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Preamble

Regardless of where you are placed in the social hierarchy the facts remain the same
- as of now there is no cure for COVID19, our governments were not prepared, the
climate crisis is looming and we are all in lockdown. The coronavirus since January
2020 in its wide spread infectious nature has exposed the vulnerabilities of the
public health and governance system of every nation be it rich or poor. The public
outcry echoing around the world from panic-stricken hospitals of Italy?!, New York?,
Philippines3, Bangladesh#, were all the same. Doctors and frontline workers were ill
equipped and getting infected and dying of COVID19. Scores and scores of people
frantically rushed towards their nearest health care centers, looking for treatment,
fearing infection and carrying symptoms. Media reports across Asia mention how
doctors and hospitals were at maximum capacity and were forced to refuse

incoming patients due to lack of resources, beds and protective gears.

According to the WHOS the need for clinical testing and quarantine measures is
considered critical to slow the spread of the virus. Asian countries especially lower
income countries have fragile and limited health care systems, as a result slowing
down the spread would be the only way to stop health care centers from being

overwhelmed. Unfortunately with struggling fiscal health, and lack of public health
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infrastructure Asian governments are opting to use the heavy handed method of
police and military crackdowns to enforce quarantine protocols, violating human
rights and basic political freedoms. As this article is being written activists and
journalists in Pakistan, Bangladesh, Philippines among many others are being
persecuted, silenced or jailed for speaking the truth and exposing government
failures. Recognizing the importance of the issues above, this article will try to focus
on the issue of debt and development finance and its impact on COVID 19 response

by lower income and developing countries in Asia.

With the marching orders from WHO to ‘flatten the curve’, governments enforcing
lockdowns were now destined to bear the economic brunt of shutting down most
manufacturing, industry, consumer markets, agriculture, transport and trade.
According to recent reports 85% of the global workforce has been hit by full and
partial lockdowns due to this pandemic of which 125 million full time workers are

from Asia®.

Lack of Economic Diversification

Whether it was due to poor planning or lack of political will; many lower income
Asian governments, who had not diversified their economies for decades, have
suffered more because of the lockdowns’. Governments having been coupled
through single export sectors to the global market such as- tourism for Nepal, over
seas migrant worker flows for the Philippines, ready-made garments sector for
Cambodia, Bangladesh and Vietnam, are in deep crisis for closing of European and
US markets and air travel. The lockdowns have led to crippling unemployment and
deep losses especially for small firms associated with these sectors to fall into
bankruptcy with no lifelines from the state. State bailouts have often targeted the
bigger corporations leaving small business owners and their workers behind. This

was most evident in the US bailout for the airlines industry in the early March
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pronouncements by the Trump administration. Thus with the ‘go to’ revenue
generators being stalled for lower income Asia, the only option would be to reach
out to international development community for grants and loans. It is evident that
the current public health crisis compounded by the economic crisis, and global
climate crisis has Asian governments frantic and reeling. ‘We were not prepared’ is
probably what country leaders are saying to each other in hindsight. Why did we not
invest in public health infrastructure? Where can we find quick funds for testing
kits? Where are the PPEs? We cannot afford an indefinite lockdown, what are we
going to do? What are we going to do?

Truly this crisis has caught lower income Asia off guard.

The Fourth Wave of Debt

Ayhan Kose (etal 2020) identifies waves of debt accumulation have been a
recurrent feature of the global economy over the past fifty years. The first wave of
debt came in the form of the Latin American debt crisis of the 1970s, the second
wave was the 1997 Asian Financial crisis, and the third wave of debt was during the
Global Financial crisis of 2008. It is being estimated that the fourth wave of debt
began in 2010 and as of 2019 September the global debt stands at a staggering 263
trillion USD. The authors recognized a positive correlation between high debt and
financial crisis, which has proven true for all three of the preceding waves of debt.
This fourth wave of debt is being considered by the IMF and the World Bank as the
most severe and widespread of the previous three. As the global economy continues
to contract with extended lockdowns, a financial crisis maybe fast approaching

gaining momentum everyday.

The global debt of 263 trillion USD boils down to a 32,500 USD debt burden of each
individual for all 7.5 billion people inhabiting planet earth. Being in Asia it begs to be
mentioned that 32,500 USD individual debt hits you quite differently based on
where your livelihood is located (for ex: a construction worker, teacher, or a CEO).

The depreciation of local currencies, stagnation of wages for the working class, the



rising prices of housing, health care are leading to ‘gig’ work in the form of multiple
jobs in pitiful conditions to make ends meet. The unending working hours and poor
living conditions are putting working people further at risk to getting infected by the
virus. Thus high paid CEOs and global celebrities on social media posting lockdown
chronicles fail to reflect the telling signs of disaggregated impact of the global debt
and lockdown on the working people. There is unfortunately never a good time to
be hit by a pandemic and this is possibly the worst of times from a global historical

debt perspective®.

Billions to Trillions in Infrastructure loans

According to the IMF the debt was triggered because of low interest rates and loose
financial conditions over the past decade. 2010 global finance was heralding the
mega infrastructure asset class boom, and the prescriptions were spearheaded by
the World Bank’s former president Jim Kim announcing the Billions to Trillions
agenda in Korea, 2017. China announced its 2013 Belt Road Initiative, and the
former ADB President Nakao in the 2015 ADB Annual Governors Meeting in Baku
announced the 27 trillion USD gap in infrastructure in Asia®. The Asian governments
lapped it all up, as the loans were plenty and fluid. Modalities such as public private
partnership, infrastructure equity funds, special purpose vehicles and blended
finance became buzzwords for new forms of loans inciting private investment into
mega infrastructure. There were also new loan sources included various new
lenders outside the Bretton Woods and the Paris club, this included a wave of
Japanese, Korean and Chinese quick money lending with low restrictions flooding
the market. As a result Asian governments have accrued large amounts of foreign
debt, which could only be sustained through rolling economic activity and regular
debt servicing payments. No one could predict in 2019 that a global pandemic

would bring global economy to a halt, and immediate loan repayments would be life
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threatening for lower income countries in 2020. The sheer size of the loans and the
rising cost of debt maybe one of the contributing factors for governments like India
and Bangladesh flirting with reviving the garments sector, and issuing statements
indicating early easing of quarantines and removing lockdowns at the real risk of

coronavirus flare up/ second wavel.

Structural weaknesses of state financial systems

‘We were not prepared’ that haunting sentiment will continue to keep repeating
within Asian government officials offices, and it should make them reflect of the
structural weaknesses which they have neglected to reform over the past decades.
Endemic corruption in the Philippines, India, Afghanistan, Bangladesh, Laos, were
found to be the breeding ground for state emergency response failures!!. Lack of
coordination between municipalities and central governments, with supply chain
bottlenecks due to corruption, had not been rectified, all contributed to the stark
failure in ensuring critical services and information to reach local people. It needs to
be highlighted that these systemic challenges pre-existed the covid19 pandemic for

most of these countries.

According to the recent World Bank report on debt the following structural
weaknesses of state financial systems have been further identified - poor revenue
collection, widespread tax evasion by big corporations, monetary financing of fiscal
deficits using international loans, corruption in food warehouses and stockpiling,
and populist policies to subsidize sectors like fossil fuel energy most often in the
grips of politically embedded private sector enterprises. The issues cited above
resonate strongly for South Asia and South East Asia, where there is high inequality

and mass agrarian communities.
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As the loans started pouring into these weak financial systems it manifested bubbles
of wealth inequalities. As a result the evident neglect in Asia’s development
narrative were public health services, education, water and sanitation, food security
and basic social safety nets on wages and pensions. Clearly the pandemic induced
‘hunger’ uprisings are symptomatic of the decades of mismanagement, false
development strategies, undermining the poor and the intended promotion of

systemic corruption through the state-private capital system.

Currency Depreciation

Going back to international development loans, it needs to be mentioned that most
Asian countries have opted to borrow in hard foreign currencies especially the USD
and the Euro from the ADB, World Bank, AIIB and bilateral banks such as JICA, ]JBIC,
CDB and others. As the economies are forced to contract due to the lockdowns the
debt service obligations are now facing steep currency depreciations. The currency
crisis is exacerbating everyday, and with falling prices of fossil fuels this will further
deepen the stake into the economy. The state response will be a rise in inflation, and
increase of local currency in the money supply, with a dry foreign reserve the
potential for a defaulting economy is very very high. Consequently, the AIIB in a
recent report on Asia’s infrastructure outlook cited that foreign currency loans in
themselves are attractive and end up as a key issue for stalled projects!?. Poorer
economies tended to hold onto hard currencies and not roll out infrastructure
project investments to ensure build up of foreign currency reserves. This often
delays the inevitable, as this measure to strengthen local currency is often short
term, and continues to accrue interest in loan payments in the long run without any

movement in spending in the real economy.

This line of the argument tends to promote the idea that lower income countries in
times of economic strain (with low foreign reserves and rising inflation) sometimes

tend to also augment fiscal deficits with international development project loans. In
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other words big dollar loans are used by lower income countries to address national
budget shortfalls, this often leads to balance sheet mismatches, over invoicing of
procurements, which further lead to stranded assets and short term wealth bubbles.
All of which are often untracked due to weak banking regulations and poor

monitoring frameworks

Public risk in Mega Infrastructure Financing

The mega infrastructure solution has not yielded the desired economic returns and
had furthered environmental and social destruction in Asia. Civil society movements
globally have argued over base load energy investments on coal, big hydro and fossil
fuel, leading to deepening corruption, rising climate risk and widening debt GDP
ratios. Over the last decade the MDBs have focused on private sector led project
financing, which often had commercial goals over development goals, this is quite
telling of ADBs new Strategy 2030 which has a committed chapter for unlocking

private capital in infrastructure investment!3.

Thus what we see in terms of project financing selection is commercial priority
given to gas pipelines in Azerbaijan, export-processing zones in Myanmar, and
massive investments in trans boundary connectivity road projects in Central Asia
and South Asia. What is left often undermined is the small-scale road project linking
the village to the hospital as it is deemed as a ‘non-bankable’ investment. COVID19
has exposed the dire need for a long-term plan for public health infrastructure,
unfortunately with abundance of credit lines over the past decades there were no

meaningful investments made in this sector.

ADB 20 Billion USD COVID 19: a quick glance
The ADB initially earmarked 6.5 billion USD for COVID 19 on March 18 and by April
13 they have increased it to a staggering 20 billion USD under the COVID 19
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response banner. The ADB has yet to provide detailed breakdowns for the fund, but

initial information on the website!# raise the following issues of concern-

1. Only 2 billion USD of the 20 billion USD is in concessional and grant forms

2. 2 billion USD has been allocated explicitly for private sector (no details on how
that will be unpacked)

3. All Developing Member Countries may apply for loans

An example of how lucrative the loans are made to appeal to struggling
governments can be gleaned from the recently inked 1.5 billion USD loan to the
Philippines government'>. The interest rate is 2% for the loan, which is one of the
lowest rates ever issued by the ADB. The conditions were made further lucrative
with up to 3 years of grace periods and extended periods of maturity from 5 to 10

years for different tranche disbursements.

Explicit favor for private sector in the ADB COVID19 loan general criteria:

« Providing select private firms, microfinance institutions, and small- and
medium enterprises with access to working capital;

+ Ensuring sufficient trade and supply chain financing is available as the
global economy experiences a major economic shock from the

pandemic;

In case of the medical response the ADB may continue preferring private health care
systems which will only be accessible by those who can afford it, leading to a
question of systemic deprivation of the poor from gaining access to the much

needed health services at this critical time. In terms of direct economic support the
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loans clearly earmark the private sector and emphasizes trade and supply chain
financing of what we can assume are already pre-existing sectors of investment

coupled to fossil fuel use.

So in terms of critical areas of innovation, which is addressing public health care
infrastructure, and sustainable and green energy systems we are not seeing any real
transformation from the ADB. A detailed inspection of the loan agreements and
subsequent projects is underway, and various civil society groups and researchers
are analyzing the portfolio as it unfolds in the days to come. At this stage it would be
fair to argue that the ADB is very much taking a ‘business as usual’ approach in it’s
COVID19 response and is undeterred in its mega infrastructure privatization and

fossil fuel pathway.

COVID 19 and Belt Road Initiative

In terms of the China led BRI, work has stopped along the China-Pakistan Economic
Corridor, Cambodia’s Sihanoukville Special Economic Zone has been suspended, the
Payra coal power plant in Bangladesh has been delayed and projects across
Indonesia, Malaysia and Myanmar have been stalled indefinitely'®. The lack of travel
facilities for Chinese labor has been attributed as a key factor in this process, with
thousands of Chinese workers unable to return to work on BRI projects across Asia
and Europe. A media report in Indial’ claims that over 130 countries have placed
restrictions on the entry of Chinese citizens travelling from China, which has
significantly hampered all Chinese financed infrastructure projects including BRI
projects. According to a US think tank, Council for Foreign Relations of CFR, in its
recent report titled ‘What the Covid-19 Pandemic May Mean for China’s Belt and

Road Initiative’; the Covid-19 crisis has also hampered China’s manufacturing
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supply chains, and it is no secret that BRI projects are primarily reliant on Chinese,
rather than local material and supplies. It can be assumed that this will make it more
difficult for borrowing Asian governments to support the existing BRI projects. It
maybe further argued that this would create pressure upon China to either write-off

BRI loans or restructure them significantly.
BRI and COVID19 and the Health Silk Road: Geopolitical Concerns

It seems that Covid-19 spread has led BRI and China to use the same corridors, ports
and logistics hubs to provide medical support to partner countries in need as Beijing
attempts to position itself as a global leader in healthcare. This is being interpreted
as a ‘charm offensive’ move which Chinese President Xi Jinping calls the Health Silk
Road’’8. The European Union has been especially critical of this initiative and are
reflecting on its on geopolitical implications. To demonstrate this issue further the
following is an excerpt on the questions, which had recently been raised in the

European Parliament around China’s new Health Silk Road-

23 March 2020

Question for written answer

to the European Commission

Rule 138

Subject: Risks of the health silk road

[taly is currently set to become the only G7 country and EU Member State involved
in the Chinese geopolitical project known as the "Health Silk Road” that is being

launched by the Italian Prime Minister and the Chinese President.

It is no secret that China is seeking to acquire health and technological data from

elsewhere.
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Huawei has offered to work together with Italy on a cloud network for the real-time
sharing of health data. However, the lack of transparency surrounding the spread of
the COVID-19 virus and the controversial use of personal data in China give cause

for grave concern.

In view of this:

1. Does the Commission consider it urgently necessary to seek information from

the [talian Prime Minister regarding the substance of these agreements?

2. Will it assess the strategic importance of the health data of Member State
citizens and the management thereof, given that they are regarded as personal
data directly relevant to the protection of fundamental rights and given that
hospitals and public and private health structures are regarded as critical

infrastructures” under the NIS Directive?’

3. Does the agreement take account of the 5G safety recommendations and
toolbox measures and of the need to uphold and protect national and European

sovereignty and autonomy against possible foreign interference?

Source

https://www.europarl.europa.eu/doceo/document/E-9-2020-001766_EN.html,

7th April 202
BRI and AIIB

The issue of digital security and the role of China in the global debate around big
data mining are challenges which, surround us in the fourth industrial revolution
along with the fourth wave of debt, global pandemic and the overarching climate
crisis. Surrounded deep in controversy the BRI Health Silk Road needs a multilateral
front to continue bolstering its acceptance across the world around the issues cited

above. In order to achieve these objectives the China led AIIB will be influential to



demonstrate this new commitment to multilateralism and public welfare. The Asian
Infrastructure Investment Bank (AIIB), of which China is the largest shareholder,
has created a USD 5 billion crisis recovery fund to support countries and businesses
during the pandemic. In line with the agenda of being the multilateral front of the
Chinese BRI agenda the AIIB has announced two recovery loans, to the cities of
Beijing and Chongqing. Consequently the AIIB is now considering similar packages
for Indonesia, Bangladesh and India. Most of the 2020 AIIB loans are looking at
public health infrastructure, and policy reform loans in the health and connectivity

sector.

Aside from the COVID19 response loans, in 2019-2020 the AIIB has approved
several projects in line with the BRI namely - Bangladesh: Dhaka and West Zone
Transmission Grid Expansion Project, Lao People’s Democratic Republic: National
Road 13 Improvement and Maintenance Project, Belarus: Rehabilitation and
Upgrading of National Road R46, Tajikistan: Obigarm-Nurobod Road Project. The
projects have also been supplemented with various AIIB financed infrastructure

fund facilities for Asia and specific Singapore, India, Indonesia.

Debt Relief?

Considering the nature of this global pandemic, debt relief has been considered as a
possible solution. Both the IMF and G20 have committed to debt relief measures as
of May 202019, but the scale and scope of the measures are limited to less than 25
selected countries, the debt relief needs to be much wider in order to be effective
and should include the MDBs, and other bilateral banks in the effort. Unfortunately
as of May 2020,Multilateral Development Banks such as the ADB, World Bank, AIIB,
BRICS and the bilateral banks of Japan, China, and Korea have continued to collect
debt payments for 2020 form overburdened Asian governments and have not
signaled any movements towards debt relief solutions for states amid this escalating

crisis.
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Conclusion

Considering the global financial system and it’s constraints MDBs and even the BRI
are looking to shift slightly away from traditional infrastructure and lean towards
more health and public health infrastructure to retain economic dominance. In that
shift the trend in future health loan and recovery investments are being aimed at
private Sector; this is evident for both the ADB and AIIB loans. Unfortunately this
risks embedding the status quo of the elite-government-capital nexus and neglecting
the people from the decision making process. Therefore what needs to be demanded
through social movements globally is that the financial architecture entails free and
public access to health care for the poor and most vulnerable, through meaningful
dialogue and transfer of control over design of the recovery solutions. The role of
civil society, free press and social movements will be integral in voicing these

demands.

We have to realize that MDBs and the BRI as institutions are each trying desperately
to survive the COVID19 economic recession and impending financial crisis. The
name of the game is now COVID19 recovery and people around the world should be
vigilant that ‘recovery’ loans aimed towards financially weak governments are not
to ensure development bank profitability but actual sustainable development and
public health care objectives. The proposed loans will need to be carefully
investigated and continually challenged to meet people’s needs. There is no doubt

global capital is vulnerable and maybe its time to tip the balance in the peoples favor.



