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CHINA’S INTERESTS IN CENTRAL ASIAN ECONOMIES

LEA MELNIKOVOVA

Abstract: In Post-Soviet Central Asia, China is emerging as one of the most influential players as a
result of an overall increase in its global role. The Central Asian region forms a crucial part of the Belt and
Road Initiative thanks to its strategic location and natural wealth. Relations between China and Central Asian
countries have been developing very dynamically over the past two decades and China has had a substantial
impact on the five economies. Although the Chinese approach is quite cautious regarding politics and
security, there is much greater interest in the economic side, most significantly in energy and infrastructure.
The purpose of this study is to explore the key issues behind China’s economic presence in the region and
to determine subsequent challenges for Central Asian countries. The methodology consists of an analysis of
Chinese investment characteristics in order to understand the economic consequences of the superpower’s
involvement in Central Asia.
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Introduction

For several years, China has been seeking to strengthen connections and encourage
economic development in Central Asia. These efforts are primarily aimed at pragmatic
goals. Economic motives are linked mainly to China’s interest in gaining access to new
export markets (as well as developing intercontinental transportation) and ensuring its supply
of natural resources. China has disrupted Russia’s monopoly over the transit of natural
resources from the Central Asian republics. China has also become the largest trading
partner of three of them: Uzbekistan, Turkmenistan and Kyrgyzstan, and the biggest investor
in Kyrgyzstan and Tajikistan. The region has much to offer in the following spheres, and

China views Central Asia as:

e an important source of the energy resources required to meet the needs of the rapidly
growing Chinese economy (Rasoulinezhad, 2019; Dadabayev, 2018b; Tian, 2018;
Arsentyeva, 2014);

* apromising market for goods (Rasoulinezhad, 2019; Igityan, 2019; Tian, 2018);

e an alternative route for accessing international transport corridors thanks to its
infrastructure potential; the Central Asian region could become a transportation hub for
Eurasia (Igityan, 2019; Dadabayev, 2018b; Jaborov, 2018);
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e a region that plays a strategically important role both in ensuring China’s national
security and in its formation as a great world power (Dadabayev, 2018b; Vasilyev, 2015;
Anufriev, 2009).

As mentioned above, China’s interest in Central Asia is not merelyonly economic, but
also security-based. Although the vast majority of China’s population are Han, there are
many other ethnic groups in China. In percentage terms, the figures may seem low, but in
absolute terms, they number in their tens or hundreds of millions. It is therefore crucial
for China to develop its multi-ethnic western regions which lag behind the more developed
eastern ones. The western territories, especially the Xinjiang Uyghur Autonomous Region
(XUAR), share a long border with the Central Asian countries (Tajikistan has a 1,344 km
border with the troubled XUAR). Maintaining stability in XUAR is essential because all the
gas and oil pipelines from Central Asia pass through this region, and if it were to become
destabilized, would seriously damage the Chinese economy (MGIMO, 2016). The security
concerns relate not only to the Uyghur population, but to the security of China’s western
borders generally (Volkov, 2019).

One of the main problems when attempting a proper analysis of China’s economic
influence in Central Asia is the absence of a comprehensive and reliable dataset containing
information about China’s project costs and credit terms and conditions. It makes it difficult
to assess the benefits of such projects, as indicated by Caroline Freund, World Bank Director
of Trade, Regional Integration and Investment Climate, when commenting on the Belt and
Road Initiative (BRI) (The World Bank, 2019). The same applies to Chinese lending, a
problem well documented by Horn et al. (2019).

Belt and Road Initiative

When considering key issues in the China—Central Asia relationship, the BRI cannot
be ignored. In autumn 2013, Xi Jinping proposed that China and the Central Asian
republics should work together to develop a modern version of the ancient Silk Road and
extend mutual economic connections to support regional cooperation. He also suggested
implementing large-scale infrastructure projects (Wilson, 2016).

The BRI is an enormous infrastructure project which goes beyond the mere economic
dimension. It is the primary driver of the relationship between China and the Central Asian
republics occupying a geostrategic position. Beijing is promoting it as a new model of
international cooperation propelled by regional economic collaboration and development.
The core aspects of the approach to Central Asia are improving connectivity, regional
development and investment (Wu & Pan, 2018; Pantucci, 2016). The BRI consists of bilateral
approaches and an open and flexible framework, and its opacity is thought to be down to
the fact that it is an evolving model (Tian, 2018). The BRI is a long-term strategy whereby
China seeks to strengthen its economic position and ensure economic growth. According
to Larin & Matveev (2014), the BRI is an answer to China’s economic needs that reflects
its growing economic power and political expectations of a greater role in international
politics. However, even before the BRI was announced, China had significantly increased its
investment in infrastructural projects around the world. Dadabayev (2018a) claims that China

240



is merely using the energy and transit infrastructure projects as an instrument to achieve its
goals concerning security, political stabilization and economic expansion.

Development assistance is an important tool under the BRI. China’s approach is
different from the Western one: it does not demand human rights improvements, economic
liberalization or environmental protections. China’s requirements are more tangible and
its capital inflows are often connected to specific conditions (Ionova, 2019; Jaborov,
2018; Tian, 2018). There are a number of features that differentiate Chinese development
assistance from that of traditional donors. Firstly, it lacks clarity and transparency. Unlike
the OECD Development Assistance Committee, it does not have an official definition
of development aid. The Chinese do not use the terms “development assistance” or
“development aid”; instead, they use the term “strategic partnership” (Tian, 2018;
Kassenova, 2009). The key principle of China’s development assistance is non-interference
in domestic affairs. Its assistance comes in packages comprising aid, concessional loans and
trade and investment deals, and often involve various requirements or implicit conditionality
(Tian, 2018). For example, recipient countries seeking concessional loans for infrastructure
and technical assistance projects have to agree that 50% of the companies, materials,
equipment and technology used in implementation will be Chinese (Tian, 2018). The loan-
for-resources scheme, whereby loans are repaid in the form of natural resources, is very
popular.

Local Central Asian elites find the principle of non-interference and the opaqueness of
development assistance appealing and they tend to be more receptive to the aid provided
by China. However, if China gets more leverage, the Central Asian republics may become
economically dependent on their powerful neighbour (Tian, 2018).

China’s investment

China’s investment policy in Central Asia is systemic, large-scale and long-term, and is
driven by economic and strategic goals. The vast majority of Chinese investments come in
the form of loans with specific terms and conditions of return. Direct lending is China’s
main investment tool in low-income countries, followed by FDI in commodity producing
industries, transport and energy (Horn et al., 2019). This pattern is evident in the Central
Asian economies, especially in the smaller and economically more vulnerable republics,
Kyrgyzstan and Tajikistan. Most countries in the region are considered to be unreliable
borrowers by Western countries and international organizations and so are willing to take
loans from China and are already heavily dependent on them. Chinese loans constituted
an insignificant share of these countries’ debts until 2008 but since then the situation has
changed dramatically (Jaborov, 2018).

Let us take a look at China’s role in the world’s capital flows and the situation of
Central Asian economies in this regard. China’s role in world trade is well understood
and documented, unlike its growing influence in global finance. China’s capital exports
worldwide have expanded immensely in recent decades. Many of these financial flows
are not reflected in the reports of the International Monetary Fund (IMF), the Bank for
International Settlements or the World Bank (Horn et al., 2019).
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Horn et al. (2019) define three key features of Chinese capital flows which are unusual
for official lending:

a) the vast majority of these flows are official (i.e. provided by the Chinese government,
state-owned companies or the state-controlled central bank); at the same time, these loans
often share similarities with commercial lending and are often backed by collateral;

b) China does not issue any reports on its official lending (China is not a member of the
Paris Club, a group of creditor countries sharing information about their official lending)
and data is missing on the debtor side as well; Horn et al. (2019) highlight the importance
of “hidden” debt;

c) the types of flows differ depending on the recipient country: developed and higher
middle income countries are more likely to receive portfolio debt flows, while lower
income developing countries tend to be offered direct loans, typically with the features
described above in (a).

These features apply to the loans provided to Central Asian republics. The collateral
is usually export proceeds of raw materials and agricultural products, the right to explore
a mineral deposit or to a share of the profits of state-owned enterprises. Kyrgyzstan is one
of the top five countries with the highest levels of external debt towards China measured
as the stock of total external debt from direct loans owed to China as share of GDP. It is a
highly exposed, small economy that is geographically close to China. Laos and Cambodia
are examples of other similarly exposed countries. Other Central Asian republics appear in
the ranking as well—Tajikistan ranks 20™ and Turkmenistan 23". Uzbekistan also makes
the list of top 50 recipients, coming 40™ in position, despite its reluctance to open up fully to
Chinese investment. China’s credits to recipient countries go to public borrowers as well as
private borrowers, with the latter constituting less than 10% (Horn et al., 2019).

The following table contains data collected by the American Enterprise Institute,
one of the few sources on Chinese capital flows. The missing fields reflect the lack of
data described by Horn et al. (2019) and the figures probably do not include “hidden”
(unreported) debt.

Table 1. Chinese investments in the Central Asian republics (millions USD)

2005|2006 (2007|2008 |2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | Total
Kazakhstan {4500 | 1910 | 1310 | 420 {3540 {2260 | 850 {2100 |5300 |3220 {2490 | 520 | 3810 | 1900 | 34130

Uzbekistan 990 290 2270 | 460 | 620 150 | 460 | 200 | 5440
Kyrgyzstan 390 3790 | 550 4730
Tajikistan 700 260 650 1610
Turkmenistan 150 3130 2920 600 6800

Central Asia [4500 | 2610 {2450 | 420 [6930 |2550 | 1240 | 7940 | 5760 | 8230 |3040 | 670 |4270 | 600 | 52710

Source: created by author using data from the American Enterprise Institute, 2019

Table 2 shows that most Chinese investments go to the energy sector, followed by
transport and the chemical industry. Although a lot of the data is missing, the energy sector
is a clear leader.
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Table 2. China’s investments in the Central Asian republics by industry in 2005-2018
(millions USD)

Energy | Transport | Agriculture | Chemicals | Finance | Metals El:f:tle
Kazakhstan 22780 3120 0 3680 110 2330 350
Uzbekistan 3490 460 290 440 190 610
Kyrgyzstan 2890 1690 150
Tajikistan 750 560 540 300
Turkmenistan 6800
Total 36710 5830 290 4120 110 3210 1260

Source: created by author using data from the American Enterprise Institute, 2019

The overwhelming majority of Chinese investments take the form of loans, and the
countries most vulnerable to Chinese credit expansion are Kyrgyzstan and Tajikistan (Tian,
2018).

Poor economic performance and political turmoil in 2005 and 2010 meant Kyrgyzstan
was defenceless against China’s growing economic influence. The volume of accumulated
Chinese investment in Kyrgyzstan between 2005 and 2018 is a significant amount given its
small economy (Kuzmina, 2019). According to the Ministry of Finance, Kyrgyzstan has a
public debt of 4.4 billion USD, and 3.7 billion USD of that is external debt with 1.7 billion
USD loaned by China (Ministry of Finance of the Kyrgyz Republic, 2019). Another issue
is the transparency of loans from China, which are now associated with major corruption
scandals in Kyrgyzstan (Jaborov, 2018).

According to Tajikistan’s Ministry of Finance, in mid-2019 Tajikistan had an external
debt of 2.9 billion USD, or 35.9% of GDP. About 1.5 billion USD (or approx. 52%) of
its foreign debt is accounted for by loans from the Chinese government (Tajik Telegraph
Agency, 2019). Ionova (2019) states that China mainly finances the Tajik economy through
soft loans and grants for specific projects. China provides Tajikistan with “cheap” loans on
concessional terms for 20 years or more and in return receives mineral deposits on more
favourable terms than would be possible under a fair contract. All projects are under Chinese
control, and, accordingly, most of the profits go to China. A typical example of resource-
backed credit is described by Ionova (2019) and Jaborov (2018) and concerns the “Verkhniy
Kumarg” gold deposits in the Sughd region. These were transferred to the Chinese company
TBEA to repay the debt accumulated during the modernization of the “Dushanbe-2”
CHP plant. The Chinese will mine the gold until the funds invested in the power plant are
returned.

Kazakhstan is least dependent on China of the five Central Asian republics in terms
of external debt. FDI plays a key role, exceeding the volume of other forms of Chinese
investment in the country. China is Kazakhstan’s fifth largest investor behind the
Netherlands, USA, Switzerland and Russian Federation (National Bank of Kazakhstan,
2019). Figure 1 shows the share of Chinese FDI in Kazakhstan. It is evident that despite
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Figure 1. FDI from China to Kazakhstan compared to total FDI (millions USD)
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Source: External Sector Statistics. National Bank of Kazakhstan, 2019

China’s proximity and economic power, Western investors are more active, except in the
transport and construction sectors where China was the leading investor in 2018.

Widespread corruption is a major issue in the Central Asian countries and it adversely
affects Chinese investment activity. The Corruption Perceptions Index, which measures
perceived levels of public sector corruption, is low in all five countries, ranging from 19
to 34 points on a scale of 0 to 100. Kazakhstan ranks highest and Turkmenistan lowest
(Transparency International, 2020). The absence of conditionalities such as transparency,
better governance, the rule of law or respect for human rights in the terms and conditions
of Chinese loans encourages corruption among Central Asian elites. But China’s non-
interference principle makes it difficult to attribute any responsibility to China regarding the
internal affairs of Central Asian republics (France, 2019).

China’s energy security

Energy security is closely linked to the issues discussed in the previous section but since it
plays an extremely important role in mutual relations, it deserves more attention. China’s
desire is to play a leading role in developing and supporting energy industries in Central Asia
in order to satisfy its growing energy needs. Despite slower economic growth than in the
preceding year, China’s primary energy demand rose by 4.3% in 2018, the highest rate since
2012. China is the world’s largest energy consumer, accounting for 24% of global energy
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Figure 2. Turkmenistan gas exports 2009-2018 (billions cubic metres)
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Source: created by author using data from yearly BP Statistical Reviews of World Energy,
2010-2019.

consumption and 34% of growth in global energy demand in 2018. This made it the largest
contributor to worldwide growth for the 18th consecutive year. Consumption growth in fossil
fuels was highest in natural gas and oil. In 2018 China’s gas consumption grew by 18% and
accounted for 22% of net growth in global gas consumption. China is the world’s biggest
importer of oil and natural gas and in 2018 its import dependency rose to 72% on oil and to
43% on gas (BP, 2019). Concerns about energy security are increasing and China is seeking
to secure access to energy resources.

In the first decade of independence, Russia was in control of the pipelines out of
Central Asia, with the exception of a small gas pipeline from Turkmenistan to Iran. This
monopoly did not last long, however, and China was quick to build the proposed pipelines
even before the BRI had been formally announced. China changed the region’s energy
map, and cooperation in the energy sector has become increasingly important, mainly in
relation to Kazakhstan and Turkmenistan. China built two major pipelines: an oil pipeline
from Kazakhstan and a gas pipeline from Turkmenistan. The gas pipeline put an end to
Turkmenistan’s dependency on gas sales to Russia. The Central Asia—China gas pipeline,
which started operating in 2009, has become the principal energy connection between China
and Turkmenistan and is the first major example of energy cooperation in Central Asia.
Kazakhstan is not only one of China’s most important oil suppliers, but is also a key transit
partner for natural gas from Turkmenistan. The Kazakhstan—China oil pipeline was China’s
first direct oil import pipeline from Central Asia.
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The most striking example of energy dependency on China is Turkmenistan. It does
not share a border with China, but is interesting to Beijing mainly because of its unrivalled
natural gas reserves. At the end of 2018, it was estimated that Turkmenistan had proven
gas reserves of 19.5 trillion m®, considered to be the fourth largest in the world (BP,
2019). China’s demand for gas is growing rapidly as a result of measures to reduce carbon
emissions. It granted a 4.1 billion USD loan to develop the Galkynysh field in Turkmenistan,
which is the second largest gas field in the world. China’s involvement in the Turkmen gas
sector is colossal: it has helped to finance pipelines and refineries and is Turkmenistan’s
biggest gas customer by far (Santander, 2019). In 2007 construction work began on
the Central Asia—China gas pipeline, which starts in Turkmenistan and passes through
Uzbekistan and Kazakhstan. Three years later, China rose from 16" position in 2009 to
become Turkmenistan’s main export partner (IMF, 2019).

The vast majority of Turkmenistan’s gas exports go to China and form a crucial part
of its income. However, its natural gas sales to China should not be considered purely in
terms of a revenue source because a significant part goes on satisfying Turkmenistan’s
credit obligations towards China (Invest Foresight, 2019). The following figure shows
the geographic change in Turkmenistan’s gas exports and China’s dominance in the past
decade.

As shown in Figure 2, back in 2010 Russia was the main buyer of Turkmen gas,
purchasing 10 billion m® of gas. In that same year, China, which had entered the Turkmen
market a year earlier, purchased less than 5 billion m® of gas, lagging behind Iran even,
which purchased more than 6 billion m* in 2010. However, in 2011, China overtook Iran and
Russia, and to this day remains the largest buyer of Turkmen gas, purchasing more than 33
billion m* in 2018. In 2019 Russia returned to the Turkmen market. Gazprom signed a 5-year
contract with Turkmengaz allowing it to purchase up to 5.5 billion m* of natural gas per year
(Reuters, 2019).

Turkmenistan used to depend on Russia in terms of gas exports, but is now dependent
on China for both gas exports and credit obligations, and is in a gas-debt trap. China is
Turkmenistan’s largest creditor, and a part of the debt, denominated in US dollars, is
presumably being repaid in gas in current prices (the price remains a trade secret) through
the loan-for-resources scheme mentioned above that China has also used in its dealings
with Venezuela and Angola (Chazan, 2018, as cited in Jakébowski & Marszewski, 2018).
Considering the high gas price when the contract was concluded, there is always the risk
of price volatility and of having to supply more gas to cover the value of the repayment.
In Figure 2 we can see the growing volume of Turkmen gas exports to China; however,
the total value of exports in USD (consisting almost entirely of gas) fell in 2015 and 2016
as gas prices fell (IMF, 2019). Turkmenistan can now do very little to protect itself against
economic deceleration in China and Russia, which are virtually its only export markets
(EBRD, 2019). In order to reduce its dependency on China, Turkmenistan has been trying
to diversify its energy supply routes and has been working on two projects. One is the
TAPI pipeline, which will deliver Turkmen gas to Pakistan and India via Afghanistan.
But construction is at risk out of fears the Afghan government will not be able to protect
the pipeline. The other project is the Trans-Caspian pipeline for delivering Turkmen gas
to Europe. Negotiations between the EU and Turkmenistan regarding the Trans-Caspian
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pipeline have been resumed, but Iran and Russia are opposing the project, claiming the
pipeline could harm the Caspian Sea ecosystem (Hajiev, 2019).

Another important energy sector project is the planned Line D of the Central Asia—
China gas pipeline. Line D will be shorter than existing lines and pass through Uzbekistan,
Tajikistan and Kyrgyzstan. The mountainous terrain in Tajikistan and Kyrgyzstan makes
the project costly and, since first announced, it has been subject to changes in start dates,
postponements and delays. Completion has been postponed to 2022. It has a design capacity
to transport up to 30 billion m* per year (Vollmer, 2019). There is another factor that may
affect completion: the Power of Siberia pipeline delivering gas from Russia to China, which
may weaken efforts to finance the construction of Line D.

Transboundary water issues

Water is another important issue in the relationship between China and the Central Asian
region. Central Asia has been facing water related challenges for many decades. Since the
late 1950s demand for water resources in the region has increased dramatically with the
immense expansion of irrigation. Agriculture is critically dependent on irrigation, especially
in Uzbekistan and Turkmenistan where cotton cultivation still plays a crucial role (Kahriz
et al., 2019). Water use is heavy in both agriculture and the energy sector, mainly in the
upstream countries dependent on hydroelectricity, Kyrgyzstan and Tajikistan. Cooperation
among the Central Asian countries is therefore vital. Most of their territory is located in the
Aral Sea basin. However, a large part of Kazakhstan lies outside it, and it draws most of its
water from rivers shared with China. The two countries share 24 rivers. The most important
ones are the Irtysh and Ili, both rising in China. Eighty percent of Kazakhstan’s Ili Valley
water originates in China and supplies much of the water inflows to Lake Balkhash, while
the Irtysh is the main source of fresh water for north-eastern cities and supplies the industrial
regions of central and eastern Kazakhstan (Horsman, 2003).

Tensions over water have already emerged between China and Kazakhstan due to
development on both sides of the border and the associated high water demand (Russell,
2018). Kazakhstan is especially worried about the water China needs for the XUAR’s
expanding petroleum sector (Hongzhou, 2017). Since water problems could hamper the BRI,
China needs to set an example in fairly sharing water with its neighbours. Kazakhstan should
therefore benefit from the BRI in the sphere of water management. The two riparian states
already have a relatively high level of institutionalized cooperation (Hongzhou, 2017). In
order to diminish the risk of water disputes, China could further enhance cooperation over
water use efficiencies, for example by helping modernize irrigation systems, introducing
water-saving technologies and sharing knowledge about drought tolerant crops with its
Central Asian neighbours, where such disputes occur.

China-Russia relations

Despite their growing closeness, China and Russia have to deal with frictions, and Central
Asia is the most likely area of tensions between the two superpowers. The balance of
powers in Central Asia changed around 2005 when China began implementing the first
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major projects in energy infrastructure. Russia is obviously concerned about the possibility
of the region falling under China’s sway, which is already happening economically, given
the volume of trade and Chinese investment in Central Asia. China has replaced Russia to
become Central Asia’s second biggest trading partner after the EU. China imports natural
resources from all five Central Asian republics and supplies them with manufactured goods,
such as machinery and textiles. Intensifying economic relations with China has weakened
the Central Asian republics’ dependency on Russia; for example, pipelines built with
China’s financial assistance provide alternative routes for Central Asian oil and gas exports
(Russell, 2017). From another standpoint, the new pipelines from Central Asia constructed
with China’s financial help have prevented the EU from accessing the Central Asian natural
resources directly, and consequently Gazprom’s position on the European market has
remained stable (Kaczmarski, 2019).

Besides the BRI, Russia’s Eurasian Economic Union (EAEU) is another regional project
involving Central Asia. The parallel existence of these two projects presents a challenge to
both Russia and China. The EAEU is Russia’s main project in the region. Kazakhstan and
Kyrgyzstan are members. The initiative has been gradually expanded, with observer status
being granted to Moldova in 2018 (Eurasian Economic Commission, 2018a). Uzbekistan
may be next. Since it began its political, and especially its economic reforms, the positive
and negative aspects of EAEU membership have been discussed (Panfilova, 2019). Russia
has chosen a different approach to Central Asia, a more institutionalized one that, unlike
the Chinese project, has a developed institutional design and rules binding the participating
countries (Kaczmarski, 2019).

Given the potential for conflict between Russia and China, both countries have
taken measures to diminish the potential for rivalry and in May 2015 signed cooperation
documents in order to balance their regional interests in Central Asia and build a framework
to avoid a clash between China’s BRI and Russia’s EAEU among other things (Roth, 2015).
The leaders of the two superpowers have adopted a Joint Declaration on Cooperation,
aligning the development of the EAEU and the Silk Road Economic Belt (the part of the
BRI in which Russia is a participating country). The aim is to coordinate the efforts of both
projects, simplify investment procedures and develop transportation infrastructure (President
of Russia, 2015). In May 2018, China signed a trade agreement with the EAEU regulating
technical, sanitary and phytosanitary measures and simplifying certain customs procedures
(Eurasian Economic Commission, 2018b). Although Russia’s protectionist trade policy
hampers the establishment of a free trade agreement with China, Chinese cargos heading to
Europe and Russia through Central Asia benefit from the EAEU common customs area and
the removal of customs barriers between Kyrgyzstan, Kazakhstan and Russia.

China is currently Russia’s largest trading partner by far (IMF, 2020): Russia has become
China’s main natural gas supplier and gas flows increased significantly with the completion
of the Power of Siberia pipeline. Moreover, Russia and China have agreed to avoid using
US dollars where possible in mutual trade transactions, preferring domestic currencies
instead (Appel, 2019). In the light of the deterioration of both US-Russian and US—Chinese
relations in recent years, evident in the sanction regimes and trade wars, the Sino-Russian
rapprochement makes sense.
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Conclusions

Over the last decade, relations between China and the Central Asian republics have
undergone an extraordinary transformation. The penetration of Chinese capital is
unprecedented and started long before the BRI was officially announced. As a result,
Russia—Central Asia’s traditional partner— is being displaced by China, particularly
economically. Nevertheless at the moment this change in the balance of powers seems
unlikely to trigger a geopolitical confrontation. Russia is concerned about China’s plans, but
Beijing is still counting on Moscow as the stabilizing factor in the region, and their mutual
relations are more cooperative than competitive. Russia aims to transform the EAEU into
one of the centres of the multipolar world and in order to do so it has to find a balance with
China as a partner that respects Russia.

It is evident that cooperation before and under the BRI has brought significant benefits
to the Central Asian economies, such as facilitating trade or financing for infrastructure
shortfalls. However, economic engagement with China should be governed by strict
principles. Given the nature of Chinese investment, using strategic assets as collateral, for
example mineral deposit extraction rights, should either be duly considered or avoided.
Better surveillance is key, also in terms of environmental protection, in order to make
sure China uses modern, environment protection technologies in its projects. Protecting
other national interests such as employing the local population, hiring domestic firms and
exercising control over natural resources extraction should be a priority, along with the fight
against corruption.

Not all outcomes are beneficial—contrary to claims government officials. Most countries
in the region face complications stemming from China’s activities, although originally they
seemed attractive. Turkmenistan found a reliable gas customer and investor but has fallen
into a gas-debt trap and its attempts to escape it via the TAPI and Trans-Caspian pipeline
projects have not worked out yet. Tajikistan and Kyrgyzstan are very receptive to Chinese
investments and would not be able to develop their industries without external support.
However, the question is whether China’s investments benefit Chinese industry or Central
Asian industry. China hopes that economic cooperation with neighbouring Central Asian
countries will bring prosperity and stability to its problematic Xinjiang region, and absorb
some of its considerable excess industrial capacity. Chinese involvement seems to serve
China’s interests in exports, access to natural resources and transit. Moreover, servicing
Chinese loans denominated in US dollars may become challenging for countries with a
depreciating currency, such as Tajikistan or Kyrgyzstan. These two countries should put
more effort into making their business environment and investment climate safer and more
favourable in order to attract capital injections from other potential investors. In dealing
with the adverse effects of its dependency on China, Turkmenistan should focus not only
on completing promising projects such as TAPI, but also on diversifying its narrowly
specialized economy.

The debt risks are serious, especially given the immense debt crisis in developing
countries in the 1980s. The loan boom in the 1970s, during which Western banks provided
credit to developing countries, ended in a series of financial crises. Considering the popular
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Chinese loan-for-resource schemes, a slump in commodity prices may have disastrous
consequences for the Central Asian economies.

Future research should study both the characteristics of existing debts as well as their
sustainability. Taking into consideration the opaqueness of Chinese financial flows, the
international community should strongly promote transparent and competitive investments.
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