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Editors’ Foreword:
We Are Looking East
The present publication marks the first period of our activity as a think-tank
specialized in international affairs along the Silk Road. It consists of seven reports – a
selection of the best contributions of our experts from the past year – that deal with
pressing issues of the moment, but which will – undoubtedly – shape the strategic
environment in 2018. These are the problems of today, but the roots of tomorrow’s
challenges.
Therefore, let us first share with you a few words about our project. DAVA |
Strategic Analysis is not just another geopolitical think-tank. Our platform is rather
designed to offer insight in nowadays’ most turbulent international affairs from
multiple angles: strategic, geoeconomic, political, cultural and religious. It is an
integrated vision upon the crises that rage across Eurasia. And upon tensions that are
accumulating in this part of the world. From the Pacific to the Mediterranean and from
the East China Sea to the Black Sea, we are watching closely. From China to the
Balkans, through Central Asia and the Middle East, we follow the troubled paths of the
new Silk Road(s).
Our team of analysts gathers expertise both from the academic scene and from
actual practitioners involved ‘on the ground’ in managing the never-ending roadblocks
that occur in the region. Located across three continents (Europe, Asia and North
America) and deeply focused on strategic research, conducting advisory work or
simply doing business, our Experts are best suited to understand the complex
phenomena that shape the emerging challenges.
Using a profound understanding of the post-Communist world, of Balkan
atomization, of Middle Eastern generalized civil strife or Sino-Asian transformative
visions for the world order, the DAVA reports depict the manner in which cultural and
structural coordinates influence the evolution of geopolitical dynamics.
We do not write to simply ‘inform’, but to offer alternative perspectives for
curious readers, to aid diplomats and advisers, to set in motion new dilemmas for
researchers and to help investors or businessmen make a clear image of an area packed
not only with security challenges, but also with economic opportunities.
And, thus, we are looking East.

___________________________________________________________________________

Horia Ciurtin
Ion Josan
Bucharest & Almaty
6th January 2018
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Along the Silk Road:
Russia, Turkey and the New (Chinese) Hegemon
Horia Ciurtin
DAVA Analytic Brief No. 1, August 2017

An Uncomfortable Journey: Russian-Turkish Dynamics in Central Asia
The traditional dynamic of Russia and Turkey has been one of adversity. All
elements put into place could – and did – only lead to a series of interminable wars
over mastering the Pontic steppes, then the Black Sea, the Balkans and the straits.
Religious, cultural and spatial arrangements were prone to generate conflict between
the two regional powers. Both imagined a wide Eurasian destiny for themselves,
engulfing the Balkans, the Middle East and – not last – Central Asia. While the First
World War might have led to the collapse of their imperial structures, it did not
obliterate their geopolitical inclinations or strategic necessities. It just put them on
halt.
However, (Soviet) Russia and (Kemalist) Turkey gradually regained their status
on the world scene, allowing them to silently compete for influence in the common
neighborhood. Under Turgut Özal, at the end of the ‘80s, Turkey advanced a more
assertive foreign policy, doubled by its own version of strategic soft-power – panTurkism – meant to appeal the Caspian and Central Asian communities on the basis
of cultural and ethnic ties. After the fall of the Soviet Union and the advent of
independent Turkic republics, the Eurasian chess-board was once again ripe for a
‘great game’.
Pushing the trade-and-investment card in Azerbaijan, Kazakhstan, Uzbekistan
and Turkmenistan, Ankara managed to gain a foothold – precarious as it might have
been – in Russia’s strategic hinterland. Without many mercantile instruments
available in that period, Kremlin grudgingly admitted the new status quo, but
maintained a close eye on the security relations in the region. And it drew its red line
there. Not to be passed.
As soon as it recovered its economic impetus under president Putin, gaining
access to additional funds to be used in Central Asia, Russia was back in the game. And
it started a carrot-and-stick offensive, following Turkey’s disillusion with Turanic
fraternity and poor (political) returns on its investments. In less than a decade,
Moscow was back in the pole position. The rearrangement of power structures in the
region ended in a loose stalemate. Turkey and Russia allowed each other to maintain
a relative influence in their shared area of interest, while boosting their reciprocal
bilateral ties. It was not really a Yalta-style partition of Central Asia, but it tended to
be a silent – and deferent – acknowledgment of each other’s legitimate ‘presence’ in
the area.
But they were no longer alone …
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A Silent Displacement: China’s Central Asian Quest
However, Central Asia was no longer an isolated playground for postmodern reenactments of 19th century great games. The present era no longer presented a mere
binary choice. Other actors got involved. Richer and more efficient in economic
statecraft. The European Union’s long-reaching economic might, the United States’
(limited) hard-power projections, China’s charm-and-money offensive reached
Central Asia and transformed not only its internal dynamics, but also the manner in
which it integrates in the larger global network. With the advent of such actors, a
Turkish-Russian condominium was mere wishful thinking.
Especially the rise of China had been more than problematic for both. It soon
gained the economic upper hand throughout the region. The gas and oil flows were
curbed towards the East. And Central Asian states no longer depended on Russian
infrastructure for distribution. Direct pipelines to Kazakhstan and Turkmenistan
emerged and refineries in Tajikistan and Kyrgyzstan were built (or are in the process
of becoming operational). Chinese consumer goods also conquered the Central Asian
Markets, gradually pushing Turkey out of the game, as it previously happened with
Ankara’s presence in the construction sector.

Figure 1 - Exports of Uzbekistan [source: The Observatory of Economic Complexity]

All the more challenging – on the long-term – for these two actors is the Beltand-Road Initiative proposed by Beijing. Apparently a ‘business only’ project, the BRI
is bound to alter the entire dynamic of Central Asia and the Middle East, transforming
the polities along the road and offering them new mercantile possibilities. Facing such
a grand vision (with so much capital behind), Turkey and Russia fear to be left aside
or be made irrelevant in the geoeconomic calculations of local actors. They may be
confined to a security or cultural relationship, but – otherwise – lose their traditional
influence within the region.
As always, power comes with great costs. And only China has the available funds
to project it on a grand scale in Central Asia. Of course, it also faces consistent threats
(of the security and political type), but its steady flows of cash can soften down
asperities along the way. Moreover, its ‘no strings attached’ stance is not perceived as
a challenge by local strongmen searching to maintain their grasp on power. In this
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sense – as it was recently shown during the tensions between Afghanistan and Pakistan
– China can put forward its own regional leadership and successfully ‘convince’ quasibelligerent parties to back down their conflictual rhetoric.

Figure 2 - Chinese Investments & Contracts in West Asia (2007 - 2017) [source: China Global Investment Tracker]

Without any doubt, the Belt-and-Road vision shall operate a definitive
displacement of hegemons in the area. During its implementation all the state (and
non-state) actors along the route shall need to readjust their allegiances. Not only
Turkey and Russia shall find it difficult to maintain their influence unscathed, but also
other powers such as Iran or the European Union, while the United States shall almost
completely be barred from access within Central Asia (except for its – now – modest
foothold in Afghanistan).
It Takes Three (or More) to Tango: Russia and Turkey within the BRI
However, the Belt-and-Road Initiative also presents Russia and Turkey with
new opportunities. Unlike the European Union – whose companies operate under
much stricter regulations which do not allow home-states to offer them full support –
Ankara and Moscow can extensively take part – through state-owned or partyaffiliated companies – in the large development projects, supplementing the
insufficient Chinese input. In other words, there is a possibility to increase influence
in the area by using Chinese funds.
And that is the reason why neither Russia, nor Turkey may really afford to stand
outside the Belt-and-Road Initiative. Or to oppose it. Undermining such a project
politically would do little in actually stopping Beijing’s mercantile march towards the
West. It would only result in antagonizing the world’s second economy and in sending
the Central Asian states the wrong type of message. That of captivity.
Therefore, the best place for Russia and Turkey is within BRI. They have the
chance to be China’s partner inside the loose boundaries of this project, while
benefiting from all its financial opportunities. Just like it happened in the case of the
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Shanghai Cooperation Organization – where Russia felt itself steadily sidelined by
Beijing’s impetus – a proper way forward might be to attract other regional powers
within BRI and work together with them in its framework.
For this reason, Russia might wish Turkey to be a very active player in Central
Asia, opening up some closed doors for it in the Turkic oikoumene. In such an
endeavor, they might also co-opt Iran – which has steady relations with Russia and
decent ones with Turkey – in their ‘friendly’ balancing act. The purpose of having more
regional powers as active players (and not mere passive recipients of Chinese capital)
in the BRI, is not to impede the project, but rather to gain some (collective) leverage
and bargaining power when it comes to the allocation of resources. Not to be entirely
left at the whim of Beijing’s generosity.
In the end, both Russia and Turkey have to accommodate China’s implacable
rise in Central Asia and the Middle East. They cannot truly oppose it or block it. What
they can do, however, is to make sure that such a build-up does not result in an
exclusive hegemony, but into one that allows the distribution of power within the
region. And for this purpose, the open-ended nature of the Belt-and-Road Initiative is
well fit.
With the Belt-and-Road Initiative China does not ‘lie low’ any longer – as Deng
Xiaoping once recommended – but it is keen to maintain all the parties interested. It
sees its advent as a benevolent power in win-win terms, assured that it gets the upper
hand. Nonetheless, the first step upon this new Silk Road passes through Central Asia
and it needs all the help it can get in securing the area. And Russia, Turkey (perhaps
even Iran) are the only partners at hand. Indispensable as they are, there is no other
route to Europe.
On its long march westwards, China cannot travel alone.
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The Limits of Iran’s Economic Growth after the JCPOA
Ion Josan
DAVA Mercantile Digest No. 1, August 2017

Introduction
During the first term of President Hassan Rouhani, Iran has struggled to
improve its severed ties with the world. Understanding the huge shortcomings of being
isolated from the global markets, Iran has tried to work on an agreement with the West.
The efforts made in this direction by President Rouhani and his Foreign Minister,
Javad Zarif, were met with willingness to compromise by the US and the EU.
The signing of the JCPOA is seen as a huge success by the Rouhani cabinet who
tries to reinvigorate a struggling economy. Even though after the election of President
Trump the JCPOA was heavily put into question, the EU has given strong signs that it
will stick to the agreement. The participation of Frederica Mogherini in the ceremony
of inauguration of President Rouhani is a clear sign that the EU is open to cooperate
with Iran. European countries have new trade (and investment) agreements with Iran
and European tourists now visit Iran in great numbers.
Overall, Iran is in a favorable situation and it has to make the most of it.
However, there are also some challenges that Iran has to address. The structure of the
Iranian economy is complicated and inadequate for a steady and healthy growth. This
puts a lot of pressure on the Iranian society, especially on the young who want a more
substantial change in the county.
In this paper, I will try to analyze the basic factors that can prevent an
accelerated development of the Iranian economy after the JCPOA agreement.
The Banking System
One of the biggest problems in establishing a favorable environment for foreign
investments is the banking system. Iranian banks have failed for a long period to adopt
international standards. Even today the process of complying with the international
system is slow-paced. Nevertheless, the Central Bank of Iran has made it mandatory
for all Iranian banks to adopt an international accounting system based on the
International Financial Reporting Standards (IFRS). This measure has had a huge
impact on changing the old habits of a system accustomed with “creative accounting”
that allowed them to cover up losses and non-performing loans. The Iranian bankers
have now to face reality and become more efficient and transparent.
Another major shortcoming of the Iranian banking system was the failure to
fully adopt the international standards of anti-money laundering and combating the
financing of terrorism (AML/CFT) regulations. In June 2016, the Financial Action
Task Force (FATF) welcomed Iran’s high-level political commitment to address its
AML/CFT deficiencies. The FATF is monitoring progress in the implementation of the

9

Action Plan. These measures are highly important for creating a credible and
predictable environment for investments.
Unlicensed credit institutions are also creating an unpredictable banking
system. Often affiliated with figures of the state (mostly with the IRGC), these
institutions circumvent the Iranian banking laws, being an unfair competitors for the
official banks. The Iranian economist Mousa Ghaninejad believes that they “are
disrupting the whole financial sector as banks feel obliged to raise their interest rates
on deposits to compete with these institutions, which mean their profits go down and
have to borrow more from the central bank.” These aspects make many experts believe
that without a profound reform of the system a banking crisis is looming in Iran.
Rouhani will have to tackle all these sensitive issues in his new term. If he
prevails, he will give the Iranian economy the chance to better integrate into the world
market. This will allow Iran to access more easily foreign investments that are so
needed in an economy that lacks credit. So far, no leading international bank is ready
to deal with any Iran-related businesses, but Rouhani seems committed to change this
reality.
The ‘Private’ Sector
During the last 10 years the Iranian state (driven by circumstantial challenges),
transferred an important part of its ownership to companies of a would-be private
sector. In fact, the state transferred huge parts of its ownership to pseudo-private
businesses who thrived because of state protection.
It is hard to evaluate the exact numbers of these companies, but it is clear that
they represent a huge part of the Iranian economy. The transfer of shares towards this
pseudo-private sector was made with the blessing of the Supreme Leader; in 2006 he
stated that 80 percent of the public sector should be privatized. As a result, refineries,
banks, petrochemical, steel, aluminum, shipping, telecommunications and insurance
companies were “privatized”. The biggest deal was the sale of the state telecom
company in 2009, when a consortium believed to be affiliated to the Revolutionary
Guards bought a 50 percent plus one share stake for $7.8bn.
We might think that these pseudo-private institutions are all linked to the
Revolutionary Guards or the Bonyads. According to Kevan Harris the “bonyads and
the IRGC have a burgeoning presence in the economy” but the roles of other
institutions, such as large pension funds belonging to Iran’s “non-governmental”
sector, are equally important. Beside this we also have to mention the Setad, that is a
foundation created by Imam Khomeini in order to manage and sell properties
abandoned in the chaotic years after the 1979 Islamic Revolution. In time, this
institution (led by the Supreme Leader) became one of the most important
organizations in Iran. According to Reuters, Setad's holdings of real estate, corporate
stakes and other assets total around $95 billion.
In an economy dominated by such pseudo-private companies, it is hard for the
state to be an impartial player. People involved in politics will always try to gain
privileges from the state for companies that are closer to their circle of interests.
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According to the Iranian Financial Tribune, about 60% of Iran’s economy does
not pay taxes, including 40% that are exempted from tax and 20% that evade tax
payment, so that tax evasion is estimated at 300 trillion rials ($7.7 billion) annually.
These figures should be alarming for the Rouhani cabinet. As long as the subterranean
economy remains so powerful, huge amounts of money that could be invested in
education, health or infrastructure remain out of reach. The Iranian economic system
is obscure even for many Iranians. The intricate networks of ownership and the
preferential rules they sometimes enjoy make any foreign investment endeavor in Iran
risky.
Reuters reports that from nearly 110 agreements worth at least $80 billion that
have been struck since the JCPOA agreement in July 2015, 90 have been with
companies owned or controlled by Iranian state entities. As I have shown here, this is
not surprising at all. The most lucrative businesses in Iran have direct or indirect ties
with the state. You do not have big private companies (100% private) with whom to
make huge deals. After the signing of the JCPOA, most of the foreign companies ready
to invest in Iran were economic giants able to negotiate directly with the state.
Youth Unemployment
Unemployment is one of the key issues in Iran with 27 percent of the youth
struggling to find a job. Iran is a young nation, with 35 percent of its population
between the ages of 15 and 29, one of the highest shares in the world. In fact, besides
being the most active group of the society, the youth also has the numbers to make a
difference in the elections.
The economy has to create more opportunities for them. In this moment, the
Iranian state is creating a limited amount of new jobs. Still having a huge part of the
economy dependent on petroleum and gas, Iran has to become more inventive in
developing other economical braches.
During the sanctions period, a joint venture between the South African telecom
company MTN and the Germany-based company Rocket Internet has been launching
startups in Iran, setting up Iranian versions of eBay (Mozando), Amazon (Bamilo), and
even Uber (Taxi Yaab). The diversity of the startup companies has since steadily
increased so that companies such as Takhfifahn (local version of Groupon), Digikala,
(Iranian version of Amazon), ZarinPal, (the equivalent of Paypal) and Zoraq (Iranian
Expedia) have spread. Nevertheless, it has to be seen how much of the youth can be
employed by such companies. The startup industry has to rely on a minority of highly
skilled youngsters in a period when Iran is facing a severe brain drain. In these
conditions, the development of these startups might not have a huge impact on
employment at all.
One solution to adjust youth unemployment might come from the car industry,
where over 700,000 people are working. Companies such as Peugeot, Renault and
Citroën are building cars in Iran. One of the problems of this industry is low standards
of quality, but this issue might be improved by employing young engineering students
eager to make a difference. Nevertheless, for this to happen, the mentality of the
employer has to change so that it accepts innovative ideas more easily.
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A huge challenge will also be to improve the numbers for women unemployment
(44%). Local culture generally sees women in the role of mother, not that of a careerdriven person. However, in recent years things have changed. Population growth in
Iran has drastically dropped, reaching 1.24%, and the divorce rate has exceeded 20
percent. More Iranian women today are single and childless so they have to rely more
on themselves than on their family.
However, some see in the recent fertility decline in Iran an excellent opportunity
for a more equilibrated society and a permanent transition to an economic system that
rewards human capital. As the pressure of demographic growth decreases, the state
can invest the oil revenues in education and increase the value of its human capital.
Conclusions
I have tried to analyze here in a very concise manner some of the most basic
factors that can have a negative impact on the growth of the Iranian economy. The
topic discussed is without doubt a complex phenomenon that requires a nuanced and
detailed study. Nevertheless, in some cases a sketchier approach is needed to have a
short overview of the problem.
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The Kurdish Conundrum
Răzvan Luca

DAVA Analytic Brief No. 2, August 2017

A month from now – on 25th September – the Kurdish Regional Government is
scheduled to hold a referendum on whether to pursue independence from the Iraqi
federal government. It is by no means surprising, having been a constant topic of
discussion within the Kurdish community ever since the signing of the Treaty of
Sévres. This long overdue moment has been hailed as a victory by what is commonly
known as the largest ethnic group without a country in the world – the Kurds. Their
struggle to achieve statehood may seem odd in an age when nation states are regarded
as obsolete, but the opportunity that arose with the disintegration of the Iraqi state and
army in the heyday of the ISIS expansion could not be overlooked.
In the Shadow of the Caliphate
The rise of the Islamic State has brought dismay in many western cabinets,
where people came to realize that they failed to fully apprehend the true nature of the
‘Arab Spring’ and its potential consequences, save for what corresponded to their
preconceived ideas. As it turned out, popular disaffection with the autocratic rulers
was not necessarily spirited by a longing for freedom and tolerance.
Decision makers in Washington sought for a local political actor behind which
they could throw much of their weight without the risks of affiliating themselves with
religious fundamentalists or with corrupt figures from governments that have already
delegitimized themselves in front of the people and the international community.
Seeking to avoid any long term commitment that would involve ground troops to
combat both the reactionary regimes of contested autocrats and the growing threat of
a nascent Islamic rogue state that constituted itself in complete juxtaposition to
modern principles of government, strategists of the Coalition have found common
ground with the Kurds, both in Syria and in Iraq.
For one, they seemed to represent the only viable proxy and panacea to the
Islamic caliphate, with their less then rigid attitude towards religion and acceptance of
women. Having fought wars in the past, they were also the most efficient against any
designated enemy. Nevertheless, something was hindering the external partner from
wholeheartedly backing the Kurds. The devil was in the details. And reading the fine
print of the agreement between western powers and the Kurds showed that it entailed
emancipation, redrawing of borders and – more or less – a general shaking of the
international agreements in place, shattered as they were.
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The Conundrum
As chaos became the regular dynamic of the region, Masoud Barzani, the
president of the Kurdish Democratic Party declared: ‘The time has come to decide our
fate, and we should not wait for other people to decide it for us.’ Striving for statehood
has been an age-old dream of the Kurdish people, but the political context has never
been timely, with strong regimes opposing such endeavors.
A pattern of ambivalence characterized relations between established states and
their Kurdish minority. It was common occurrence to see governments that would
internally persecute and purge them, under the pretense of colluding with foreign
agents, while at the same time using Kurdish minority groups living outside one’s
borders as proxies in their foreign policy strategy. It happened during the Iran-Iraq
war, it also happened during the Turkish-Syrian spat of the early ‘80s, when Hafez alAssad granted asylum and safe havens to PKK and Abdullah Öcalan in response to
Turkey’s plans to build a series of dams on the Tigris and Euphrates that would have
seriously limited Syria’s access to water.
The volatility of this situation and the general feeling of inferiority that
accompanies their status as it has been ascribed to them – that of efficient tools for
destabilization – has made them yearn for administrative and territorial selfdetermination. The prior and short lived Republic of Mahabad, established in 1946 in
Iran with Soviet support has galvanized Kurdish ideals for independence. It also
highlighted their dependence on an external hegemon to act as a guarantor, bypassing
the constraints of Middle Eastern politics.
It is at this point that the American strategy for the Levant has stumbled, in
trying to find the working formula for empowering the Kurds without creating the risks
of them escaping the Iraqi state. Washington’s clout and influence over the postSaddam governments is the one that made it possible for Kurds to acquire autonomy,
as a means of offering them the best possible option save for total independence in
return for their cooperation during the invasion. The Americans have been clear
though that they would not support Kurdish secession, sometimes showing more
commitment for the ‘One Iraq’ policy than the actual leaders of Iraq.
There are telling signs, though, that the Kurds do not employ vain rhetoric. In
the aftermath of the fall of Mosul, when it was clear that the Islamic State had the
intention to continue its advance, Maliki agreed with Kurdish representatives to let the
Peshmerga forces take over Kirkuk before ISIS could. The symbolic value of this
achievement is hard to assess, since Kirkuk, despite being afflicted by Saddam’s AlAnfal campaign to purge and reshape the demography of the country, has remained
part of the Kurdish Lebensraum. It also has considerable pecuniary value, which is
quantifiable and thus easier to measure than the former.
The oilfields outside Kirkuk have since been contested by the KRG and the Iraqi
government, but also by the different competing parties within the Kurdish
community, which leads us to the following question: could Kurdish independence be
a unitary phenomenon throughout the region, or chances are that each party would
search its own autonomy in relation to a given central government, using national self-

14

determination as a pretext for entrenching family-based power in the internal
competition of the Kurdish community?
Conclusions
The Kurdish people have embodied a paradox which in part unites them deeply
and in part divides them. It is their long shared memory of persecution at the hands of
multiple regimes that emboldened them to search for a state of their own, with
complete administrative and political autonomy. However, the hypothesis of who will
rule this potential polity was always a source of quarrels and strife, which by no stretch
of imagination would subside in the day after the referendum, assuming it will pass
with a vote in favor of independence – and assuming that regional and global power
brokers will not pile on pressure for its total dismissal.
Foreseeing this potential gridlock, Abdullah Öcalan proposed a form of
‘democratic confederalism’, a leftist libertarian concept that parts ways with the
nation-state, in condemnation of it. Öcalan’s precepts seem to render the states useless
rather than to ashes, but it shows a propensity to work only in places abandoned by
centralized power, which is not common place in the Middle Eastern history.
Regardless of the path they choose to follow, be it that of a nation-state,
promoted in Erbil and Sulaymaniyah, or that of a ‘democracy without a state’ of
Öcalan, there are signs of anxious anticipation in global partners that understand the
ripeness of the situation and how inviting this is for Kurds far and wide to take
advantage of.
Will the imminent defeat of ISIS shorten the grace period and tolerance that
western states have shown to Kurdish rhetoric of secessionist adventurism? And how
will states in the region act with regards to Kurds in Iraq gaining additional autonomy,
if not total independence? Such a precedent will surely have a strong impact on Turkey,
which has recently asked for the referendum to be suspended. Nevertheless, as fate
does seem to favor the bold, when better to be bold then in the chaos that has
exceedingly subsided most of the opposing forces to your petitions of independence?
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The European Union’s Perennial Turkish Dilemma
Bogdan Mureșan
DAVA Analytic Brief No. 4, September 2017

Given their geopolitical position and economic interdependence, in all
likelihood, Turkey and the European Union (still) have much to offer each other. Going
back from the establishment of the modern republic on the ruins of the former
Ottoman Empire, throughout the long Cold War years, and then in the post-9/11 era,
Turkey’s officially stated position in the liberal world order has been that of an aspiring
Western power and European partner, with Islamic characteristics. Among others,
Turkey joined the Council of Europe in 1949, became a member of the North-Atlantic
Alliance in 1952 and applied for EU (then European Economic Community) accession
in 1987, making it the bloc’s longest-standing application.
Ankara, officially a candidate country since 1999, still considers the accession
talks (opened in 2005) as the backbone of its relations with the European community,
and its membership bid has been hailed as a quintessential anchor on its way to
becoming a more mature and liberal democracy, with a more inclusive society and a
more representative central government. The ruling Justice and Development Party
(AKP), which has been in power ever since 2003, once praised the European
Commission’s formal invitation to join the exclusive club of democracies as a
validation of its self-described Muslim Democrat worldview. But recently, after years
of broken promises, missed opportunities and frustration, Turkish President and AKP
leader Recep Tayyip Erdogan, whose increasingly authoritarian policies after last
year’s coup attempt, culminating with the April referendum, have alienated most
Western allies, has urged the EU to make up its mind on Turkey’s membership.
His request came as a reaction of the European Parliament’s newest resolution
– symbolic and non-binding – calling for the suspension of accession talks between
the two sides, against the backdrop of repeated infringements of human rights and
democratic backsliding. The Turkish strongman explained that both the crackdown
and the increased presidential powers were necessary for the country to help it tackle
serious challenges to its national security, both domestic and foreign. In response to
the purges under an ongoing state of emergency, the EU unanimously decided in
December last year that it would open no new chapters for Turkey's membership.
Normative Power Europe
The European Union is easier to experience than to define or measure. But,
regardless of the various contesting views over its international role, it is fair to say
that the European space is one of genuine political pluralism and multiculturalism and
remains so in spite of Europe’s populist surge. Since the Treaty of Rome, several
theories and analytical frameworks have attempted to conceptualize the role of the
European construct as a regional and international actor, looking at what the EU is,
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what it may be and, most importantly, what it ought to be. Building upon the vision of
civilian power and military power, Ian Manners introduced the idea of normative
power Europe as a framework of analysis for the role of a united Europe in the postCold War era. His notion, contested by some, has become one of the most popular tools
for analysing the external relations and foreign policy of the European Union
(assuming that the EU can align its Member States’ interests and in fact speak with a
single voice on certain high politics issues).
Manners talks about five core norms: the centrality of peace, the idea of liberty,
democracy, the rule of law and respect for human rights, which make for the normative
basis of the European Union and a sort of common guide of foreign policy. To these he
adds four “minor” norms – social solidarity, anti-discrimination, sustainable
development and good governance. The two main channels of norms diffusion may be
considered contagion and transference, each representative for two different
approaches: power by example (symbolic normative power) and power by relations
(substantial normative power).
The European Neighbourhood Policy and Enlargement Negotiations, boosted
by the transformative power of positive conditionality, is one of the most effective
foreign policy instruments currently at the EU’s disposal. Even to start the negotiations
in order to become a member requires democratic reforms and amendments to
existing legislation for all aspiring countries. During previous enlargement waves, the
European Union (or its previous iterations) has successfully managed to use its
substantial normative power, through the EU “conditionality”, to push for liberal
reforms in states ranging from Portugal and Spain to Romania and Bulgaria after the
fall of Communism. With mixed results, as some may argue, having democratic
transition as corollary.
Europe’s Democratic Dilemma
For almost a century in the West, democracy has meant liberal democracy, a
political system marked by constitutional liberalism. Because democracy is one public
virtue (and core norm), but certainly not the only and most important one. Adolf Hitler
came to power in a democracy with a highly liberal constitution and used democratic
tools to undermine and eventually abolish democracy itself. According to Fareed
Zakaria, free and fair elections are but one condition for liberal democracy. They need
to be complemented by the rule of law, a separation of powers, and the protection of
basic liberties and human rights. As the European Union has been one of the leading
actors promoting liberal democracy and human rights worldwide, any compromises
made in this field may send dangerous diplomatic signals about the bloc’s priorities
and normative creed.
Granted, the overall state of democracy in the world is much less healthy than
optimists predicted during the early years of democracy’s third wave, especially at a
time when, under the leadership of American President Donald Trump, the US State
Department is considering reducing its efforts of democratic assistance and human
rights promotion. Also, it goes without saying that the rise of populism in the last
couple of years in Europe has had important consequences for the state of liberal
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democracy on the continent. Although populism is not necessarily antidemocratic, it
is essentially illiberal in nature, an illiberal democratic response to undemocratic
liberalism. The examples of Hungary and Poland are the most obvious that come to
mind, but are not as exceptional as we would like to think.
Like it or not, we live in the era of double standards, both in domestic and
international affairs, with no universally agreed upon standard for fairness or social
justice. But common sense if nothing else prompts us to believe that we ought to at
least have a fundamental moral standard for human decency. And there actually exists
one, enshrined in the Universal Declaration of Human Rights adopted by the United
Nations in 1948. And it basically says that national sovereignty (or national security)
and diplomatic requirements should not allow states and governments to threaten or
harm their own citizens arbitrarily. Nor allow them to impinge on the freedom of
expression and the critical public debate. But such moral imperatives get lost in the
mundane when the survival of a certain regime becomes the main raison d’etat, with
the most striking example being that of North Korea, the last Stalinist state in the
world.
Europe’s Turkish Dilemma
Arguably, this bittersweet romance had a good start. After he assumed office in
March 2003 in his first term as Prime Minister, the former mayor of Istanbul Recep
Tayyip Erdogan and his ruling Justice and Development Party oversaw three rounds
of political reforms, including a reduced role of the military in politics, a consolidation
of the freedom of the press and a change of the penal code. The period 2005-2013 was
marked by inconsistent reform efforts in Turkey, but also by mounting European
doubts regarding the acceptance inside the EU of a sizeable Muslim nation that may
have spurred a “clash of civilizations”. But whereas the promise of EU membership
once encouraged bold reforms, the loss of European perspective nurtured domestic
decline and instability in Turkey, which all led to the failed coup attempt of July 2016,
providing Erdogan with his Reichstag Fire moment. Things went downhill from there
and conspiracy theories abound.
Currently, out of the 16 open negotiation chapters (35 in total), only one
(concerning research and science) has been provisionally closed by Ankara, while
many of the most troublesome issues remain blocked after 12 years of formal talks. Yet,
the accession negotiations still provide the best structured framework for dialogue,
enabling Brussels to engage with Ankara in a constructive manner, and are preferable
to a transactional relationship with Turkey, or to a Turkey joining the Shanghai
Cooperation Organization. In the EU’s defense, it is worth mentioning that starting
accession negotiations does not represent in itself a guarantee for actual membership.
As is the case with democratic progress, European integration is an ongoing process
and, unfortunately, not an irreversible one.
Given the strained relationship between Turkey and the European Union at that
moment, the migrant crisis of 2015 could have been a deal breaker and bring an end
to Turkey’s agonizingly slow EU bid. But the crisis was turned into an opportunity, or
so most of the world thought. When the EU and Turkey reached a refugee deal in
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March 2016, the most significant advance for Turkey’s EU accession process since
2010 followed. The European leaders agreed to “re-energise” Turkey’s accession
process in return for its cooperation in stemming the flow of refugees, turning a blind
eye to various human rights abuses ironically facilitated by the deal. Instead of solving
the problem, the limited success of the deal highlighted the underlying flaws in the
EU’s border control and asylum policies.
So what happens now?
With all said and done, the European Union has been critical in fostering
reforms in Turkey. The growing tension between threatening to suspend accession
negotiations over Erdogan’s authoritarian drive that undermines the EU’s normative
power, while bearing in mind the importance of a pragmatic Realpolitik approach of
the Turkish-EU relations in economic and security terms, illustrates the latest
installment of the European Union’s seemingly perennial Turkish dilemma and
ambivalence which dates back from the 1960s. A situation made worse by Europe’s
own democratic dilemma, fueled by the rise of populism, xenophobia and
euroscepticism.
Guided by principled pragmatism, Brussels is treading a fine line and knows
that a complete shutdown of Turkey’s EU perspective, no matter how surreal an
accession outcome may seem at this point, would leave Erdogan without an extremely
useful political scapegoat. It would also mean admitting the failure of the bloc’s
normative power and conditionality on a grand scale. As such, the next meeting of the
European Council on October 19-20 may prove to be a turning point in the bilateral
relations.
While there is no appetite for deepening the partnership in either Turkey or the
EU as things stand, the alternative, a deeply polarized and unstable Turkey, with a
faltering economy and a renewed friendship with Russia, is not in Europe’s best
interests. Turkey’s biggest economic anchor and trading partner remains the EU, while
longstanding ties with the United States and NATO membership provide the security
anchor. But these two elements should not be taken for granted by the West. Last year,
Russia and Turkey reached an agreement to revive a suspended natural-gas pipeline
project and this month President Erdogan announced that Turkey had signed a deal to
purchase a Russian surface-to-air missile system. And that spells bad news for Europe
and Washington.
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China’s Offering in the Western Balkans
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Introduction: The (Troubled) Finish Line of the New Silk Road
China’s role in the contemporary international order has exponentially grown
over the past decade and has culminated with president Xi’s announcement of the
‘millennium project’: One Belt One Road (or the Belt and Road Initiative). Considering
that no country is currently offering such an ambitious endeavor to the world in the
near future, China has underlined its leading position in the global agora. The Belt and
Road Initiative may turn out to be a perfect tool for ‘restoring the ancient greatness’ of
China. In this sense, one cannot but agree with Kissinger which argued that China’s
rise is rather a reestablishment of its historical preeminence than a new phenomenon.
Behind the BRI, there lies a development strategy and China’s strong
commitment to a new economic model allegedly characterized by Western-inspired
values of pursuing innovation, cooperation and open market, called the Beijing
Concept. The combination of the BRI with the Beijing concept represents China’s
specific attempt to make peace between tradition and modernization by taking the best
of both and creating a new modus operandi that can be offered to developing countries
in Eurasia and Africa, not as a conditionality, but as an opportunity for mutual benefit
and cooperation.
“Welcome aboard China’s train of development. China is willing to offer
opportunities and room to Mongolia and other neighbors for common development.
You can take a ride on our express train or just make a hitchhike, all are welcome”
President Xi Jinping.
A key role in the revitalization of the ancient Silk Road was put forward for the
Western Balkan countries which have been included in a project within the broader
16+1 mechanism offered to all Central and Eastern European countries. The
cooperation between the WB countries and China has its roots in 1968, when Chinese
prime-minister Zhou Enlai approached Yugoslavia and Albania. Considering the
turmoil in Europe after the ‘Iron Curtain’ fell, further cooperation was put on hold until
2012 when the 16+1 concept has been introduced.
The already commenced cooperation carries several challenges both for China
and countries of the WB region, namely deep differences between the two worlds, the
instability of the Western Balkan region and ‘stealth’ intentions of China’s offering.
However, China’s investments and the Beijing Concept might be of help in reducing
the potential instabilities in the Western Balkans, region where overall development
can have positive effects on inter-state relations and where an increased Chinese
presence can conclude the geopolitical fuzz. However, there is still doubt if China’s
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offering bears more strings attached than a mere pragmatic economic cooperation and
if its increased geopolitical presence might trigger other actors.
China Comes Bearing Gifts in the Western Balkans
The Western Balkans have recently been experiencing new instabilities and
security threats in the form of geopolitical competition, deterioration of inter-state
relations, internal political crises, a growing sense of extremism and radicalism and
the phenomenon of foreign (jihadi) fighters. Also, the countries in the region are
constantly struggling with a slow economic development and a low standard of living.
Despite the aforementioned factors, the Western Balkans’ area represents a valuable
cooperation partner for China due to the geostrategic importance of the region for the
larger OBOR project. A key factor is the long Adriatic shore and the fact that the region
is literally at the geographic (and economic) crossroads of Central, South and East
Europe.
Furthermore, the possibility of future EU integration for the remaining
candidates from the region is pessimistic, especially if the statement of Jean-Claude
Juncker that no EU enlargement will happen in this Commission term is to be taken
into consideration. So far, the integration process was the main EU stability
mechanism for the region, an endeavor that is now backsliding due to challenges that
the EU itself is facing and due to the questionable commitment of the remaining
candidate countries. Therefore, most of the Western Balkan countries are now in dire
need for an alternative ally that can offer closer cooperation and capital flows. And
China’s 16+1 cooperation framework – designed for all Central and Eastern European
countries – might just represent a much needed filling of the ‘gap’.
What China is offering is the construction of transportation infrastructure,
investments and multilayered cooperation. The present calculations for the BRI have
shown that maritime trade remains the key cargo transport and that shipping in
Europe can be shortened for 6 - 8 days if the unshipping of the cargo takes place in the
Adriatic. However, to replace the cargo capacity that can be currently seized in
Rotterdam or Hamburg and to adequately connect the Adriatic ports with other parts
of Europe, massive infrastructure development is needed – and that is precisely what
China intends to do.
The main hub port is still considered to be Piraeus in Greece, where investments
of over half a billion Euros went in port infrastructure, making it the ‘busiest’ port in
the Mediterranean. However, Rijeka, an important port in Croatia can have a crucial
role within this maritime corridor. If the existing capacities of Rijeka are increased and
the railway routes are upgraded, it will become a valuable point for easy access of both
Central and South-East European countries, given the proximity of Budapest,
Belgrade, Vienna, Bratislava or Munich.
Along the Black Sea – Danube - Europe corridor, the countries of the Western
Balkans also have a key role, namely the Croatian and Serbian ports on the Danube
River, but also other countries that are on a south and southeast route for connecting
with Greece and Turkey. Building and revitalization of most of the existing
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infrastructure, as well as the increase of river ports’ capacities, will demand a high
amount of investment and construction work.
The most important of China’s Balkan investments so far turned to be the
Hungary-Serbia railway, with a significant value in several corridor schemes.
Moreover, Beijing has undertaken many investments in other countries of the Western
Balkans, but the investment climate is rather unstable in these polities. Within the
16+1 format, countries of the Western Balkans are showing some of the poorest
economic indicators with the notable exception of Croatia.
However, the latter’s engagement in undertaking such cooperative projects
remains low. In this context, it must be noted that a majority China’s endeavors
manifests through direct investment stemming from China to a particular country,
while the level of mutual trade remains considerably low. Besides transport and
infrastructure, important amounts of China’s FDI go into the energy sector with an
emphasis on viable and sustainable projects.
A good example is a project in Serbia, worth 200 million Euros, aimed at
decreasing the gas imports and enabling cheaper heat for the capital of Serbia. The
average value of China’s projects in the region has reached 106.4 million Euros in 2017,
marking a significant growth compared to 2016 when it only raised to 70 million. In
this context, the country that has attracted the most investments and has the highest
number of projects is Serbia, where beside a favorable economic climate which is
constantly developing, there is a high readiness of political elites for bilateral
cooperation with China.
Within the framework of the Beijing Concept, China puts an emphasis on
innovation and technological development since the old Sinic economic model – based
on large manufactures and cheap labor-force – is proving to be unsustainable. Beijing
clearly admitted that hi-tech and IT are the industries that bring along development
and progress, being the uncontested denominators of the present and of the future.
Definitely, China is on a quest for innovation and is already targeting such desirable
companies in the Western Balkans. Thus, the Chinese company Camel Group made a
30 million Euros investment in the Croatian superstar Mate Rimac who is the owner
of Rimac Automobiles, a company that is producing high-performance electric cars,
already worldwide known.
In addition, it must be noted that the Western Balkan countries are not only
geostrategically important for China, but they also represent a potentially big and
reliable business market. Considering China’s investments, as well as EU-funded
projects and cooperative frameworks, these countries have a clear potential for
development and growth. As a main precondition for achieving this is the sustainable
stability and peace in the region. Therefore, China’s crucial offering to the Western
Balkans might be represented by its investment in the security of the region, thus
arising as an alternative to the stability mechanism of the EU’s accession process.
However, it is still uncertain how the EU and China will be able to find common
language and build a veritable partnership in order to create a sustainable stability in
the region for their mutual benefit.
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Not an Easy Path: Challenges to China’s Presence in the Western Balkans
As mentioned above, the Western Balkan region has been facing numerous
challenges in the last couple of years and has been forced to deal with issues that
everybody wished to be forgotten. A slow recovery from the late Balkan wars and
unsolved disputes disabled the envisioned progress towards Euro-Atlantic integration,
leaving the whole region in a political limbo. Considering such a challenging security
environment, the EU stumbled in monitoring the stability of the region and – thus enabled other global powers to emerge in the area.
The collision of external powers brought tensions in an already divided and
troubled region, situation that – combined with the 2015 migration crisis – finally
resulted in the deterioration of relations and in the growing of populist rhetoric.
Considering the importance of regional cooperation for the BRI projects, such an
environment – colored with resentment and smoldering disputes – can pose a serious
obstacle for China. And thus, precisely in the regional cooperation field (perceived as
a key factor to future Balkan stability) where the EU did not rise to the expectations,
China now has an opportunity to succeed.
On the other hand, the continued internal political crisis is another challenge
that China will definitely have to face. The perfect example was that of Macedonia,
where China witnessed the consequences of being involved in corruption scandals. The
combination of an unstable political situation, weak institutions and corruption is
complicating the terms of business for Chinese investors, in particular if supervised by
the EU.
Furthermore, it is inevitable that the Western Balkans are earmarked as an EU
‘sphere of interest’ and – although both China and the EU have mutually recognized
each other as partners – suspicion is present. It has been difficult for the EU to simply
accept the rhetorical declarations that China is seeking only economic cooperation
without any political connotations, when these two modes of interaction have always
been interlinked and inevitably led to a greater consolidation of power.
However, the truth is that the EU at the moment cannot engage itself in the
Western Balkans at the desired extent and it is forced to acknowledge the fact that
China is stepping up. Thus, if China succeeds in realizing its OBOR project and include
the Western Balkans countries within, it would mean a certain failure of the EU,
primarily of its ability to act as a significant regional (and, even less, global) player.
Considering aforementioned possibility, it is difficult to expect that the EU will simply
let China to increase its economic and, consequently, political presence in the region
without having a word to say.
Moreover, given the new phenomenon of foreign fighters in the Western
Balkans, there arises a novel (and serious) threat to regional security and cooperation.
Such security challenges need to be addressed and overcome if China really wishes to
accomplish its millennial project, apart or together with the EU and NATO. However,
the true challenge will be to make China and the Western Balkans compatible in terms
of culture and modus operandi.
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Conclusion
It is more than clear that cooperation with China is highly necessary for the
entire Balkan region, in order to attain a higher degree of development and economic
progress. The China – CEEC cooperation within 16+1 cooperation framework allows
countries from the Western Balkans to be equal partners with rest of the EU member
states (no matter their size or economic development) and to achieve their stated
national interests and goals. Furthermore, China’s rapid economic development that
raised social standards can serve as a model for some Western Balkan countries.
Moreover, cooperation can widen the economic specter so that it includes a
social corollary by working jointly on dealing with poverty, low living standard and
building partnerships for knowledge transfer and policy exercise. If the Western
Balkan countries manage to attract more projects and investments from China and
complete their undertakings, the region could really become the much desired bridge
between Asia and Europe and enjoy all the benefits of such a geopolitical position.
China’s offering has multiple benefits, looking from a purely pragmatic
perspective, but also carries numerous challenges for all the actors involved. Beijing
has already witnessed the consequences of some inadequately handled crises in the
region and it is inevitable that some of them need to be solved in order to reach the
greater goal. For the Balkan countries, the worst case scenario would be to simply be
treated as the region upon which China is building and exercising its leverage in
relation with the West, namely the EU and the US. A mere bargaining chip and
pressure point upon China’s global contenders.
nonetheless, despite resentment from some Balkan countries – such as the EU
and NATO member Croatia – and from the Western block of EU core countries, it is a
fact that China has become one of the most important global players in the
contemporary international order and that the BRI is the most significant project on
the horizon. To be left out of it, especially when there is a possibility to hold a nodal
point within it, would represent a loss of great opportunity and a risk to be remain
hanging on the margins.
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The Abe Doctrine’s Future in a Challenging Security
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In an opinion paper recently published by The New York Times, Japan’s Prime
Minister Shinzō Abe called for a show of solidarity against the North Korean threat. In
his view, “concerted pressure by the entire international community is essential,” and
entails the full enforcement of the sanctions unanimously voted by the United Nations
Security Council. Recognizing the importance of multilateral efforts in ensuring peace
and security, Abe observed, however, that “prioritizing diplomacy and emphasizing the
importance of dialogue will not work with North Korea.” In the face of previous
episodes of non-compliance with international commitments and in light of the recent
nuclear and ballistic missile tests, “more dialogue with North Korea would be a dead
end.”
As these words reveal, and despite the emphasis on multilateralism and on the
role of international institutions, the message of Abe’s op-ed piece was strong and
uncompromising, and reflected a new strategic doctrine that breaks with the past in
fundamental ways. The “Abe Doctrine,” set out in a speech by the Japanese Prime
Minister on January 18, 2013, is indeed revolutionary since it revisits Japan’s role in
international affairs and means to reassert the country’s position as a regional great
power. Yet, it may set in motion forces inside and outside of the country with
considerable geopolitical and economic implications. The challenges that this strategic
doctrine faces today are clearly visible in the context of the nuclear proliferation crisis
in Asia.
The Growing Threat from North Korea
In a race with time, North Korea has made spectacular and unanticipated
progress in its nuclear and ballistic missile programs with the ultimate goal of
acquiring an effective deterrent able to strike as far as the continental United States
and, especially, U.S. bases in the Pacific. In so doing, Pyongyang has sought, inter alia,
to put to the test once more Washington’s longstanding alliances in the region,
including that with Japan.
In what has been described as the most provocative missile testing to date,
North Korean forces fired twice a Hwasong-12 intermediate-range ballistic missile
(IRBM) over Japan in just two months, setting up alarms and prompting alerts for
affected populations to take shelter. In both cases, the missiles were launched from a
site near Sunan, close to Pyongyang International Airport, overflew the northern
Japanese island of Hokkaido at exoatmospheric altitudes and landed in the Pacific
Ocean in international waters. The first missile, tested on August 29, flew to a range of
2,700 kilometers and reached an apogee of 550 kilometers, before splashing into the
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sea, some 1,180 kilometers off the Japanese coast. During the second test, on
September 3, the missile’s range was of approximately 3,700 kilometers, while
reaching an apogee of 770 kilometers over a flight time of 17 minutes.
For the government of Shinzō Abe, these two events were particularly
troublesome. Whereas previously North Korea had fired over Japan only what its
regime designated as “satellite launch vehicles,” this time the intent was openly hostile.
With an eye to Guam, the real target, Pyongyang reached its double objective of
showing off the technical capabilities of its ballistic missiles and of warning Japan that
the military alliance with the United States comes at a cost. Furthermore, Kim JongUn was provocative enough, but stopped short of an act which would have justified a
military response from Tokyo. An expert pointedly made the observation that the
missiles’ trajectory “almost appeared to have been designed to allow North Korea to
test its missiles to a longer range while overflying as little of Japan’s territory as
necessary.” As a result, and absent a direct threat to its territory, the Japanese SelfDefense Forces (SDF) did not attempt to intercept those missiles and chose to avoid a
further escalation of the crisis.
The reasons put forward by many observers were the limited nature of Japan’s
current ballistic missile defense (BMD) systems and the constitutional constraints on
military action imposed upon Tokyo after the Second World War. Nonetheless, in
recent years, both BMD capabilities and the domestic legal framework for the use of
force have evolved under a new defense and security policy that is part and parcel of
the Abe Doctrine. In reality, the reasons behind Japan’s restraint are far more complex
and reflect Tokyo’s search for an optimal solution to address the North Korean threat
in a world where international conflicts, domestic politics and the economy are
intertwined.
Abe’s Ambitious Defense and Security Policy
Strategic doctrines are as much a product of time and culture as they are the
translation of the vision on global affairs held by a state’s leadership. Many – if not all
– leaders wish and often are expected to devise a grand strategy to provide peace,
security and prosperity for their people. At the same time, grand strategy, as envisaged
by Sir Basil Liddell Hart, must “coordinate and direct all resources of a nation” towards
the goal defined by fundamental policy and “calculate and develop the economic
resources and man-power of nations in order to sustain the fighting services.” The
reality of the all-encompassing nature of this strategy and of the close link between
economic development and defense spending is also reflected in Shinzō Abe’s policies
since his return to power in December 2012.
First, on the economic front, Abe has advocated for the revival of the Japanese
economy through the “three arrows” of “Abenomics” in its version 1.0 focused on
overcoming deflation and, starting in 2015, version 2.0 aimed at increasing the labor
force and productivity in a country with the highest life expectancy in the world, but
with low birth rates. Second, he has championed for a return of national pride to boost
domestic confidence and has favored a reinterpretation of Japan’s post-war history in
a way that has been described by Christopher W. Hughes as “historical revisionism.”
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Finally, and of most relevance here, Abe has proclaimed that Japan is back in foreign
affairs and needs to reconsider its defense and security posture, by affirming itself as
a “normal” country and as an important contributor to international peace and
security. A non-permanent member of the U.N. Security Council at present, Japan
ambitions to become in the not so distant a future one of its permanent members and
has campaigned for United Nations’ reform for years.
Interestingly, the new Japanese defense and security policy follows, like
Abenomics, three directions or “arrows”, namely bolstering defense capabilities,
revamping the alliance with the United States and working to foster cooperation with
other nations in the region and beyond.
The first arrow concerns the rebuilding of the Japanese military capabilities.
Abe’s government began increasing defense spending for the first time in 2013 when
the budget rose by a modest 0.8%, but boosts in the following years exceeded 2% and
should reach 2.5% if the Defense Ministry’s request for the fiscal year 2018 is approved.
The current request, which would hit a record ¥5.2 trillion, should ensure funding for
the acquisition of advance technology weapons, such as the Aegis Ashore BMD system
(the cost of which needs to be negotiated with the U.S. government), of new SM-3 Block
IIA interceptors (¥47.2 billion), of the improved PAC-3 MSE missile for lower tier
defense (¥20.5 billion), of an upgraded air defense radar network for the detection of
missiles launched on a “lofted” trajectory (¥10.7 billion) as well as of six F-35A stealth
fighters (¥88.1 billion) and of four Osprey tilt-rotor aircraft (¥45.7 billion). Japan also
plans to invest in the development of a more robust space-monitoring system and to
create a “space unit” to protect its space assets (¥4 billion).
These acquisitions are precisely made in response to the new security
environment surrounding Japan. As stated in the country’s most recent Annual
Defense Paper, “North Korea’s further progress in nuclear weapons and ballistic
missiles development through its fourth nuclear test and ballistic missile launches,
coupled with repeated provocative rhetoric and behavior that disregard the
international community, constitute serious and imminent threats to the security of
the region including Japan and of the international community.” Most importantly,
this “unprecedented, grave and imminent threat” has also justified policy revisions and
reforms, including the establishment of a National Security Council, the adoption of a
National Security Strategy and of a State Secrets Law, as well as the approval of new
rules of engagement of the Japanese Self-Defense Forces permitting the exercise of
collective self-defense and removing limits on activities in U.N.-led peace-keeping
operations.
The latter point is particularly contentious. Since World War II, the Japanese
people, by virtue of Article 9 of its pacifist Constitution, have undertaken forever to
“renounce war as a sovereign right of the nation and the threat or use of force as means
of settling international disputes.” As a result, Japan has maintained for decades only
troops destined to fight in case of aggression, hence the absence of an official army. In
a major departure from the initial interpretation of the Constitution covering only
individual self-defense within the meaning of Article 51 of the U.N. Charter, Abe’s
government decided in 2014 to approve a reinterpretation of Article 9 which extended
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the scope of this constitutional provision to collective self-defense, i.e., to the defense
of allies under attack, primarily the United States.
It is, by the way, the strengthening of the historic alliance with Washington
which constitutes the second major dimension of Tokyo’s security and defense
architecture under Abe. This alliance, based on the 1951 Security Treaty between the
United States and Japan, has been steadily developing in recent years and has been
defined more and more as a relation between equal partners. In particular, in 2015 the
two allies cemented their historic ties by issuing the revised Guidelines for Japan-U.S.
Defense Cooperation, which henceforth allow Japan to come to the defense of other
countries, albeit with the approval of the Japanese Diet. Furthermore, in January 2016
the United States and Japan signed a new five-year package of host nation support for
U.S. forces in Japan.
The sweeping changes mentioned above, notably with respect to the legal
framework, represent a remarkable departure from the policy adopted in post-war
Japan by then Prime Minister Shigeru Yoshida. In contrast with the Yoshida Doctrine’s
emphasis on economic development and reliance on U.S. security guarantees, the Abe
Doctrine promotes a proactive foreign policy in addition to a more ambitious and
autonomous security and defense posture. The objective is to expand international
relations, especially with Japan’s neighbors within the Association of Southeast Asian
Nations (ASEAN), and to enhance the country’s ability to transform geopolitical
challenges into opportunities. Abe’s strategy demonstrates, as observed elsewhere,
that the Japanese Prime Minister is not so much an ideologue and a nationalist as he
is a realist and a pragmatist. In particular during his second term in office, he has
preferred realpolitik to the ideologically-driven “Arc of Freedom and Prosperity”
foreign policy promoted by the former Minister of Foreign Affairs Tarō Asō, in order
better to protect Japan’s national interests abroad.
The rapprochement with Russia is, undoubtedly, the most spectacular example
of this pragmatic approach to global affairs. In spite of the territorial dispute over the
Kuril Islands, which fell to Russia after 1945 and now house Russian military
installations, Moscow and Tokyo have continually tried to improve their relations,
focusing their cooperation on energy, investment and security. At the end of 2014,
Japan had become the Asian country with the largest volume of direct investment in
Russia and Tokyo’s investments in the Russian oil and gas sector alone more than
tripled China’s total contributions. Inching closer to reconciliation, Shinzō Abe and the
Russian President Vladimir Putin even struck a minor agreement to allow joint
economic activity on the contested islands – “a milestone for the two countries,
however small.” Furthermore, the balance of power in Asia is of common concerned to
both Russia and Japan. Yet, this balance of power is currently under pressure and the
Abe Doctrine may be part of the problem as well as of the solution.
The Many Challenges to the Abe Doctrine
The current Japanese foreign and security policy faces a series of risks, which
need to be mitigated in order for Abe’s global strategy to be successful. Such risks exist
at the geopolitical, economic and domestic levels, and are immediate.
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On the geopolitical front, Japan must continue to confront China’s rising
influence in the Asia-Pacific and protect its sovereign rights in the maritime domain.
The latter issue is particularly sensitive since China regularly sends patrols near what
Japan calls the Senkakus, but Beijing claims as its Diaoyu Islands. Relations with
China have been strained for decades and the situation is unlikely to improve in the
near future, despite efforts on both sides to rethink and stabilize their troubled ties.
For the Abe government, the disagreements with Beijing add further instability in a
region where security is more than ever a common – and increasingly fragile – asset.
An assertive defense policy in Tokyo and enhanced cooperation with the United States,
especially on BMD, are definitely not well perceived in Beijing. Although a useful
leverage in convincing China to step up the pressure on North Korea, this evolution is
also an additional irritant in the bilateral relation with Japan, as is the latter’s
reinterpretation of war memories surrounding World War II.
Furthermore, historical revisionism is, together with the “comfort women”
topic, an obstacle in the full normalization of the relations with South Korea, a key
partner and fellow American ally. The points of friction between the two states concern
critical matters. As Abe’s op-ed in The New York Times amply demonstrates, in the
current crisis on the Korean Peninsula, Seoul and Tokyo approach the threat
differently. Japan’s firmer and more militaristic attitude towards the Kim regime may,
therefore, widen rather than narrow the rift with South Korea, which struggles to avoid
a devastating conflict for its people.
The risks of an exceedingly assertive foreign and security posture are even
higher on the economic front. As long as markets perceive Kim’s provocations as some
kind of “business as usual” or the “new normal,” the Abe government does not need to
worry. On the contrary, if markets begin seeing an escalation of the crisis likely to
endanger stability in Asia and to constitute a prelude to war, then this will adversely
impact the world’s third largest economy. Even before the launch by North Korea of
the two ballistic missiles over Hokkaido, institutional investors had shown signs of
nervousness, reducing their exposure in Japanese equity. This tense situation adds a
layer of concern to the already existing structural problems of the Japanese economy.
Deflation remains a major problem with price and wage growth at low levels
notwithstanding the Bank of Japan’s massive stimulus program in 2013 and some
encouraging signs of robust recovery.
Finally, according to the OECD, government revenue has not kept pace with
spending and the debt continues to rise as a share of GDP. Since defense spending is
dependent upon the state of the economy, it is necessary that Abe’s “three arrows” for
defense and security match the “three arrows” of his economic agenda, which is far
from easy. For example, Japan’s efforts to revive the Trans-Pacific Partnership (TPP)
Agreement after U.S. withdrawal in order to boost access to foreign markets and offer
an alternative to the China-centric Regional Comprehensive Economic Partnership
(RCEP) have fallen short of a concrete deal with the other remaining parties.
Last but not least, the domestic politics come strongly into play and may test the
Abe Doctrine as soon as this month. Trying to capitalize on the surge of popularity after
the North Korean missile launches, Abe dissolved the lower house of the National Diet,
the Japanese Parliament, and called a snap election for October 22. This type of
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political exercise is always fraught with dangers and uncertainties, and some are
already showing up. In what media outlets have described as “a dramatic move sure to
change the landscape of the nation’s politics,” the main opposition party, the centerleft Democratic Party, decided to merge with the newly created Kibo no To (“Party of
Hope”) of Tokyo’s Governor Yuriko Koike, a conservative force.
As a result, the upcoming elections will witness the confrontation between two
parties having similar views on security and defense, which renders Abe more
vulnerable than he would have been had he faced a more liberal candidate. This raises
the question of the impact of these political events on the evolution of the Abe Doctrine.
A further hardening of the government’s stance on defense and security matters would
be surprising as the reforms already made, in particular the reinterpretation of Article
9 of the Constitution, are still very controversial and the announcement in May of the
government’s plan to pursue the first-ever amendment to the Constitution precisely in
order to rewrite this provision has been met with opposition in the public opinion.
Therefore, Prime Minister Shinzō Abe faces a serious dilemma as to the best
course of action to adopt for Japan’s security. As already mentioned above, the
appropriate response appears to be a carefully calibrated strategy that deters further
provocations coming from Pyongyang, while avoiding a serious aggravation of the
current crisis that would affect economic growth and, as a consequence, hamper the
government’s efforts to rebuild Japan’s military strength and reassert its regional
influence.
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Chinese-Serbian Economic Cooperation:
Sudden Wealth and a Game of Musical Chairs
Velimir Zivkovic
Iva Zivkovic
DAVA Mercantile Digest No. 4, November 2017

Receiving an unexpected wealth from a distant source, with apparently little to
no strings attached, is as an appealing prospect as one can hope for. It not only fuels
lottery schemes worldwide, but is a backbone of many literary and cinematic plots
involving sudden inheritances and long-lost relatives. Even in the often hard-nosed
sphere of international relations, the appeal of such a wealth – and the plot it can
generate – can be a remarkably relevant factor.
Chinese investments in Serbia provide an interesting political and economic
setting in that sense. From the Serbian perspective, a rising global power is offering
formidable resources for development. These are coupled with sufficient geographical
(and perhaps geopolitical) distance so as to appear merely and genuinely ‘businessoriented’. In a seemingly intensifying game of ‘musical chairs’ between strategic
orientations of Serbia towards the EU/US and/or Russia, the Chinese offerings might
indeed seem like an escapist dream. Yet, as recent events tend to show, the geopolitical
distance is shrinking fast and China is likely to introduce its own chair into the game
at one point. What remains to be seen is whether it will be too hot for Serbia to sit on
when the time comes.
As for the background to this plot, and as aptly summarized by Nani Klepo for
DAVA recently, Serbia (along a number of other neighbouring countries) faces a dire
need for foreign investments in order to boost the economic growth. Within a broader
background of war-marked 1990s, and more recent shocks brought about by the world
economic crisis of 2008, Serbia remains one of the poorest countries in Europe. It faces
a formidable gap between itself and even its neighbours which are worst performing
in the EU – the accession to which remains the oft-proclaimed strategic goal. As
indicated by the recent data on GDP per capita graph below (data provided by the
World Bank), without dynamic leaps in GDP growth, Serbia is unlikely to make any
serious headway.
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Foreign investment is often seen as a critical component in achieving this,
although the efforts do not always seem well-directed. Regarding brownfield
investments there is little left - the industrial titans of the ex-Yugoslav era have all been
largely privatized, often with disappointing results and criminal charges at the end of
the process. Attracting greenfield investment has proved to be a difficult task, often
requiring governmental subsidies whose economic justification and implementation is
sometimes controversial. The infrastructure remains in need of a massive overhaul,
without at the same time crippling the national budget with expensive loans that could
worsen the problematic (although seemingly improving) GDP-to-debt ratio.
The political context is equally challenging. Leaving aside the purely domestic
issues relating to the rule of law and political freedoms (certain aspects being also
recently discussed at DAVA), the Serbian foreign policy walks on a tightrope. It pursues
EU membership while balancing in the desire to maintain close relationship with
Russia, whose support on the issue of Kosovo independence, among others, is seen as
indispensable.
These parallel pursuits have been under increasing tensions for some time, but
the Ukrainian conflict exposed them fully. As has recently been made clear in a (highly
publicised) exchange between the Serbian president Aleksandar Vučić and the US
Deputy Assistant Secretary for Balkans Hoyt Yee, Serbia is seen as currently sitting on
two chairs – a situation which may become untenable. When the music stops, a definite
choice might need to be made. In light of all the complexities, it is not a choice (any)
Serbian government is likely to cherish making.
Enter China and the One Belt, One Road initiative. Economically and politically,
this can indeed seem as a deus ex machina moment. In purely economic terms, the
Chinese goal of linking the Piraeus port in Greece (recently bought and heavily invested
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into by Chinese state-owned Cosco corporation) with Central Europe through Balkans
aligns well with Serbian infrastructure development plans. Often faced with the
inability to find funding for the less cost-effective projects in the West (such as
Belgrade – Montenegro highway/railway link), the readiness of China to provide
funding is an opportunity too good to be missed.
Although the exact terms of the arrangements remain so far insufficiently
transparent and thus raise concerns, comparative experiences show that terms and
interest rates can prove attractive. In light of this, the list of existing and planned
projects relying on Chinese financing seems to be growing almost monthly. The so far
most visible finished project (started in 2010) is a 170m € Mihajlo Pupin bridge over
the Danube, mostly financed through the Chinese Exim bank loan, built by China Road
and Bridge Corporation (CRBC), and symbolically opened during the December 2014
China–CEEC 16+1 Summit in Belgrade.
Other, considerably more ambitious developments, are already in the pipeline.
One is the financing (and construction by Chinese companies) of the sections of the
Serbia – South Adriatic highway, with the loans totalling at around 550mln €. Another
is the very recent start of development of a new block of the Kostolac power-plant. In
a similar pattern, the financing of around 700mln € is provided by the Chinese Exim
bank, and the works are conducted by the Chinese Machinery Engineering Corporation
(CMEC).
Even these projects are somewhat eclipsed by the proposed Belgrade-Budapest
high speed railway. Directly on the Piraeus – Central Europe corridor, the proposed
3bln € project is so far the flagship of not only infrastructure projects in Serbia, but
within the broader 16+1 China – CEEC group. And yet, the plans, as murky as details
sometimes seem, are likely to go further still. Serbian prime minister Ana Brnabić
spoke of 6bln € of currently planned projects, but this has been, in poker terminology,
followed and raised by the Chinese ambassador to Serbia Li Manchang speaking of
planned projects worth 10bln €.
So far, however, the infrastructure financing has been followed by far less
impressive direct investments. Still, a careful strategic choice of investment targets has
allowed a relatively small FDI influx to have large symbolic significance and receive
extensive media coverage. A 46mil € takeover of the only Serbian steel mill in
Smederevo by Chinese State-owned HBIS looks modest in comparison with the
numbers revolving around infrastructure loans. Yet, the mill was widely perceived to
be a ‘hot potato’ of the Serbian economy after the previous (US) owner returned the
ownership to Serbia for a symbolic 1$.
The political and propaganda capital gained by the Serbian government by
demonstrating its capability to save over 5000 jobs can hardly but endear it to further
cooperation projects. There are indeed signs that – in the FDI sphere – China might
be stepping up its game as well. Mei Ta Group, a producer of engines and automotive
parts, opened a new plant in Serbia. Even more importantly, investment in a 500
hectare Serbia-China industrial park in Smederevo was recently announced,
presenting a clear synergy with the takeover of the Smederevo steel mill.
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The economic aspect is thus of large importance, but also not unique – desire
for Chinese investments is present in States both in and outside the EU. What is more
striking in the Serbian context is the unprecedented level of political camaraderie,
intensely warm rhetoric and almost singular lack of dissonant voices in the
relationship between the two governments. Starting with the 2009 Agreement on
strategic partnership, there has been a string of bilateral agreements and a litany of
less formal statements emphasising the close alignment between China and Serbia.
Recently, and importantly, there has been a massive June 2016 round of 22
various agreements signed during the landmark visit of Chinese President Xi Jinping
to Belgrade, including a new joint statement on comprehensive strategic partnership.
As a particularly potent manifestation of this partnership, Serbia became the first
CEEC country to sign (in November 2016) a visa liberalisation agreement with China,
allowing a 30 day stay without visa requirements. The warmness of various less formal
statements is perhaps best summarised by the recent statement of President Jinping’s
special envoy to Serbia, stating that Serbian and Chinese presidents are ‘not just
partners, but political friends and brothers’. One might wonder how a democratic,
market-oriented EU candidate country and a communist superpower might be seen as
political brethren. Perhaps this simply indicates how nominal and provisional all these
denominators might be.
From the Serbian perspective, the openness to close relations arguably largely
stems from the perception that they are ‘safe’ in light of China’s geographical and
political distance from the everyday quarrels engulfing the Balkans – and often
involving representatives of EU, Russia and US as almost tabloid stars. A distinct
positive feature is also the support that China has for both ‘chairs’ – supporting the EU
candidacy is coupled with principled opposition (alongside Russia) to independence of
Kosovo. The closeness is also nurtured on the cultural side by the historical ties
between former Yugoslavia and China, and even by the now considerably long
presence of a Chinese community in Belgrade.
The question that looms large, however, is when and how the honeymoon ends.
Business might precede (geo)politics, but is unlikely to replace it indefinitely. China is
a State and a rising global power, not a corporation or (even less) a charity foundation.
As has been shown by the recent votes by Portugal and Greece concerning the EU
position on China and investment screening procedures, crucial economic support in
times of need can translate into remarkable political clout. It is at this point unclear
when and where exactly a need might arise for Serbia to repay Chinese loans and
investments with more than money. Some scenarios seem plausible. One situation is
the eventual membership of Serbia in the EU, where the expectation of similar proChina votes seems clear.
But that membership at this point does not seem close – and yet during the
accession process similar critical junctures may be reached. The refusal of Serbia to
align its foreign policy with EU regarding sanctions against Russia might relatively
soon be accompanied by similar refusals to adopt particular policies or statements
concerning China. Concerns raised by EU officials regarding the way Chinese
investments are implemented can find their way into various negotiation chapters with
Serbia.
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In these and similar scenarios, it might become apparent that a new Chinese
chair is now a definite part of the Serbian foreign policy game. In between the
expressions of political brotherhood, there seems to be no clear vision at this point in
Serbia as how to deal with these challenges when the time comes. But an equally
important question from the broader perspective of EU/China relations is how the
challenges are to be posed by the EU. The essentially passive and reactive tactic of
objecting to particular features of Chinese projects (such as transparency and
compliance with tender regulations) would hardly on their own do much to raise the
appeal of staying on the EU path. So far, this has rather managed to elicit negative
comments from Serbian officials.
What seems to be required is a far more proactive and multi-pronged approach
that not only keeps the accession prospects strongly alive, but also combines both the
new investment initiatives (such as certain components of the EU-Western Balkans
Berlin process) with a far higher degree of visibility of the existing EU support. On the
other hand, it is deeply uncertain if the EU which faces Brexit, the ongoing migrant
crisis and certain rule of law issues concerning Member States can find sufficient
resources (and vision) to answer Chinese advances with similar means. These means
should recognise the legitimate need of countries like Serbia for massive investments
in various forms and in various fields, in addition to the lofty promises of European
future. Unless this is the case, no one should be too surprised about the appeal of a rich
relative from abroad bringing not only promises, but full coffers of money.
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A (Legally) Turbulent Affair:
The Textile Industry in Uzbekistan
Horia Ciurtin
DAVA Mercantile Digest No. 2, September 2017

Introduction: ‘White Gold’ in Central Asia
For Uzbekistan’s unbalanced economy (like most in the region), production and
exports have been restricted to a limited range of goods. First comes the exploitation
and sale of mineral resources abroad. Gold rises to 32% of Uzbekistan’s export figures,
being sent almost entirely to Switzerland. This is a one-way, one-partner trade
relationship. The second most exported resource is copper, closely followed by zinc,
uranium and – then – by petroleum gas. While the metals are largely sold to Turkey,
the energy products are sent via the Bukhara–Tashkent–Bishkek–Almaty pipeline to
Kazakhstan or – even further on – to China.

Figure 3 - The Exports of Uzbekistan [2015] [Source: The Observatory of Economic Complexity]

However, despite its fair resources of gold (fourth-largest in the world), copper
and gas, Uzbekistan has rather made a worldwide reputation from the intense
cultivation of cotton, its (once) economic crown-jewel. Dubbed as ‘white gold’, the
state-supported cotton growth had been a strategic policy even during the Soviet
period, leading to a (limited) industrialization in the textile industry. Despite a relative
decline from the results it had when part of the USSR, it still maintains the upper-hand
in the region, having a production nearly double than all the other Central Asian
countries combined.
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Figure 4 - Top Cotton Producers [2016-2017] [Source: USDA – FAS Cotton Report – July 2017]

In this sense, according to the United States Department of Agriculture (Foreign
Agricultural Service), Uzbekistan still ranks 7th among global producers of cotton and
5th among exporters. Its economy depends on these crops, as revenues from cotton and
the (subsequent) textile industry account for a consistent part of its GDP, although –
for strategic considerations – the total cultivated area has decreased, in order to allow
more wheat cultivation and ensure the security of the food sector (see Figure 3 below),
thus decreasing the external dependence in this sector.
Transforming the Cotton Industry: State Policy and FDI
Being Uzbekistan’s main cash crop, there have been concerns for establishing a
more sustainable approach regarding cotton production. The mere export of non-retail
pure cotton yarn and of raw cotton is not sufficient on the long term for obtaining a
viable economic model. On the background of an ever more restricted area for
cultivating cotton (due to wheat production and frequent irrigation problems), there
arose the need for obtaining a higher added-value from this economic sector, if the
overall production cannot be further stimulated. Thus, the Uzbek authorities realized
that a stable cotton output (even though smaller than before) could generate further
revenues if integrated into a network of processing plants that operate ‘on the ground’
and not outside the country.
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Figure 5 - Share of sown area under main agricultural crops [Source: State Committee on Statistics]

As local capital and know-how for establishing and running modern textile
factories was insufficient in Uzbekistan, the government did what all developing
economies did at the time: offered incentives for the attraction of FDI (foreign direct
investment). Islam Karimov’s – the previous leader (until 2016) – plan was publicly
acknowledged and promoted, showing that “we are creating a powerful textile and light
industry sector. Moreover, we should integrate in the world market as other developed
countries with the finished products excluding raw cotton”.
Therefore, Uzbekistan aimed for a transformation of the economy: from
exporter of raw materials to a producer of finished (textile) goods. Not only the
workforce needed to be partially retrained, but also the existing supply chains had to
be altered. Whereas the previous model was based on exports of cotton towards
countries with strong manufacturing industries, the Uzbek authorities now needed to
attract investors whose production would be more profitable – from a tax, wage and
energy cost perspective – than in their own countries. And – then – after processing
the cotton within Uzbekistan, they would export finished products toward other
markets.
For such an ambitious goal – and, perhaps, overreaching – the authorities
offered various sets of incentives: in matters of taxation, custom duties and
preferential financing. Among others, the most important stimuli offered for investors
in the textile industry have been the following: (a) a 7 year holiday tax for foreign
investors, (b) an exemption of property tax for those who export textile goods, (c) an
exemption from all taxes (but not VAT) for the producers of (semi)finished textile
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goods, (d) a complete customs duty exemption for acquiring the necessary technology
in processing textiles.
And this state-driven development has borne fruit. Thus, in 2012, there were
almost 50 foreign companies (or joint ventures) active in Uzbekistan’s textile industry,
while other sources talked of almost 150 companies with foreign participation. Most of
them – predictably – coming from Turkey, Russia, China, but also from the United
States, the United Kingdom or South Korea. Exports were diversified, not simply
relying anymore on the sending of raw materials to other countries where they would
be further processed. In addition, in 2015, the textile industry accounted for almost 1/5
of the GDP and almost 1/3 of all the workers activating in Uzbekistan’s industrial
sector. It seemed to be a (moderate) success story, very uncommon among former
USSR countries and even among ex-Communist states in Eastern Europe.
A Deteriorating Business (and Legal) Environment?
Nonetheless, even in (economic) success stories there is a (legal) downside
when a state-centric paradigm of development is involved. Central-planned monetary
policy, corruption and cronyism undoubtedly affected the confidence of foreign
investors looking at Uzbekistan for profitable business. After a series of international
investment cases litigated under the aegis of the International Center for the
Settlement of Investment Disputes (a World Bank affiliated institution) in the mining,
telecom and retail sectors, it finally came down to the textile industry.
Thus, in 2013, the first investment claim relating to this economic sector was
registered at ICSID (Spentex Netherlands, B.V. v. Republic of Uzbekistan, ICSID Case
No. ARB/13/26), on the basis of the 1996 Netherlands-Uzbekistan Bilateral
Investment Treaty (hereafter, BIT). A Dutch subsidiary – Spentex Netherlands B.V. –
of an Indian textile company claimed that the legal standards of protection offered by
the BIT (and the national investment legislation) have not been respected, resulting –
finally – in the bankruptcy of the company. More precisely, the alleged arbitrary
removal of secured subsidies put the investor in the position to suffer losses and be
unable to further operate the three acquired cotton-processing plants. In the end, the
local companies were placed in liquidation proceedings under the supervision of the
National Bank of Uzbekistan.
With the award still confidential (since its issuing in December 2017), some
details of the case have emerged. As in two previous cases against Uzbekistan – MetalTech v. Uzbekistan and Kim v. Uzbekistan – there have been serious issues of
corruption argued during the arbitration. And they have been invoked by the
respondent state, Uzbekistan. More precisely, its defense strategy – successful in the
end – was to argue that the investors obtained the industrial platforms due to their
corruption-by-proxy practices, distorting the public bid through local consultants who
were awarded large amounts of money for providing no actual expertise. They were
rather involved by the investors due to alleged connections and influence upon
political factors of decision.
Thus, even though Uzbekistan emerged victorious in this legal conflict (as an
investment established through corruption does not benefit from the protection of
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international law), itself was ‘challenged’ by the tribunal. The arbitrators prompted to
the fact that Uzbekistan was uncooperative in showing the actual officials that finally
took the bribes, defending itself by unveiling the wrongful behavior of some of its own
organs.
In this context, the majority of the Spentex v. Uzbekistan arbitral tribunal
indirectly – and discreetly – ‘sanctioned’ Uzbekistan’s own involvement in corruption
practices, recommending (or ‘urging’) the state to make a donation to the United
Nations’ anti-corruption fund. The payment seems to have been made (according to
IAReporter) by the respondent state to the United Nations Development Program, in
order not to risk an adverse ruling on the costs of arbitration, although successful in
its main defense against the investor.
Later on, in 2017, a couple of Turkish investors in the textile industry also
registered a case at ICSID against Uzbekistan (Bursel Tekstil Sanayi Ve Diş Ticaret AŞ,
Burhan Enuştekin and Selim Kaptanoğlu v Republic of Uzbekistan, ICSID Case No
ARB/17/24), focusing on the state’s failure to permit them to benefit from the
promised incentives. Based on the 1992 Turkey-Uzbekistan BIT and the domestic
investment legislation, their claim revolves around the fact they established a state-ofthe-art processing plant, designed to produce goods for exports towards the United
States and the European Union, relying on the tax exemptions and subsidies offered
by Uzbekistan.
Funded through the EBRD, it reflected Uzbekistan’s public policy to enhance its
production of finished textile goods, the plant being conceived “to transform […]
intermediate products […] into finished garments thus enabling the […] move
downstream into garment production (forward vertical integration) where operating
margins are considerably higher than in yarn and fabric production.” However, despite
their initial agreement, the investors claim that the Uzbek authorities did not –
eventually – maintain their initial commitment and drove them into bankruptcy.
As the case is still pending – with an outcome expected no sooner than 2020 –
it is hard to predict what the actual allegations and defenses will be. Nonetheless,
investment cases usually build upon previous ones, being structured roughly along the
same lines, if the investment conditions and acts of the respondent state are similar.
What is known, though, it that this litigation also involves foreign investors in the
textile industry – down along the processing chain – meant to benefit from
Uzbekistan’s ‘opening up’ to the global markets and the corresponding incentives.
Together with the earlier Spentex case, they represent two instances of success
story gone wrong. And nowhere else than in the textile industry, a desired ‘crown jewel’
of Uzbekistan’s economic development. While the first case has been won due to partial
self-incrimination – a very dangerous tactic on the long-term – the second one is still
open to debate. And – more than sure – the Turkish claimants have learnt their lesson
from Spentex.
Outside the narrow legal box, these two cases are indicative – a tip of the iceberg
– of the endemic problems that underpin Uzbekistan’s business environment. In
macroeconomic terms, it has registered a mild economic success, unlike most of its
Central Asian peers. Not based solely on hydrocarbon exploitation and export,
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Uzbekistan’s industry has increased the level of vertical integration, obtaining more
processing capacities on its territory.
However, as shown by the two ICSID litigations, there are problems in regard
to the state’s capacity – or willingness – to maintain its commitments toward foreign
investors. And the manner in which such investors operate – often through corruption
and bid-rigging – is a sign of what type of actions a business needs to take before being
granted the ‘blessing’ of the domestic authorities. Such operations did not occur in a
vacuum or outside the state’s vigilant glance. They were rather tolerated – or tacitly
encouraged – for the benefit of a restricted political elite.
What to Do: Three Steps for an Integrated Legal Defense
Therefore, it remains to be seen whether the new leadership of Shavkat
Mirziyoyev maintains its advertised stance against corruption. If so, the business
environment within Uzbekistan might just be the success story everyone was expecting
for a long time in Central Asia: a profitable and safe venue for developing in the textile
industry. Until then – however – there are a few steps that diligent investors need to
take before engaging head-on in Uzbekistan’s challenging economy.
First of all, they need make sure that their company operates under the
protection of a Bilateral Investment Treaty that allows for international arbitration
(preferably under the aegis of ICSID, due to enforceability issues). If this is not the case
– or the treaty in question is limited in its scope – restructuring through a friendlier
jurisdiction is needed.
Second, investors should not wait for the state to take actual (decisive) measures
against the company. International law is not simply about defensive moves. It can
also be used pre-emptively in order to counteract a mounting ‘attack’ that stems from
state authorities. The ‘creeping’ expropriation should not be allowed to build-up little
by little, until the company finds itself between a rock and a hard place. And – in no
event – should a mounting pressure try to be ‘defused’ through the (seemingly)
convenient offering of bribes. That shall only preclude any valid legal claim in front of
an international tribunal, while also attracting criminal liability at domestic
authorities’ discretion.
Third, diligent investors really need to retain international lawyers that are
specialized in investment law. They should not fall for the usual ‘trap’ of simply relying
on local lawyers that ‘know’ the inner workings of the Uzbek system and promise an
easy way out of the legal conundrum. While the latter can – and should – be used on a
regular basis, they must be supplemented by investment lawyers that prepare for the
worst case scenario: an international arbitration. If successful, it can either result in a
consistent damages award or in a settlement with the authorities. But it is the only
‘exit’ out of Uzbekistan without losing the entire investment.
Therefore, any investor has to carefully assess the economic prospects and
ensure for the legal risks it might face in the future. Uzbekistan’s textile industry is –
indeed – attractive and it offers mercantile opportunities hard to match elsewhere. But
the government’s track-record in delivering on its commitments needs to be put into
perspective. While not a reason for hesitating to invest in Uzbekistan, it is a reason for
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caution and due diligence. A specialized one. An integrated (and pre-emptive)
investment law strategy.
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