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China's Maritime Silk Road initiative
increasingly touches the EU
SUMMARY

Five years since China launched its 21st Century Maritime Silk Road initiative, with the
aim of improving its maritime links – on its own terms – with south-east and south
Asia, east Africa and ultimately Europe, the country has made significant progress in
gaining long-term control over strategic overseas ports. Moreover, the state-driven
merger of two giant state-owned shipping conglomerates, China Shipping and China
Ocean Shipping Company (COSCO) in 2016, and the subsequent debt-financed
takeover of rival Orient Overseas, have brought China closer to global leadership in
container lines, with it now in third place.

China's massive push for the construction of large-scale, high-risk and debt-financed
infrastructure along the Maritime Silk Road has raised concerns about white elephants
being built, and host countries becoming overburdened from servicing their debts to
China. The large numbers of such projects has seen some host countries forced to
repay their loans by handing over the operation of strategic assets to China for
decades ahead. Their experience suggests that, while host countries may never see the
much touted 'win-win' results of these projects, China may be poised for double wins
from them. Among the requirements applicable to securing loans for Chinese-funded
projects is that engineering contracts be awarded directly to Chinese firms without
public tender. While this requirement practically excludes other countries' contractors
from participation, it also challenges China's repeated rhetoric that its initiative is open
to third-party participation.

In recent years, China has made major inroads into the EU by acquiring minority or
majority stakes in port infrastructure of strategic relevance for China. Hence, China is
increasingly able to shape outcomes in its interest from within the EU.
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Figure 2 – China's increasing investment in global ports

Source: Economist Intelligence Unit, October 2017.

Introduction
China's 21st Century Maritime Silk
Road initiative, which aims to boost
maritime connectivity between China,
south-east and south Asia, east Africa
and Europe, as part of the One Belt,
One Road (OBOR) umbrella project
(see Figure 1), has entered its fifth
year. While construction of port
infrastructure outside the EU is
unfolding on a large scale thanks to
massive lending from Chinese banks
and extensive involvement of Chinese
labour and material, China-led port
development in EU Member States is
still in its infancy. However, China's maritime footprint in the EU has recently grown at
an unprecedented pace as a result of its acquisitions of strategic port infrastructure.

Port connectivity under the Maritime Silk Road initiative
China's expanding global footprint in deep-sea ports
For a rising maritime power like China, gaining access to foreign deep-sea ports is not
only vital from a mercantilist perspective, but is also a critical geostrategic asset when it
comes to projecting the country's development and governance model on a global
scale. Ports are thus at the heart of the Maritime Silk Road initiative. The latter enables
China to pursue two avenues to access overseas ports for dual (civil and military) use:
1) Chinese-funded port infrastructure development that may lead to the conversion of
debt into equity (port of Kyaukpyu,
Myanmar), and 2) acquisition or lease
of ports (port of Darwin, Australia, for
a period of 99 years). Prior to the
initiative’s launch in 2013, Chinese
state-owned enterprises were already
prominently engaged in large-scale
loan-financed infrastructure
development in deep-sea ports in Sri
Lanka and Pakistan, which were
subsequently rebranded as OBOR
projects. They may serve as lessons
for ongoing and planned projects in
Asia, Africa and Europe (see Figure 2).

Chinese-funded port development without a 'win-win' guarantee?
The Chinese-financed construction of Sri Lanka's Hambantota deep-sea port illustrates
some of the possible pitfalls involved in loan-based construction of infrastructure with
'no strings attached'. The lack of transparent competitive awards of contracts or of
assessments of the economic viability and the overall social and environmental impact
of projects may undermine the prospects for 'win-win' results. This may notably be the
case in asymmetric relations, where a small partner may ultimately end up in a debt
trap. Sri Lanka's debt load to China was US$1.5 billion when Hambantota port opened in

Figure 1 – OBOR initiative including its sea and land routes

Source: Straits Times based on Mercator Institute for China Studies
(Merics), May 2017.

http://www.straitstimes.com/asia/the-trains-and-sea-ports-of-one-belt-one-road-chinas-new-silk-road
https://www.merics.org/en/china-mapping/silk-road-initiative
https://www.maritime-executive.com/article/china-seeks-control-of-strategic-port-in-myanmar
https://www.reuters.com/article/china-silkroad-myanmar-port/china-to-take-70-percent-stake-in-strategic-port-in-myanmar-official-idUSL4N1MS3UB
https://www.reuters.com/article/us-china-mer-port-tcp/china-merchants-buys-control-of-brazils-most-profitable-port-idUSKCN1BF03C
https://www.theguardian.com/australia-news/2016/dec/18/how-the-sale-of-darwin-port-to-the-chinese-sparked-a-geopolitical-brawl
https://www.ft.com/content/b4d35440-5a68-11e7-9bc8-8055f264aa8b
http://country.eiu.com/article.aspx?articleid=965980480&Country=Pakistan&topic=Economy&subtopic=Regional+developments&subsubtopic=Investment
https://www.cgdev.org/sites/default/files/examining-debt-implications-belt-and-road-initiative-policy-perspective.pdf
https://www.cgdev.org/sites/default/files/examining-debt-implications-belt-and-road-initiative-policy-perspective.pdf
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2010. This added to the debt piled up earlier for other China-funded infrastructure
projects, including the controversial Colombo Port City project. For lack of commercial
activity, the Hambantota port was incurring losses and Sri Lanka, hard-hit by a faltering
growth rate of 3.5 % in 2016, failed to repay its debt to China. Under a plan to convert
loans into equity, in 2017 the port was handed over to China on a 99-year lease – after
pressure from India for this to be for non-military use only.

To avoid similar constraints, Pakistan withdrew, inter alia, from an ambitious dam
project, citing excessively strict financial terms. Pakistan faces a ballooning debt linked
to Chinese-funded projects on the China-Pakistan Economic Corridor, including work in
the Gwadar port, which China will operate for 40 years under a 'build-operate-transfer
agreement'. Myanmar and Nepal cancelled Chinese-financed projects over
environmental concerns and financial irregularities. Allegations of corruption against
China Harbour Engineering Company, which the World Bank blacklisted until early 2017,
have undermined China's 'win-win' rhetoric. Bangladesh even banned the Chinese firm
for attempted bribery.

How is the Maritime Silk Road initiative advancing in the EU?
China as an investor in EU ports
Recently, China has accelerated its
acquisition of stakes in EU ports
whose location is strategic for the
Maritime Silk Road initiative (see
Figure 3). This has spurred
competition among EU ports keen on
using their geostrategic position to
attract Chinese investment and cargo.
The main Chinese investor in EU ports
is state-owned China Ocean Shipping
Company (COSCO), which is on a debt-
financed global expansion with the
aim of ending its recurrent losses.
COSCO had already seized investment
opportunities prior to the 2008
financial crisis, but later acquisitions
under the Maritime Silk Road
umbrella turned into a more
ambitious state-funded shopping
spree. Given China's Polar Silk Road
plans, Lithuania's Klaipeda port and
ports in Norway and Iceland have
attracted investment proposals from
China Merchants Group.

China as a contractor for EU port development
The arrival of state-owned China Communications Construction Company (CCCC) on the
EU market as a port developer is likely to change the nature of competition in the
sector. In 2017, CCCC won an ideas competition to develop an area in the port of
Hamburg, by suggesting an additional automated container terminal, sparking a storm
of opposition from local stakeholders. In 2016, the Venice Port Authority awarded a

Figure 3 – Chinese acquisitions of EU port infrastructure
Port Year Asset Acquiring firm Stake Value in €

Rotterdam (NL) 2016 CT COSCO Shipping 35 % 143.3 million

Antwerp (BE) 2004 CT COSCO Pacific 25 % 133.9 million

Zeebrugge (BE) 2014 CT China Shipping, in
2016 merged with
COSCO

24 % n.a.

2017 CT COSCO Shipping 76 % 35 million

Bilbao (ES) 2017 CT COSCO Shipping 51 % of
Noatum
Port

203 million

Valencia (ES) CT

Madrid (ES) rail
port

Zaragoza (ES) rail
port

Marseilles (FR) 2013 CT China Merchants
Group International

49 % of
Terminal
Link*

400 million

Vado Ligure (IT) 2016 CT COSCO/Qingdao
Port International

40% and
9.9 %

53 and
15.5 million

Piraeus (EL) 2008 CT COSCO Pacific 35-year
lease to
operate
two piers

4.3 billion
plus
upgrading
investment

2016 CT 51 % 280.5 million

2021 CT 16 %** 88 million

Source: EPRS research as of February 2018, CT = container terminal, *Terminal Link
owns 15 CTs in eight countries, **conditional on an investment of €350 million.

https://fsi.stanford.edu/sites/default/files/colombo_port_city.pdf
http://www.scmp.com/news/asia/south-asia/article/2107979/sri-lankas-president-sacks-outspoken-justice-minister-who
https://scroll.in/article/850907/how-the-china-backed-hambantota-port-project-is-changing-the-politics-of-sri-lanka
https://www.indiatoday.in/india/story/sri-lanka-leases-hambantota-port-china-non-military-use-india-worry-1027012-2017-07-29
https://thediplomat.com/2018/01/what-pakistans-decision-to-pull-out-of-a-mega-dam-project-tells-us-about-the-future-of-cpec/
http://www.straitstimes.com/opinion/pakistan-and-chinas-debt-trap-diplomacy
http://www.straitstimes.com/opinion/pakistan-and-chinas-debt-trap-diplomacy
https://www.huffingtonpost.com/entry/commercial-terms-call-into-question-chinas-win-win_us_5a16938de4b0bf1467a84533
http://onlinelibrary.wiley.com/doi/10.1002/app5.224/full
http://www.rediff.com/news/column/cpec-how-pakistans-losing-out-to-china/20170410.htm
http://indianexpress.com/article/world/pakistan-gwadar-port-leased-to-chinese-company-for-40-years-4621432/
http://www.scmp.com/comment/insight-opinion/article/2125783/will-gwadar-go-way-hambantota-why-chinese-loans-pakistan-are
http://www.scmp.com/comment/insight-opinion/article/2125783/will-gwadar-go-way-hambantota-why-chinese-loans-pakistan-are
https://www.voanews.com/a/three-countries-withdraw-from-chinese-projects/4148094.html
http://www.ft.lk/article/618512/Yahapalanaya-Govt--must-answer-previous-allegations-against-Port-City--CHEC
http://www.srilankaguardian.org/2014/02/world-bank-banned-china-harbour.html
https://qz.com/896219/chinese-investment-aid-to-sri-lanka-has-been-a-major-success-for-china/
http://thedailynewnation.com/news/161766/be-careful-about-corruption-over-the-big-projects.html
https://www.solent.ac.uk/research/documents/china-centre/global-maritime-weekly-digest-19.09.17.pdf
http://www.seatrade-maritime.com/news/europe/cosco-pacific-buys-stake-in-hphs-rotterdam-euromax-terminal.html
http://www.coscopac.com.hk/eng/media/p050304.php
https://www.gtja.com.hk/wwwarchive/english/gtja_Report/Report/pdf/AL_20041119_COSCO Pacific.pdf
https://www.joc.com/port-news/european-ports/port-zeebrugge/china-shipping-buys-stake-apms-zeebrugge-terminal_20130313.html
http://www.seatrade-maritime.com/news/asia/cosco-shipping-a-guide-to-merger-of-cosco-and-china-shipping.html
http://bnn-news.com/lithuanian-pm-lithuania-will-hush-latvia-in-pursuit-of-chinese-investments-164631
http://www.shippingherald.com/cosco-to-acquire-apm-terminals-zeebrugge/
http://en.coscoshipping.com/art/2017/6/13/art_6923_59856.html
http://www.noatum.com/en/noatum-ports/presentation/
http://www.noatum.com/en/noatum-ports/presentation/
https://pure.royalholloway.ac.uk/portal/en/publications/new-voyages-in-search-of-treasure(f3358f80-75a7-4475-9157-b429613f6ae6).html
https://pure.royalholloway.ac.uk/portal/en/publications/new-voyages-in-search-of-treasure(f3358f80-75a7-4475-9157-b429613f6ae6).html
https://www.lloydsloadinglist.com/freight-directory/news/EU-clears-Cosco-takeover-of-OOCL/70906.htm
http://sbr.com.sg/shipping-marine/news/bank-loans-are-only-thing-keeping-loss-making-cosco-afloat
https://www.cma-cgm.com/static/News/Attachments/CMHI and CMA CGM complete the Terminal Link transaction.pdf
http://www.ilsole24ore.com/art/commenti-e-idee/2017-07-25/la-cina-conquista-porti-d-europa-194947.shtml?uuid=AEZVDF3B&refresh_ce=1
http://www.ilsole24ore.com/art/commenti-e-idee/2017-07-25/la-cina-conquista-porti-d-europa-194947.shtml?uuid=AEZVDF3B&refresh_ce=1
http://www.ekathimerini.com/58053/article/ekathimerini/business/piraeus-port-announces-cosco-is-tender-winner
https://asia.nikkei.com/Viewpoints/Humphrey-Hawksley/China-s-Arctic-plan-spreads-a-chill
https://asia.nikkei.com/Viewpoints/Humphrey-Hawksley/China-s-Arctic-plan-spreads-a-chill
https://reconnectingasia.csis.org/database/projects/klaipeda-container-port-construction/650591b6-dcc7-4629-94f1-2932e69cfc13/
https://www.reuters.com/article/greece-privatisation-port/chinas-cosco-acquires-51-pct-stake-in-greeces-piraeus-port-idUSL8N1AR252
http://www.seatrade-maritime.com/news/europe/china-cosco-shipping-finally-gets-piraeus-port-majority-stake.html
https://www.ft.com/content/e00fcfd4-6883-11e7-8526-7b38dcaef614
https://www.cma-cgm.com/static/News/Attachments/CMHI and CMA CGM complete the Terminal Link transaction.pdf
http://www.seatrade-maritime.com/news/europe/china-cosco-shipping-finally-gets-piraeus-port-majority-stake.html
http://www.worldbank.org/en/news/press-release/2011/07/29/world-bank-applies-2009-debarment-to-china-communications-construction-company-limited-for-fraud-in-philippines-roads-project
https://theloadstar.co.uk/tempers-rise-hamburg-container-port-expansion-awarded-chinese-consortium/
http://www.zpmc-netherlands.com/company/chinese-consortium-to-build-new-container-terminal-in-hamburg/
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€4 million contract to a CCCC-led consortium to design an innovative onshore-offshore
port system. The new president of the port authority, however, has questioned the
project's unrealistic assumptions on the future container throughput in Venice required
to guarantee its viability. China meanwhile favours the ports of Genoa and Trieste.

Challenges and opportunities for EU stakeholders
As China pushes for inter-modal connectivity between EU ports and the Eurasian cargo
rail network along its Silk Road Economic Belt (SREB), it may re-shape trade patterns
and transport routes to its own benefit. For instance, as a result of COSCO's focus on the
port of Piraeus as a gateway to central and eastern Europe, so that it now benefits from
'guaranteed' Chinese demand, the port of Naples witnessed COSCO's divestment in
2016 and shrinking container throughput. On the other hand, new inter-modal
connections between Italy and Switzerland provided by the new Gotthard rail tunnel
may increase the competitive edge of northern Adriatic ports over northern European
ports in terms of shorter shipping times to and from China. While the Adriatic ports still
face challenges as regards the financing of deep-sea port capacities and hinterland
connectivity, in 2017 the port of Trieste signed an agreement on logistics cooperation
with the German inland port of Duisburg to respond to such new intermodal
opportunities. A recent study estimates that by 2040, EU-Far East maritime freight will
be 40 million TEUs (twenty-foot equivalent units), up from 16 million TEUs in 2016. If
about 2.5 million TEUs were transferred from maritime transport and 0.5 million from
air transport to rail transport, this would create 50 to 60 additional trains per day (two
to three trains per hour) in each direction between China and Europe. However, this
would not affect the dominant position of maritime trade.

EU policy for infrastructure cooperation with China
The 2016 EU strategy on China and the related Council conclusions define the principles
of EU-China relations, including for infrastructure cooperation, which seek to gain
synergies between OBOR and the trans-European transport network (TEN-T). These
principles include transparency, adherence to international standards and reciprocity,
i.e. a level playing field for EU and Chinese firms in the EU and in China. Projects must
meet EU internal market rules on public procurement and technical standards, and
must also undergo fiscal, environmental and social sustainability assessments. The 2015
EU-China Connectivity Platform promotes cooperation in infrastructure, financing,
interoperability, logistics, and maritime and rail links across Eurasia. Lists of proposed
projects were published in 2016 and in 2017.
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