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Asian Infrastructure Investment Bank
How lean, clean, and green is the AIIB?
SUMMARY
In 2013, China proposed to establish the Asian Infrastructure Investment Bank (AIIB) as a new source
of infrastructure financing in Asia. Like the China-led Belt and Road Initiative, the AIIB reflects the
emergence of China's new, much more assertive foreign policy posture. The AIIB opened for
business in 2016 shortly after the signature of the Paris Agreement, with the pledge to be 'lean, clean
and green'. Notably the United States (US) perceived the bank as a game-changer for established
multilateral development banks (MDBs) and the global financial architecture. Despite pressure from
the US, most of its allies − except Japan − joined the AIIB, arguing that shaping the bank's business
model from the inside was a better option than criticising it from the outside. With over
100 members at the end of 2020, the AIIB has become the second largest MDB after the World Bank.
The fact that the AIIB numbers advanced economies among its members has won legitimacy for
China's new platform for economic diplomacy, boosting China's reputation as a proponent of (often
selective) multilateralism. The bank's strategy of attracting Western donors as members with limited
voting rights, of recruiting senior staff from other MDBs and of initially only co-financing projects
with other MDBs, using their standards, has earned it credibility, 'triple A' credit ratings and easy
access to capital markets, prerequisites for rapid expansion into sectors such as digital infrastructure.
However, the AIIB has been criticised for its innovative governance features, the flexibility
embedded in its strategies, selective convergence of its standards with those of traditional MDBs
and the gap between its green rhetoric and the failure to green its fossil fuel-dominated lending
portfolio. The AIIB is set to adopt a revised environmental and social framework in April 2021.
Integrating stringent green targets in line with its 2020 strategic target of giving climate financing a
50 % share of all project approvals by 2025 could align the AIIB with other MDBs and ease
cooperation with European banks.
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China's interests in a new infrastructure bank
China's 2013 initiative to create the AIIB was first and foremost a
response to a vast infrastructure investment gap in Asia that a 2010
Asia Development Bank (ADB) report estimated at US$8 trillion from
2010 to 2020. 1 Since established multilateral development banks
(MDBs) with comprehensive mandates and large bureaucracies have
struggled to narrow this gap, China set out to do a better job based
on a 'lean' business model and a 'developing countries first' agenda.
By linking the AIIB's creation to the launch of its 'One Belt, One Road'
(OBOR) connectivity initiative, later rebranded in English Belt and
Road Initiative (BRI), China has not only taken up a suggestion of a
2009 ADB report of investing in a modern 'Silk Road' but has also
developed a much broader geostrategic agenda.

Figure 1 – AIIB timeline

Second, the AIIB's creation was also a response to the reluctance of
advanced economies, notably the US, to increase China's voting rights
in Western-dominated multilateral financial institutions − such as the
International Monetary Fund (IMF) and the World Bank −
commensurate with its economic power. The AIIB has been framed as
a game-changer in the global financial architecture, a new element of
its 'financial institutionalism' and as yet another example of China's
strategy of creating 'parallel institutions' to shape global norms and
values in line with its national interests. China, by contrast, claims that
the AIIB complements rather than challenging existing MDBs.
Third, by championing the AIIB, China has sought to portray itself as a
responsible great power capable of providing public goods in its
region and beyond with innovative approaches in line with the needs
of developing countries that it claims it is better placed to cater to (for
example rejecting political conditionality).
Fourth, China's experience with growth-fuelling infrastructure
projects that made up a large share of the US$572 billion stimulus
package used in the 2008 global financial crisis to stabilise the Chinese
economy could serve as a model for other countries including in the
post-Covid-19 era. With Chinese state-owned enterprises (SOEs)
standing ready to absorb large-scale construction contracts, the AIIB
may prove to be yet another tool to spur China's geo-economic gains
and geo-political influence.
Fifth, the AIIB can also be seen as an external impetus to domestic
reforms, for instance with respect to SOEs, transparency standards in
the state-led banking sector and opaque procurement markets, and
the fight against corruption.
Sixth, the creation of a multilateral bank focused on infrastructure
proposed in 2009 by a Chinese think tank was to allow China to make
better use of its massive foreign exchange reserves than by holding
low-interest yielding US treasury bonds.

Source: EPRS, based on AIIB
documentation; number of projects and
amount of investment are accumulated
values.

The AIIB's launch is just one of the many manifestations of global power shifts and of the ambition
of emerging markets to design the norms of a multi-polar world. The creation of the Shanghai-based
and India-initiated New Development Bank (NDB) by Brazil, Russia, India, China and South Africa
(BRICS), which became operational in July 2015, and the greater use of their currencies in regional
and global finance (internationalisation of the China's currency, the renminbi) are other examples.
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AIIB membership, capital base and voting rules
A rapidly expanding non-regional membership
According to the AIIB's Articles of Figure 2 – The AIIB's 83 full and 20 prospective members, 2020
Agreement, the bank's charter,
AIIB membership is open to all
members of the International
Bank for Reconstruction and
Development (IBRD/World Bank,
189 members) or the ADB
(68 members). Like in the ADB,
AIIB membership is divided into
regional
and
non-regional
members. By December 2020,
the bank had 83 members and
20 prospective regional and
non-regional members
(see
Figure 2) and had considerably
stretched its geographical reach
beyond the wider region into the
American
and
African
continents. The AIIB is a
medium-sized
MDB
by
membership, only second to the
Source: EPRS, based on AIIB data as of December 2020.
IBRD. However, it uses a broader * = national ratification of AIIB membership is still outstanding.
definition of Asia, based on the
UN classification of Asia and
Oceania, enabling Turkey and several countries from the Taiwan
Middle East to be regional members. The latter and Russia
are missing from the ADB. Unlike the ADB, the AIIB does not Unlike in other MDBs, non-entities or entities
not responsible for the conduct of their
include Japan or the US, driving a wedge through the West.
international relations may also apply for AIIB
Assuming the AIIB would be controlled at least indirectly by membership. This opened the door to Hong
the Chinese Communist Party and operate under principles Kong's AIIB membership, while a 2015
modelled on opaque Chinese policy banks, i.e. the Chinese application from Taiwan was rejected based
Development Bank and the Chinese Export-Import Bank, on the name proposed. There is no AIIB
the US was concerned at the risk of the China-led AIIB being member that officially recognises Taiwan.
able to undermine the values of Western-led MDBs, such as Hence, despite the AIIB's claims of being an
strong social and environmental safeguards, by accepting apolitical MDB focused on economic
projects that were or would be rejected by traditional MDBs considerations (Article 31(2)) of the Charter),
in a race to the bottom. EU Member States joining the AIIB, China's AIIB leadership means that AIIB
membership is de facto conditional on
by contrast, argued that the bank's business model and
members' adherence to a one China policy.
China's influence could best be influenced from within.
By December 2020, 19 EU Member States were non-regional or regional (Cyprus) AIIB members and
one (Croatia) was a prospective member. The participation of EU Member States is a major source
of the bank's legitimacy but at the same time has faced China with the need to compromise on its
initial plans for an even bigger say in the bank. The three Baltic countries, Bulgaria, Czechia, Slovenia
and Slovakia have not joined the bank, but may consider membership in the 17+1 cooperation
format with China, which is economically more beneficial than joining the AIIB as donors. Owing to
the diversity of EU Member States' economic and political interests in engaging or not the AIIB, there
is no common EU position on the AIIB and the EU is not an AIIB member. A framework for
cooperation between the European Investment Bank (EIB), the European Bank for Reconstruction
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and Development (EBRD) and the AIIB exists, and the European Commission is committed to
extending its dialogue with traditional MDBs to the AIIB. Council's Economic and Financial
Committee has a coordinating role with respect to Member States' AIIB policies. The EU's 2018
Europe-Asia connectivity strategy states that the EU should step up cooperation on investment with
the ADB and AIIB, 'while ensuring that EU priorities are fully respected in these relationships'.

A solid capital base for rapid expansion
As of 2018, the AIIB had a subscribed capital of US$95 billion, of
which US$19 billion were paid in. Based on that parameter, the
AIIB ranked ahead of the EBRD and the NDB. However, the AIIB is
dwarfed by the ADB, the EIB and the IBRD in terms of subscribed
capital (see Figure 3). Gauged by its large share of paid-in capital,
the AIIB is considered well placed to quickly expand its portfolio.
Its focus now is on catalysing and intermediating available
savings in Asia into bankable infrastructure projects.

Figure 3 – Subscribed and paid-in
capital of the AIIB and its peers, 2018

A strong voice for China and the Asian region
China is the AIIB's largest shareholder, holding 26.6 % of voting
power, more than the next five largest vote-holders combined. Source: EPRS, based on bank data for 2018.
Since certain decisions by the board of directors, such as
membership approval, selection of the president, capital increase, and a change in the size or
composition of the board of directors, require a 75 % majority, these decisions require China's
support and provide China with an effective veto power. In terms of voting rights, the AIIB is a
Chinese-led institution, as the ADB is a Japanese-led MDB, US votes notwithstanding.
The AIIB's regional nature is enshrined in
Figure 4 – The AIIB's twelve voting-rights constituencies
the bank's charter, which states that the
percentage of capital stock held by
regional members may not decline below
75 % of total subscribed capital stock.
Non-regional members can hold only
25 % voting power. The rise in the number
of non-regional members is thus gradually
diluting the voice of EU members. Given
the 25 % threshold, neither the US nor
Japan could have replicated their
dominance of the IBRD or the ADB
respectively, had they decided to join the
AIIB. This ratio of 3:1 means that unlike in
existing MDBs, in the AIIB (and in the NDB)
regional developing countries can set the
agenda according to their interests and
values. This is reflected in the voting
power on the AIIB's board of directors. It is
based on the bank's 12 voting-rights
constituencies (see Figure 4), which
bundle the shareholdings of a group of
regional or non-regional members. Nine Data source: AIIB information on its board of directors (as of December 2020).
of the constituencies represent regional
members and three represent non-regional members, of which Europe has two: the euro-area
constituency and the wider Europe constituency with a combined voting weight of 23 %.
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Traditional and innovative governance features
A traditional tripartite governance structure
Similar to traditional MDBs, the AIIB has a three-layered governance structure composed of:
a board of governors (one governor at ministerial level per member);
a board of directors (one director for each of the 12 voting constituencies, operating
by consensus); and
a top management headed by a president and five vice-presidents.
The bank's highest level of decision-making is vested in the board of governors, which meets once
a year at the annual meeting, for instance to endorse new members. However, the board of
governors has delegated the drafting and the adoption of the bank's strategies and policies to the
board of directors, which also supervises the AIIB's day-to-day operations performed by the top
management. The board of governors elects the AIIB's president, who must be a national of a
regional member country and can be reelected only once. He or she serves as non-voting chairman
of the board of directors and conducts the day-to-day business under the board's direction. As the
bank's chief executive, he or she is also chief of the staff of the bank.
The AIIB's current and inaugural president, Jin Liqun, a Chinese national, has served in leading
positions in the Chinese Ministry of Finance, in the ADB and in the IBRD. Being the only nominee in
the 2020 presidential vote, Jin Liqun was re-elected for a second term. As of December 2020,
alongside the president, the senior leadership group consisted of five vice-presidents – all men –
from Germany, India, Indonesia, Russia and the UK, representing the largest voting constituencies
after China, and 20 senior management staff, seven of whom women (including five in directorgeneral positions). Of the 20 senior management staff, 6 were from China including Hong Kong,
8 from other Asian countries and 5 from non-Asian countries (Canada, Germany, Italy and Sweden).

A lean (efficient) and clean (not corrupt) governance model?
The AIIB's 'lean and clean' model of governance includes several features that are innovative and
reflect the bank's vision of doing things differently from traditional MDBs.
First, unlike the IBRD and ADB, the AIIB has a non-resident board of directors as part of its lean
governance concept that encourages the directors of the board, who are all unpaid, to act as
'strategic thinkers' and 'political counterweights' rather than being too close to the daily business. A
non-resident board is not that innovative, since there are actually more MDBs that have a nonresident board, including the EIB, than those with a resident board. However, some commentators
have seen it as a bold step away from the status quo. Critics have argued that it will expose the AIIB
more easily to direct interference by the Chinese government and make it less transparent and
accountable and less accessible to civil society. The board of directors meets physically four times
per year and has virtual meetings when required. The response of European AIIB board members to
this format varies. The Austrian, French and German representatives on the board of directors are
posted at their embassies in Beijing, unlike the London-based UK representative.
Second, with 279 staff (of which 108 or 38 % are women) from 50 countries by the end of 2019, the
AIIB is very lean in terms of its headcount compared with its peers, some of which employ several
thousand staff. Only the NDB with 161staff (of which 62 or 39 % are women) in 2019 has a similarly
small administration. However, the AIIB's leanness results from both its narrow mandate, which rules
out the resource-intensive functions of other MDBs with a focus on poverty reduction, and from the
co-financing of projects, enabling it to draw on other MDBs' expertise. This difference is unlikely to
change in the future, since the AIIB envisages outsourcing more responsibilities to financial
intermediaries (FIs) and entering into innovative areas such as digital infrastructure financing so as
to exploit more efficiency gains and mobilise private funding.
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Third, in 2018 the board of directors modified the initial division of responsibilities between itself
and the President by adopting an internal accountability framework, a term used by other MDBs
for external accountability schemes. It delegates to the president the approval of projects up to
certain thresholds that will increase gradually over time. Yet, based on a 'one-director rule', a project
can be brought to the board's table. In return, the president has to provide the board of directors
every quarter with a summary of all projects approved. The aim of the AIIB's departure from the
practice of other MDBs where boards of directors decide jointly on projects is two-fold: to fast-track
project approvals 2 and to make the president more accountable for approvals than in other MDBs
based on the bank's logic that individual responsibility enhances accountability compared to
collective responsibility. NGOs have however voiced concern that the combination of an unpaid
non-resident board of directors and fast-tracked project approvals could compromise chains of
accountability and undermine the development of a project portfolio that is well-aligned to the
board-defined strategies as well as effective implementation of the bank's safeguards.
Fourth, the board of directors has complemented
its general approach to monitoring management
with an issue-specific oversight mechanism,
with a key role played by a complaints-resolution,
evaluation and integrity unit, headed by a
managing director who reports directly to the
board of directors. The unit combines the
handling of sensitive aspects (evaluation,
corruption/fraud, staff grievances and external
complaints: see Box 1) that are separate and
independent from each other in other MDBs (e.g.
the EBRD). What the AIIB has hailed as an
innovative arrangement has drawn criticism for
lacking independence and exhibiting an in-built
conflict of interest, with the same unit responsible
for handling complaints and evaluating and
monitoring projects with potentially opposed
outcomes.

Box 1 − Complaints mechanism for projectaffected people
The AIIB has established a complaints mechanism for
project-affected people for the resolution of external
complaints about bank-financed projects. In terms of
substance, the mechanism is limited to grievances about
the AIIB's potential failure to comply with the standards of
its Environmental and Social Framework (see below). In
terms of procedure, it requires the previous exhaustion of
the proceedings of the project-level grievance redress
mechanism (see below) to be established in the borrowing
country. The mechanism has been criticised, as it may not
be accessible and too burdensome, since it is conditional
on prior 'good-faith efforts' by the affected people to
resolve the issue at local level. Criticism has extended to the
caveat that the mechanism is open only after project
approval and is not accessible to civil society organisations
unlike at the EBRD. Criticism has led the AIIB to post more
information on the mechanism on its website in 2020.

Importantly, the AIIB's governance model is
underpinned by a series of 'clean' policies such as the policy on prohibited practices. This includes
unilateral cross debarment of firms and individuals sanctioned by other MDBs for violations of
anti-corruption rules. As a result, registered violators are excluded from AIIB operations. The AIIB
website also has a 'report fraud and corruption' section.
Procurement policy is another element in the AIIB's clean governance model. It establishes that
project procurement is open to all eligible suppliers in the world. This policy contrasts positively
with the practice of Chinese policy banks that typically tie their loans to the requirement that
Chinese construction firms be awarded the lion's share of opaque infrastructure construction deals.
Although the bank publishes project-related procurement opportunities, its annual report on
corporate (not project-related) public procurement covers only the needs of the AIIB's headquarters.
Finally, the AIIB's policy on public information seeks to ensure transparency. However, it commits
only to a principles-based as opposed to a list-based disclosure. It does not spell out what specific
documents will be published within what deadlines, in the way the IBRD's policy on public access to
information does for instance. Moreover, the AIIB policy lists many exceptions from its principles
that may in rare cases lead to the publication of projects being delayed for years.
NGOs have urged the AIIB to commit to the time-bound disclosure of documents for high-risk
projects as have its peers – the International Finance Corporation (IFC), the IBRD's private lending
arm, and the ADB – and to consult stakeholders before project approval. The AIIB publishes a limited
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set of documents (such as the minutes of the board of directors meetings), while there are for
instance no minutes covering the substance of stakeholder consultations. Financial intermediary (FI)
sub-projects are not disclosed. The bank's project implementation has innovative elements, such as
a web-based monitoring system for real-time supervision of project construction, but reporting on
project implementation focuses on economic performance indicators and technocratic box-ticking
of the project-level grievance redress mechanism. Monitoring of (non-)compliance with
environmental and social standards is not covered in implementing fiches (Georgia and Indonesia).

Lending policies 'without strings attached'
The AIIB has defined three strategic priorities – sustainable infrastructure, cross-border connectivity
and private capital mobilisation – for its lending. Like other MDBs, it uses a wide range of traditional
financing tools such as loans, guarantees, equity, technical assistance and sovereign and nonsovereign private sector investments. However, unlike other MDBs, the AIIB does not offer a
concessional lending window or grants on a large scale. The AIIB may provide small grants for
low-income member countries (as defined by the International Development Agency (IDA)) to cover
project preparation costs through its project preparation special fund. By December 2020, the AIIB
had spent a fairly modest amount of US$25.4 million for 13 projects. Given this scarce support the
AIIB is less attractive to many African countries.
The AIIB has sought to focus its lending policy on economic criteria and to differentiate itself from
the Washington consensus model by not making project-financing conditional on fiscal austerity,
privatisation or deregulation schemes, mirroring key positions of the Beijing consensus model. The
more the AIIB shifts away from co-financing projects, for which the conditionality of the partner MDB
applies, to stand-alone projects, the more the absence of conditionality is likely to influence the
dynamics between the AIIB and other MDBs. Unlike the IBRD, the AIIB has no graduation policy and
therefore attracts borrowers such as Oman that are not eligible for IBRD loans. Moreover, the AIIB
offers an alternative source of finance to countries such as Iran and Russia, which, for political
reasons, face difficulties in accessing IBRD or EBRD loans respectively, thereby helping to
consolidate China's ties with strategic partners like Iran and Russia.3
Despite the AIIB's geographic focus, it does exceptionally lend to non-regional members, if this is
consistent with its mandate and if the project 'substantially benefits' Asia. This leaves much room
for discretion and contrasts with other regional MDBs whose development finance is restricted to
regional member countries. The ceiling on investment in non-regional members as a share of total
approved bank financing is currently set at 15 %. As non-regional members meanwhile account for
about half of the total membership and are likely to surpass regional members at a certain point,
this threshold may change in the future.
The AIIB follows a three-stage lending strategy of partnering, leading and creating markets. After
having concluded memoranda of understanding with various traditional MDBs, co-financed
projects, including with the EBRD and the EIB, and approved several stand-alone projects, the next
step is to leverage private funds on the basis of the AIIB's AAA credit rating. A major move into this
direction was made in 2019 with the launch of an FI-managed Asia climate bond portfolio that aims
to develop the climate bond market for infrastructure in AIIB members, building on a novel climate
change assessment framework that differs from the AIIB environmental and social framework
applied to conventional infrastructure projects.

'Highest possible' environmental and social standards
The AIIB's 2016 environmental and social framework (ESF), updated in 2019, is key to gauging the
AIIB's approach to the environmental and social due diligence of projects as compared with its
peers, particularly the ADB and the IBRD. The drafting of the AIIB's ESF coincided with the revision
of the IBRD's ESF, which was aimed at harmonising the IBRD's policies with those of other MDBs. The
IBRD's 'new ESF' puts greater emphasis on efficiency in an effort to reassert the bank's position in a
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rapidly changing competitive environment of alternative sources of funding such as the AIIB and
the conglomerate of Chinese asset-heavy state-owned policy and commercial banks, which in the
last decade have outpaced traditional lenders like the IBRD in terms of their share in total global
lending volume. The IBRD's ESF review appears to have involved convergence of the old IBRD
safeguards towards the spirit of the emerging AIIB's ESF rather than vice versa. The IBRD's new ESF
has indeed been criticised by NGOs for abandoning stringent safeguards in favour of more flexible
and weaker standards, relegating human rights into an aspirational vision statement.
The AIIB's ESF is a significantly shorter version of the IBRD's 'new ESF'. The latter has 10 standards
(similar to those of the EBRD and the EIB), containing detailed guidance for instance on dam building
or pesticide use, while the AIIB's ESF has only three standards (1) environmental and social
assessment and management; 2) involuntary resettlement; 3) indigenous peoples, which mirror the
ADB's ESF); it also lacks detailed guidance and allows for ample discretion. AIIB projects are classified
in different risk categories depending on the environmental and social risks involved, which
determine the scope of the environmental and social impact assessment and whether borrowing
countries must provide resettlement and/or indigenous peoples' plans in addition to environmental
and social management plans. The AIIB's ESF contains an exclusion list, covering circumstances that
would prevent the AIIB from financing a project of whatever risk category. The list includes forced
evictions, child and forced labour, and also commercial logging in primary tropical forest, an
innovation compared with the ESFs of the AIIB's
peers. Contrary to EBRD and EIB practice, the AIIB Grievance redress mechanism
and the IBRD fail to align their labour standards with Like that of its peers, the AIIB's ESF requires borrowing
the core conventions of the International Labour countries to set up a grievance redress mechanism
for project-affected people, which on paper must be
Organization (ILO) through direct reference.
The IBRD's new ESF and the AIIB's ESF allow for the
flexible use of borrowing countries' systems for
project assessments and implementation. However,
both ESFs lack binding criteria for the equivalence
assessment of these systems. While the large IBRD
bureaucracy may be well-equipped to monitor
borrowing countries' compliance with standards,
the 'lean'-staffed AIIB is likely to be less able to deal
with the monitoring burden. NGOs have claimed
that for one AIIB/IBRD co-financed project in
Indonesia, the client's laws were ESF-inconsistent.

easily accessible and understandable, transparent,
gender-sensitive
and
culturally
appropriate.
Complainants must be protected from retaliation and
remain anonymous. However, field research and factfinding missions regarding AIIB projects in India and
China suggest that the scheme does not work as
intended. As regards the rights of indigenous
peoples affected by AIIB-financed projects, the ESF
mandates free, prior and informed consultation and
broad community support, but it mandates free, prior
and informed consent only if the client's law requires
it, unlike the ESFs of the ADB, the IBRD, and the IFC.

Although the AIIB's stated aim is to support its clients in evaluating potential impacts and prioritise
investments promoting greenhouse gas (GHG) emission-neutral and climate-resilient infrastructure,
the ESF allows clients to discard green options that help to meet nationally determined
contributions (NDCs) on grounds of being technically and financially unfeasible or not costeffective. The ESF's recurrent 'feasibility' caveats appear to be the expression of what President Jin
referred to in 2015 as 'the highest possible international standards'. At the AIIB's inception, critics
argued that the AIIB's cost-benefit analysis may lead to AIIB approvals of projects whose economic
gains substantially outweigh the environmental loss and that would not be approved by the IFC.
NGOs have criticised the AIIB's ESF for lacking detail and clear and mandatory implementation rules.
It is unclear against what benchmarks clients' environmental and social impact assessments and
mitigation measures are evaluated. Unlike the IFC's performance standards, the ESF does not
include GHG reporting requirements or project-related GHG emission thresholds. The AIIB lacks
provisions on climate finance with incentives for mitigation and adaptation activities and
investments. The AIIB's peers – ADB, EIB, EBRD and IBRD – made climate finance commitments of
20-40 % of their lending portfolios by 2020. AIIB figures are absent from a 2020 joint MDB climate
finance report. However, the AIIB's 2020 corporate strategy mentions a 50 % target of climate
finance for 2025. In the context of the review of the AIIB's ESF launched in 2020, NGOs called for it
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to strengthen the ESF and expand its scope to co-financed projects and projects outsourced to
financial intermediaries (FIs). The board of directors is set to decide on a revised ESF in April 2021.

Sector- and theme-based strategies: Visions and criticisms
As of January 2021, the AIIB had established strategies
for the energy, transport, water and digital
infrastructure sectors and sustainable cities.
The energy sector strategy appears to be a difficult
compromise between the bank's ambitious green
rhetoric and AIIB members' economic constraints or
national endowment with, or preference for, natural
resources (such as coal), although new trends are
emerging. As a result, the AIIB is committed to helping
its clients achieve their climate change targets under
the 2015 Paris Agreement, but remains flexible to
finance not only renewable energy projects but also
those geared towards energy efficiency, rehabilitation
and upgrading of existing plants, and transmission
and distribution networks, including gas-fired power
generation and even carbon-efficient oil- and coalfired power plants. While the AIIB almost entirely rules
out financing of nuclear power plants, it commits
neither to prioritising only GHG emission neutral
projects nor to reaching a binding specific renewable
energy target as a share of all AIIB-approved projects.
NGOs deplore the absence in the strategy of clear and
verifiable investment criteria to ensure alignment with
the goals of the Paris Agreement.
The transport sector strategy defines the focus of its
funding interest as being 'economically viable trunk
and strategic infrastructure projects (…) that play a
key role in promoting trade and economic growth,
[including] cross-border connectivity, (...) transport
integration (...) and upgrading of existing
infrastructure'. The language of the strategy makes it
plain that the assurance of economic return and
financial viability are the key criteria for project
selection and design, while environmental and social
sustainability is of minor importance, since the bank
commits to only 'promote' it. NGOs have therefore
argued that the strategy 'supports infrastructure for
the sake of infrastructure, thus not connecting it to
well assessed societal good, but simply serving those
who benefit from large infrastructure development'.
Moreover, the AIIB acknowledges major uncertainties
and lack of expertise. The bank states that it 'will
encourage its road project sponsors to incorporate
green considerations and technologies (e.g. reuse of
existing materials, vehicle fuel efficiency and switch to
electric vehicles)' and that it still needs to 'learn from
other MDBs and partners about their experience in

Sustainable cities strategy
The sustainable cities strategy takes into account
the trend of Asia's growing urbanisation in the
decades to come and the rising infrastructure needs
of Asian cities. The AIIB aims to focus on enhancing
urban mobility, improving basic infrastructure in
cities and promoting integrated development, e.g.
slum upgrades or new city development. The
strategy expresses the bank's ambition to be ahead
of future developments and to foster innovative
partnerships, such as with local governments for
sustainability, (ICLEI) as well as innovative green
financing instruments. NGOs, however, argue that
despite referring to the Paris Agreement, the
strategy lacks the necessary alignment criteria and
tools to be transparently and efficiently aligned with
the Paris Agreement's goals. The AIIB's first slum
upgrade project, in Indonesia, co-financed with the
IBRD, drew harsh NGO criticism in 2017, which the
bank's 2020 implementation fiche recognises in
terms of quantity (16 560 complaints) but not

Water sector strategy
In May 2020, the AIIB adopted a water sector strategy
which places an investment focus on water services,
resource management and resilience. It is built on
four principles: promoting [client-driven] sustainable
infrastructure; boosting integrated resource
management; mobilising private capital and
efficiencies; and adopting innovative technology.
NGOs have criticised the bank's insufficient expertise
in the field, the absence of water project sub-sectors,
the lack of consideration for participation of local
communities affected by water projects, and the
focus on the private sector and economic
performance. By the end of 2020, the AIIB had cofinanced nine water projects and funded two standalone sewerage and sanitation projects on its own.

Digital infrastructure strategy
The AIIB adopted its digital infrastructure strategy
in June 2020 following a public consultation on a
draft version, published in January 2020. The bank is
keen to become a leader in digital infrastructure
financing, an area that on average accounts for only
1 % of total MDB commitments. It is seeking to
diversify its portfolio by narrowing the growing
funding gap of the chiefly private sector-financed
digitalisation, – intentionally or not – at least
indirectly supporting China's Digital Silk Road and
leading Chinese IT operators and 5G suppliers.
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greening transport'. The strategy mentions the importance of promoting 'gender sensitivity' and
'accessibility for the benefit of various segments of society' in transport sector projects, but only
'where opportunities exist'.
Overall, the AIIB's remit and its strategies mirror the Chinese approach to economic development
with a large focus on infrastructure construction, where Chinese SOEs have acquired a huge
comparative advantage over their foreign competitors. AIIB projects thus are huge opportunities for
Chinese SOEs, notably as the bank allows lending to SOEs and considers SOEs to be private entities
for public procurement purposes, thus providing space for the Chinese state-led economy to benefit
from 'liberal' AIIB rules that may indirectly serve to ensure access to procurement markets that are
otherwise closed. Moreover, the strategies suggest a highly cost-effective cherry-picking approach
relying on access to expertise from traditional MDBs and on outsourcing of responsibility to FIs.

How green is the AIIB's lending portfolio?
By December 2020, the AIIB had approved
Figure 5 – Geographical and sector distribution of AIIB
loans worth US$22.03 billion covering 108
projects as of December 2020
projects in 28 of the 83 endorsed AIIB
member countries (see Figure 5). India was
the largest beneficiary of AIIB lending in
terms of both projects (20) and value
(US$5 billion). This is noteworthy, since India
is China's foremost regional rival, and refused
to participate in China's BRI. India is also the
AIIB member with the largest number of
project proposals by far. Turkey and
Indonesia rank second and third in terms of
total project value, while Bangladesh has
more adopted projects with a lower total
value. Owing to the Covid-19 pandemic, in
2020 three new sectors − economic
resilience (12), public health (8) and financial
liquidity (7) − accounted for 60 % of the
45 AIIB-financed projects. This changed the
sector distribution of 2020 projects
dramatically to the detriment of energy (3)
and transport infrastructure projects (5). By
the end of 2019, accumulated non-renewable
Data source: AIIB information on approved projects.
energy projects, notably transmission and
distribution networks for fossil energies, accounted for the largest share of all projects. Renewable
energies excluding FI projects did not represent even one third of all energy projects. This was
mainly due to few such projects being proposed by AIIB members for lack of incentives, although
the AIIB had itself suggested creating such incentives. While 2020 may mark a policy shift towards
more renewable energy projects, since two in three 2020 energy projects concerned renewables,
transport projects in 2020 continued to be focused on road construction. The year 2020 also saw
fewer FI projects, which by the end of 2019 had represented the second largest sector before the
transport sub-sector road construction which dwarfed the sub-sector rail, bus and port projects. The
low number of water projects has remained quite constant.

How does the AIIB compare to the New Development Bank?
The India-initiated NDB is built on a borrower-led MDB model, while the AIIB is a mixture of that
model and some elements of the traditional creditor-led MDB model. This suggests that China is
flexible to experiment with different alternatives to Western-led MDBs. The NDB's membership is
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open to all UN members, but the tight voting power thresholds for individual non-founding
members (7 %) and the non-borrowing member group (20 %) have led to NDB membership
remaining limited to the bank's five founding members acting mutually as borrowers and lenders.
The AIIB, by contrast, has opened its membership to developed countries as lenders. NDB members
have equal shareholdings and voting power, thus no member has a veto power, while the AIIB's
differentiated shareholdings allow China veto power on major issues.
Like the AIIB, the NDB believes that a lean
governance structure serves to promote a
streamlined decision-making process. The bank
operates with a non-resident board of directors to
reduce administrative costs and help the board
focus on high-level policy issues and complex
projects rather than on routine day-to-day
operations. This could become an innovative
model. Unlike the AIIB, the NDB has no AAA credit
rating and thus has more limited access to global
capital markets. NDB loans may be denominated in
members' local currency, while so far AIIB projects
have been denominated in US dollars. Since, unlike
the AIIB, the NDB does not co-finance projects with
other MDBs, it boosts the use of country systems
more radically. The NDB's main partners are
national authorities and banks as intermediaries
with the final recipients of the funding. The AIIB, by
contrast, works with other MDBs, direct borrowers
and FIs. The NDB decided to set up regional offices,
the AIIB does not have such plans as yet.

Some take-aways

Is the AIIB a tool to promote the BRI?
AIIB president Jin Liqun has compared the AIIB and
the BRI to 'two engines of an aircraft'. Given BRI's
large scope and initially overlapping focus on Asia
and infrastructure construction, many AIIB projects
are inevitably located in BRI corridors. However, this
initial narrative has given way to one separating the
two initiatives since, first, India refused to join the BRI
and has engaged with other players on alternatives
to the BRI, while being an AIIB member. Second, the
backlash China has faced on account of its 'debt trap
diplomacy' linked to unsustainable BRI loans made it
advisable to cultivate the AIIB as a multilateral source
of finance independent of the BRI so as to win back
some of China's lost soft power credentials. China's
policy banks and special funds (e.g. the Silk Road
Fund and sovereign wealth fund) still dwarf the
AIIB's lending volume for BRI projects (estimated at
2.3 % for 2018) in scale and global reach, although it
dropped in 2019 and again in 2020 (down 54 % from
2019). The Chinese government has continued its
efforts to co-opt other MDBs. A case in point is the
initiative to set up a multilateral cooperation centre
for development finance (MCDF) to establish
multilateral connectivity rules.

On the surface, it may appear that the AIIB has not
proved as much of a game-changer as initially feared. The AIIB has drawn on the expertise of other
MDBs by co-financing projects, including with the EIB and EBRD, and by using their analyses and
standards. This has allowed the bank to remain 'lean' and 'clean' and largely to escape responsibility
for negative outcomes. However, the AIIB has embraced other MDBs' best practices only selectively,
to cater to Western sensitivities and to boost its international reputation. The more the AIIB shifts to
stand-alone projects, the more it may become an alternative to traditional MDBs, notably after its
pandemic-induced expansion into new sectors. Given the ample flexibility embedded in the AIIB's
charter and strategies that reflect Asian preferences for a gradualist, incremental approach and that
have allowed the bank to respond quickly to Covid-19-related health and economic emergency
needs, the AIIB offers its dominant shareholder, China, a flexible platform to expand its economic
diplomacy on an almost global scale.

The AIIB's normative framework inspired by China's strong focus on economic development to the
detriment of other aspects of human development adds up to rather than dilutes the global impact
of Chinese policy and commercial banks that do not follow many of AIIB-endorsed standards. It also
increases China's growing normative power inside traditional MDBs (China became an EBRD
member in 2016). The AIIB's 'lean' innovations have put competitive pressure on other MDBs.
Reportedly, this has prompted the ADB to slash its approval cycles by half. The ADB and the IBRD
have ratcheted up their capital resources and have adjusted their lending practices to remain
relevant. The AIIB's competitive effects have mostly been felt by the ADB and the IBRD, since the EIB
and the EBRD have low Asia commitments (€1.5 of €55.6 billion and €2.0 of €9.5 billion in 2018).
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The AIIB's catchy 'lean, clean and green' slogan has
raised huge expectations. However, the bank has not
become a leader in setting green standards. While it
has increased its share of renewable energy projects
in its portfolio, it has achieved this to a large extent
through FI-managed on-lending facilities and funds,
entailing a risky trade-off between raising private
funds for green infrastructure and the likelihood of
losing control over the outsourced application and
implementation of safeguards to sub-projects, which
are not disclosed by the AIIB. The AIIB's ESF under
revision states that the bank 'undertakes selective
supervision and monitoring of high-risk FI subprojects'. NGOs argue that the bank may not have
learnt the lessons from previous mistakes made by its
peers. In line with shifting positions in China on coalfired power plants, in 2020 AIIB president Jin Liqun
pledged to exclude such projects from funding.

FURTHER READING

European Parliament position
A 2015 resolution on EU-China relations stated that
the AIIB is an opportunity for China to engage as a
responsible actor in the multilateral order. It
considered it of vital importance that the European
contribution to the AIIB ensure transparent
procedures for the assessment of loans; clear
standards relating to good governance, social
responsibility and the protection of the environment;
and a sustainable debt burden for borrowing
countries. A 2017 resolution on the annual report on
the EIB's financial activities noted 'with concern that
so far the AIIB's governance structures do not foresee
adequate involvement of shareholders in project
financing decisions, and that the publicly available
project documentation lacks any detail on the
fulfilment of the environmental and social measures
that the AIIB requires from its lenders'. In 2019, the EU
position on the AIIB was the subject of a
parliamentary question.
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ENDNOTES
1

For an update on weaknesses of infrastructure construction inside the EU, see the EIB 2019/2020 investment report.

2

In 2017, approvals took the ADB 32.9 months and 15.2 months on average for sovereign and non-sovereign operations
and the IBRD 25.4 months for sovereign operations from concept note to first disbursement; both operations took the
EBRD 9.1 months and the EIB 19.4 months. Multilateral development banks' final report on value for money, p. 18.

3

Wang has shown that less democratic countries, countries with neighbours in the AIIB, members of the Shanghai
Cooperation Organisation and under-represented ADB members are more likely to join the AIIB than others: see
Y. Wang, 'The political economy of joining the AIIB', The Chinese Journal of International Politics, Vol. 11(2), 2018, pp. 105130.
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