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The AlIB’s Second Annual Meeting: Cruising along
without Much Disturbance

Dae Un Hong*

New York Correspondent

1. Launching Jeju Initiative

The Asian Infrastructure Investment Bank (“AlIIB”)’s second annual meeting was
held on June 16-18, 2017 in South Korea’s southern island of Jeju. It was the first
time that the AIIB’s annual meeting was held outside China.' The meeting was
attended by about 2,000 participants, including delegates from both 57 founding
members and 20 new members along with different international organizations,
academia, as well as businessmen, financiers, and journalists. The attendees
included over 20 finance ministers of the 77 approved AIIB members, such
as Australia, China, Georgia, India, Indonesia, and Laos.” In its second annual
meeting, the AIIB adopted resolutions accepting three new members-Tonga,
Argentina, and Madagascar. Thus, its total approved membership has reached 80,
surpassing that of the Asian Development Bank (“ADB”).

2. The AlIB and China’s Influence

The China-initiated AIIB was established in January 2016 to fund infrastructure
projects in Asia. Many critics anticipated that the AIIB might serve China’s
interests, just as existing multilateral development banks (“MDBs”) are serving the
interests of some developed countries, especially the US.” Indeed, at the first AIIB
annual meeting in 2016 in Beijing, Chinese Vice Premier Zhang Gaoli said that
“China hopes the AIIB can be actively involved in the development of countries
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along the Belt and Road Initiative,” which is one of the core initiatives of the Xi
Jinping regirne.4

The AIIB, however, at least officially, has tried to distance itself from the
Chinese government.5 China is the largest AIIB shareholder, with 27.5 percent of
the voting rights,6 granting China veto power where special majority -two-thirds
of the number of members representing three-quarters of the voting power - is
required.7 China alone, however, cannot exercise its veto power in other matters,
such as project approvals that require a simple majority.8

China’s compromise has been evidenced by the fact that India, China’s rival
in Asia, has been accepted as the second most influential member by securing 7.9
percent of the voting rights. Actually, a project proposed by India was approved
in July of this year despite the mounting tension over the border dispute between
China and India (Table 1).9

Table 1 Projects approved by the AlIB (As of August 1, 2017)10

Country (If Siga:;;illilfn) Sector Approval Date | Co-financing

1 | Tajikistan 27.5 Transport June 24,2016 o
2 | Bangladesh 165 Energy June 24, 2016

3 | Pakistan 100 Transport June 24, 2016 O
4 | Indonesia 216.5 Urban June 24, 2016 (0]
5 | Pakistan 300 Energy Sept. 27,2016 o
6 | Myanmar 20 Energy Sept. 27,2016 o
7 | Oman 36 Transport Dec. 08, 2016

8 | Oman 265 Transport Dec. 08,2016

9 | Azerbaijan 600 Energy Dec. 21,2016 (0]
10 | Indonesia 100 Urban Mar. 22,2017 (0]
11 | Indonesia 125 Multi-sector | Mar. 22,2017 @)
12 | Bangladesh 60 Energy Mar. 22,2017 o
13 | India 160 Energy May 02, 2017 O
14 | Georgia 114 Transport June 15, 2017 O
15 | India 150% Multi-sector | June 15, 2017 (0]
16 | Tajikistan 60 Energy June 15, 2017 0]
17 | India 329 Transport July 04,2017

Total 2828

* Maximum amount
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The AIIB is also very willing to collaborate with the existing institutions.
Thirteen out of seventeen approved projects are co-financed with other MDBs or
institutions. In terms of amount, the total size of the syndicated loans has reached
USD 2.03 billion, accounting for 71.9 percent of the total approved loans."

Although critics have alleged that the AIIB would ignore international best
practices, including global environmental standards,"” the AIIB has confirmed
its support for renewable energy and sustainable infrastructure development. In
his opening remarks at the AIIB’s second annual meeting, AIIB President Jin
Liqun stressed the Bank’s role in facilitating the implementation of the Paris
Agreement on climate change and in enforcing the 2030 Agenda for Sustainable
Development.13 During the AIIB’s second annual meeting, the Board of Directors
approved its investment strategy in the energy sector that reflects international best
practices.14

3. What Makes the AlIB Attractive?

Among sources of financial support for infrastructure provision in developing
countries, MDBs have historically been among the most prominent.]5 Although
infrastructure has been widely accepted as a key factor in development, economic
growth, and poverty reduction,' the developed countries that controls existing
MDBs have been less interested in infrastructure development in recent decades."”
MDB lending for infrastructure has also been declined quite considerably in
relative terms. Over 70 percent of the operations of the World Bank’s two main
lending windows were directed to infrastructure projects in the 1950s and 1960s
(and even more in earlier years), but it declined to a low of just 19 percent in 1999
before rebounding to the current level of 30-40 percent.18

A recent ADB report estimated that Asia would need to invest USD 1.7 trillion
per year in infrastructure until 2030 to maintain its growth momentum. Currently,
the region’s annual investments are estimated USD 881 billion in infrastructure.”
Existing MDBs have not been able to address this infrastructure investment
gap. Moreover, as existing MDBs have been a key instrument of the US foreign
policy,20 the AIIB is attractive to those countries that are seeking an alternative to
the American initiative. In view of these countries, the AIIB is posing a challenge
to the monopoly or cartel existing MDBs and is thus fostering competition.
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4. Weakening Skepticism on the AlIB

Many have been skeptical of the future of the AIIB. One of the reasons for such
skepticism is that the AIIB is not likely to raise enough funds for its investment.
MDBs, such as the World Bank and ADB, are required to maintain a top-notch
credit rating for successfully issuing bonds, which the AIIB did not obtain until
recently.21 Soon after the second annual meeting of the AIIB, however, the three
major credit rating agencies - Moody’s Investors Service, Standard & Poor’s
Global Ratings, and Fitch Group - all granted the AIIB their uppermost credit
ratings.22 Moody’s noted that the AIIB’s subscribed capital of USD 100 billion is
already larger than those of more established Aaa-rated MDBs.”

The AIIB has been developing its objectives and guiding principles for
its investment since its establishment. Its first product is the abovementioned
investment strategy in the energy sector. Since the AIIB has clear strategies in
other areas of infrastructure, such as transportation and urban development, the
transparency and predictability of its investment will be further enhanced.

In addition, as noted above, most projects that the AIIB has approved so far
have also been co-financed by other MDBs, such as the World Bank and the
ADB. Collaboration with other MDBs will help the AIIB to learn from them (e.g.,
project management and post-evaluation skills),24 thereby building its capacity and
reducing the risk of failure in its projects.
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