quality development alone will not be
sufficient to address the issues at hand. Rather, setting
clear and coherent commitments towards quality criteria,
standards and benchmarking should be the objective in
the near term to develop a sustainable pathway towards
growth — domestically as well as internationally. It will
be tough to achieve high-quality growth while being
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increasingly side-lined from Western technology, hence
a “thaw” in geopolitical tension would be more than
welcome for the Chinese side as well.

Inany case, the ballis in Zhongnanhai’s court to implement
a “new reform and opening up”. If these profound policy
changes are not made, all the calls made for a BRI 2.0
and DCS will ring hollow. If this day comes, it will bring
an unavoidable reckoning for a large proportion of the
Chinese SOE and policy-bank landscape, which will not
be able to have their cake and eat it anymore. However,
one should remember that economic reform is no dinner

party.
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