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EXECUTIVE SUMMARY 

• The Asian Infrastructure Investment Bank is one of two new China-led multilateral 
development banks launched in 2014. Defying US opposition, Britain – a close ally and 
G7 member – announced its desire to join AIIB in mid-March and opened the floodgates 
for other OECD countries to follow suit.  
 

• AIIB will have an authorized capital of US$ 100 billion with initial subscribed capital of 
US$ 50 billion. It will lend on commercial terms without non-economic conditionalities 
pertaining to democracy and human rights and should be operational by the end of 2015.     
 

• The “lean, clean and green” motto refers to no corruption, observance of high 
environmental standards and minimal bureaucracy. But to build credibility for the bank 
China must placate western critics without abandoning loan recipient members who have 
different priorities. 
 

• The bank’s objectives of meeting client needs and delivering “public goods” may not 
always coincide with acting as a tool of “soft power” and with China’s broader aims in 
the region.         
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• The main challenge to regional infrastructure development is not the availability of 
financing but rather the dearth of “bankable” projects. AIIB will function best as a 
“knowledge” bank to assist countries with capacity building for establishing project 
pipelines.  

 
 
 
 
* This is the final article in a three-part series on the AIIB by Stuart Larkin. Stuart Larkin 
was Visiting Fellow at ISEAS from 26 May 2014 to 25 September 2014, and 20 October 2014 
to 19 April 2015. 
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INTRODUCTION 
 
“Lean, clean and green” has become a motto1 for the Asian Infrastructure Investment Bank, 
(AIIB), in response to US-led criticism that the AIIB would not be able to meet good 
governance standards. It refers to an AIIB clean of corruption, green as in meeting good 
environmental standards, and lean to suggest minimal bureaucracy that would confer a 
competitive advantage over the existing multilateral development banks (MDBs), in 
particular the World Bank and Asian Development Bank (ADB). The AIIB will have to 
operate under close international scrutiny to see it deliver on these noble goals in practice. 
The challenge here is that the host countries – the loan recipients, the bank’s clients – may 
not share the same priorities. Having an urgent need to upgrade their infrastructure, they may 
well favour a “results-driven” approach rather than a “process-driven” one. Also, they may 
not share the same priorities on the environment. For example, Southeast Asian countries are 
keen to build coal-fired power stations but the World Bank refuses to finance such projects. 
Also, maintaining high governance standards can involve complex approval processes and 
procedures and slow decision making, factors that contributed to the “funding gap” arising in 
the first place; the loan recipients want to see loans obtained with the minimum of 
bureaucracy. In short, while many potential loan recipient countries are looking for a real 
alternative to the existing MDBs, the AIIB seems to want to establish its credibility by 
emulating them.   
 
Little can be known about the structure, governance procedures and operations of AIIB at this 
early formative stage. This short paper sets out a few of the developments underway and 
ponders some of the challenges ahead.               
 
  
MEMBERSHIP AND CAPITAL STRUCTURE   
 
There are 35 Prospective Founding Members (PFMs) of the Asian Infrastructure Investment 
Bank, (AIIB), and 23 countries applying for PFM2. There are 28 PFMs in the Asian region, 
including all the ASEAN countries3, the large economies of China and India and some oil 
rich states. 4. AIIB will have an authorized capital of US$ 100 billion with initial subscribed 
capital of US$ 50 billion and a paid in ratio of 20 per cent5. AIIB will most probably issue 
long term debt (bonds) and short term (commercial paper) but the amount raised and cost of 
funds will depend on AIIB’s credit rating. This will be determined by many factors including 
                                                             
1 Cited by AIIB interim chief Jin Liqun at an inaugural Singapore forum. Asian investment bank 
leader pledges clean-slate start at Singapore forum, South China Morning Post, 12th April 2015.    
http://www.scmp.com/news/china/article/1764413/asian-investment-bank-leader-pledges-clean-slate-
start-singapore-forum  
2 All membership data are sourced from Wikipedia accessed on 9th April 2015 and held to be the 
situation as at 7th April 2015. 
http://en.wikipedia.org/wiki/Asian_Infrastructure_Investment_Bank#Countries_with_no_intention_or
_refused. As at 1 July 2015, there are now 57 PFMs.  
3 This is all of Southeast Asia except Papua New Guinea and East Timor which are neither regional 
members nor applicant countries. 
4 For prospective membership details please see my ISEAS Perspective #23, 8 May 2015, entitled 
‘The Conflicted Role of the AIIB in Southeast Asia’.  
6 Caijing.com.cn, (Chinese language).   
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the sovereign credit ratings of member countries. (ADB is rated AAA by Standard & Poor’s 
compared with AA- the company gives to China’s sovereign government). Following 
Britain’s unexpected announcement of willingness to join in mid-March, many other 
countries followed suit. The inclusion of many OECD countries as founding members of 
AIIB will have a very positive influence on the credit rating.  
 
Details of the voting structure have not yet emerged. Bank governance arrangements are 
expected to be finalized by June 2015, the initial capital contributions to be paid in by 
December 2015 and bank lending to commence in 20166.  
 
 
ORGANIZATIONAL STRUCTURE AND STAFFING    
 
Jin Liqun, the former chairman of the board of China’s sovereign wealth fund and former 
ADB vice president, has been charged with establishing AIIB and he will become AIIB’s 
first president. AIIB will have a board of governors composed of a state governor and deputy 
from each member country. The board will be composed of 12 non-resident members who 
will meet quarterly, decide on the budget and submit a report on bank direction. The AIIB 
president will also be chairman of the board. He will be responsible for the management of 
the bank, performing daily activities with the authority to appoint or dismiss bank staff 
including the vice-president. The chairman must be a professional of high integrity. Quorum 
for the boards of governors and directors is half of the members and two thirds of voting 
power.  
 
AIIB departments will set up along sectoral lines, providing technical assistance for 
institutional capacity building, project design and management, collaborating with existing 
MDBs, mobilizing private financing for projects and encouraging development of regional 
capital markets. Regarding staffing, many shareholders in AIIB (and co-investors) will want 
to be assured that management of the new bank will be of high quality, preferably selected on 
a competitive basis, and overseen by independent commercially experienced directors. Sound 
procedures for project selection, designing financing plans and tendering for project 
implementation can be based on those developed by existing MDBs. Certainly Li Jiqun as a 
former ADB official has plenty of relevant international experience and understands the need 
for employing managers of high integrity and professional standing.  
 
It is assumed that AIIB will hire global finance professionals (in contrast to the China 
Development Bank which only employs PRC nationals in management positions), and that 
some staff may be poached from ADB. The World Bank may be another recruiting ground. 
But AIIB can also draw substantially from PRC nationals since the country has many 
professionals with experience of infrastructure finance and project development, and 
infrastructure planning. AIIB can also recruit professionals from the global private financial 
sector.  
 
As a multilateral institution, AIIB will probably be quite cautious and conservative, and 
hence perhaps slow to pick up on the potential of applying sophisticated risk management 
techniques developed in the global private sector to infrastructure finance. The staff mix by 
nationality and skill specialities will be an important determinant of the culture of the new 
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bank and how it comes to be regarded. Much rests on how these teams are assembled and 
whether appropriate incentives and restraints are put in place. Strong country expertise is at a 
premium if the “one size fits all” approach that the IMF and World Bank are so often 
criticised for is to be avoided.  
 
 
GOVERNANCE AND OPERATIONS  
 
The Asian Infrastructure Investment Bank will concentrate on infrastructure finance but with 
a regional focus. As a multilateral institution it is important that it doesn’t become China-
centric in its viewing of loan priorities. This is a significant risk in so far as Beijing regards 
AIIB as an implementation institution for the “Belt and Road” vision. However, China 
understands that AIIB needs to have a genuine multilateral character if it is to have credibility 
and be useful in providing political cover for expediting its overseas lending priorities. In any 
event, the ideas contained within “Belt and Road” are not original and in practice AIIB will 
be drawing on many sources for inspiration, for example, the APEC Master Plan on 
Connectivity7 where gains from practical cooperation to improve trade logistics, upgrade 
transport facilities, and other components for better physical, institutional and people-to-
people connectivity are envisaged. AIIB will lend to improve the region’s airports and ports, 
amongst other projects. And at the end of the day, it is the loan recipient countries themselves 
who must take responsibility for ensuring that the projects that are funded are central to their 
national development priorities.   
 
With the expertise to estimate the potential benefits and risks of specific infrastructure 
projects, multilateral development banks are created to reduce transaction costs. AIIB will 
specialize in financing large-scale economic infrastructure on commercial terms, working 
alongside existing MDBs like World Bank and ADB who have the expertise to lend a lot 
more to infrastructure but have moved in a different direction. Net lending by existing MDBs 
on commercial terms has been negative in 5 out of the last 10 years including 2011 and 20128 
and World Bank and ADB are now focusing on concessional lending and knowledge sharing 
with low income countries. ADB and World Bank officials have extended a cautious 
welcome to the new China-led bank, saying they see room for collaboration9. However, there 
is an unstated tension China will use the new bank to expand its influence at the expense of 
USA and Japan, and also that AIIB may make compromises in environmental, labour and 
procurement standards that ADB and World Bank see as central to the mission of 
development lenders.  
 
In order to build credibility for AIIB, China is addressing the concerns expressed by western 
countries regarding governance. President Xi Jinping declared AIIB “needs to follow 

                                                             
7 Two other key reference documents are: Infrastructure for a Seamless Asia, Asian Development 
Bank and Asian Development Bank Institute, 2009; Master Plan on ASEAN Connectivity, ASEAN 
Secretariat, 2010.   
8 Elek, Andrew, The Potential Role of the Asian Infrastructure Investment Bank (AIIB), East Asia 
Forum, 11th February 2014; http://www.eastasiaforum.org/2014/02/11/the-potential-role-of-the-asian-
infrastructure-invesment-bank      
9 The Economist, Why China Is Creating a New “World Bank” for Asia, 11th November 2014, 
http://www.economist.com/blogs/economist-explains/2014/11/economist-explains-6 
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multilateral rules and procedures” and should learn from “existing multilateral development 
institutions in their good practices and useful experience”10. However, it remains to be seen 
how closely the AIIB aligns itself to existing MDB best practice. For example, current best 
practice dictates that all procurement for projects is conducted under international 
competitive tender. World Bank and ADB also have strict rules regarding the conduct of 
environmental and social impact assessments. Many loan recipient members will be looking 
for flexibility in AIIB’s approach.  
 
These countries will welcome the absence of non-economic conditionality, such as on 
democracy and human rights, which western-backed lenders have sometimes leveraged as 
instruments of political influence. Also, AIIB can be expected to give a more sympathetic 
hearing to developing country needs, industrial policy and the “developmental state” model. 
The World Bank and its sister institution the IMF are seen as doctrinaire with their 
“Washington Consensus” ideology and too closely aligned to the interests of bond investors. 
With its communist/capitalist contradictions China cannot easily advance an ideological 
approach and debtors hope for pragmatism. AIIB will lend on commercial principles; 
subsidies on infrastructure justified by externalities created can be provided by those 
governments that expect to reap the benefits.  
 
China has long seen itself as a leader of the developing world and will have to balance this 
with placating the concerns of the established order. As China makes its debut into the world 
of multilateral development banking it must conform to the pre-existing rules of the game. 
These rules have evolved over many decades and even the USA must conform to them. Over 
time China will be able to exert ever greater influence on how things are done, changing the 
rules of the game to something closer to its own liking. This will occur particularly as the 
weight of its huge capital stock is felt through its redeployment, but not from the outset.  
 
The main channel through which AIIB must conform can be found in the nature of banking 
itself. Rapid growth in AIIB’s lending capacity rests on its ability to lend profitably so that it 
can add to reserves and hence expand its capital base upon which it extends future loans. 
Early on, AIIB will seek to borrow from the financial markets, both from the domestic 
renmimbi-denominated bond and commercial paper markets (which permit access to foreign 
portfolio investors) and international capital markets. AIIB will be able to offer funds to 
project promoters at the most competitive rates depending on how cheaply it can raise funds 
itself, and this is turn largely depends on its credit rating, of which the highest attainable is 
Triple A. Such a rating would also ensure trust and confidence among member countries, and 
indeed among everybody the bank deals with. AIIB will have to develop high skills in 
evaluating project credit quality and be discriminating in the projects it lends to because its 
non-performing loans (NPL) experience will influence the credit rating. There is also the 
incentive to include members from OECD countries. Although this is no longer synonymous 
with capital surplus (credit provider) nations nonetheless they on the whole enjoy higher 
credit ratings than developing countries and can hence help boost AIIB’s credit rating. Their 
participation also boosts confidence of adherence to higher governance standards, another 
determinant of the credit rating.              
 
                                                             
10 Lee Jong Wha, China’s New World Order, Project Syndicate, 12th November 2014, 
http://www.project-syndicate.org/commentary/china-global-governance-by-lee-jong-wha-2014-11 
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Swift expedition of loans without compromising credit quality assessment and governance 
standards is expected to be a key competitive advantage for AIIB. ADB has top notch credit 
standing but it can be bureaucratic and very slow in its decision making. For example, the 
US$ 485.2 million ASEAN Infrastructure Fund (AIF), where ADB invested US$ 150 million 
in equity alongside ASEAN member states and manages the fund, is still only one third 
invested after four years. Set up in 2011 it has thus far only financed three infrastructure 
projects in ASEAN member states totalling US$ 165 million. AIIB will hopefully start out 
with a lean organizational structure that delivers quick and effective decision making without 
excessive bureaucracy (that will take time to accrue). AIIB needs high standards of process 
and oversight but some trade-offs, for example with social and environmental impacts, are 
conceivable. Many of AIIB’s target countries have a high infrastructure requirement but a 
poor track record in terms of administrative capacity (and corruption) for timely creation of 
project pipelines. For AIIB, and for China’s other development lenders, if they are to be 
results-driven they will have to engage these infrastructure markets with governance 
requirements that are realistically aligned with the conditions prevailing on the ground. 
 
The AIIB will be a steep learning curve for Beijing because the latter has generally conducted 
most of its foreign policy on a government-to-government basis whereas the AIIB, apart from 
its multilateral nature anyway, will be dealing with multiple stakeholders, not least the private 
sector. Working with tycoons in loan recipient countries may well provide the key to timely 
establishment of project pipelines. AIIB will have to work in a highly diverse set of country 
defined conditions. Even just within ASEAN there is considerable diversity of regime type 
and media environment. To help with engagement strategies and identification of prospective 
partners AIIB can be assisted by some of the 20,000 “connectivity professionals” drawn from 
neighbouring countries that China will have trained over the next five years in a program that 
Xi Jinping announced in November 201411. 
 
Overall, China has made impressive advances with its infrastructure, albeit not without its 
controversies of replication and white elephants. But it is unclear how much of its experience 
is transferable to foreign jurisdictions that are fait accompli. Projects cannot be imposed on 
host governments and there will be many factors beyond AIIB’s control, such as the local 
civil society and media (including social media) environment. AIIB will have to manage its 
“reputation risk” under NGO scrutiny and the public spotlight. Often working with 
democracies, in most of AIIB’s markets the projects will have to survive multiple changes of 
government. AIIB will need to work with local politicians and tycoons who can articulate the 
role of the projects in national development to win public support otherwise the projects risk 
becoming political footballs under subsequent governments and subject to “stop-go” rulings 
during the planning and construction phases. Recently in Sri Lanka, President Sirisena 
replaced Rajapakse on a successful campaign based on the need to curb excessive Chinese 
influence, (though he did in the event decide to proceed with the US$ 1.4 billion Colombo 
port project12).  
 

                                                             
11 Reuters, China to Establish US$ 40bn Silk Road Infrastructure Fund, 10th November 2014, 
http://www.reuters.com/article/2014/11/08/us-china-diplomacy-idUSKBN0IS0BQ20141108   
12 The Diplomat, Sri Lanka Go Ahead With Chinese Port Project, February 7th 2015, 
http://thediplomat.com/2015/02/sri-lanka-to-go-ahead-with-chinese-port-project/ 
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AIIB will need to have the people skills for dealing with other cultures in a non-threatening 
way. Working through the Chinese diaspora can reduce cultural differences but it can 
provoke a political backlash through the “fifth column” perception, for example, in Indonesia 
where wealth concentration among some ethnic Chinese is politically sensitive. Former 
Philippines President Arroyo criticised the elite for benefitting from Chinese investment. 
AIIB professionals must observe high governance standards. The risk of debt being declared 
odious – when a subsequent government defaults on the grounds of its predecessor acting 
corruptly – needs to be minimized. Politicians of host countries will not want controversy 
generated by AIIB and China itself sees AIIB as a tool for promoting a positive image 
abroad.  
 
AIIB’s will make easier inroads into regional infrastructure markets if it is perceived to be 
genuinely multilateral in how it functions, as well as be a more effective instrument of “soft 
power”. But this may challenge China’s instincts for “control” and its capacity for 
collaboration with foreigners on an equal footing. Assuming AIIB operates as a genuine 
multilateral its scale of operations in China’s overall effort will be important in countries’ 
perceptions. If AIIB comes to execute only a fraction of China’s total development lending, 
perhaps because complex infrastructure deals are more easily executed bilaterally, then it 
may be seen as mere tokenism to multilateralism. AIIB has the challenge of making a success 
of the multilateral model while providing infrastructure finance on a scale the world has 
never seen before.  
 
 
CONCLUSION 
 
The Asian Infrastructure Investment Bank will address the obvious need for infrastructure 
development in the Asia Pacific region, both through helping countries establish their 
pipelines of “bankable” projects as well as helping to meet the “funding gap”. Such an 
initiative was not universally welcomed and the US in particular expressed concerns about its 
governance mechanism. The picture of huge quantities of Chinese money corrupting ‘good’ 
governments in the region is less credible a fear than that China may use that money to 
extend its influence in the region at US expense. With so many US allies signing up for the 
AIIB, China can claim a diplomatic victory. However, many issues remain.  
 
China has declared its intent to address governance concerns in establishing the AIIB. 
However, while everyone agrees on the need for good governance it is not clear cut what 
actually constitutes this, whether there are any acceptable trade-offs that can be made to 
improve effectiveness and establish a more “results-driven” approach, what is desirable and 
what is achievable. The devil is in the detail, not only in terms of establishing governance 
covenants and safeguards etc., but also what later proves to be the practice on the ground. 
China has long seen itself as a leader of the developing world and will have to balance this 
with placating the concerns of the established order.  
 
To expand its loan portfolio most rapidly AIIB must be profitable so that it can contribute to 
reserves that expand the bank’s capital and hence it’s future lending base. AIIB will seek to 
maximize its credit rating, lend on commercial terms and minimize its non-performing loan 
(NPL) experience. The “funding gap” in regional infrastructure finance presents a 
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tremendous market opportunity for AIIB because it can take a longer term and more strategic 
view than private sector international banks and that it has massive financial resources for 
lending that the existing MDBs, particularly World Bank and ADB, lack.  
 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


