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Evolution of China’s Belt and Road Initiative:
Digital Silk Road

The Belt and Road Initiative (BRI) remains one of China’s most important
national strategies. In the past most achievements related to promoting the
primary targets of the initiative, the land-based Silk Road Economic Belt and
sea-based 21st Century Maritime Silk Road. In recent years, China has
expanded its ambitions with the introduction of the Digital Silk Road, Green
Silk Road, Health Silk Road, and Polar Silk Road. While developments in
these four areas have already changed the BRI landscape, global investors’
knowledge of the progress being made is still nascent. We delve into the
Digital Silk Road dimension of the BRI to allow global investors to better
understand the initiative’s future roadmap and the relevant investment
implications.

What is the Digital Silk Road (DSR)?

Digital Silk Road (DSR) is the technological dimension of the BRI that aims to
improve digital connectivity in Belt and Road countries. The concept was
endorsed by Chinese officials in 2015 and further promoted at the second
Belt and Road Forum in 2019. With the rapidly changing geopolitical
landscape and speed of technological development over the past years,
DSR has been getting more attention particularly as it relates to new
technologies, rising technology-related tensions between the US and China,
and the emergence of COVID-19.

The DSR can be broken down into three main areas: 1) digital infrastructure;
2) smart city; 3) cross-border e-commerce.

Digital Infrastructure - This includes 4G/5G wireless communications,
broadband, subsea cables, cloud computing, surveillance systems, and
satellite systems. China already leads in most of these areas, for example,
the top two Chinese surveillance giants together supply 60% of the world’s
surveillance cameras.’

Connecting the Internet across Belt and Road countries using fiber-optic
cables is a major component of the DSR. As of 2019, China was a landing
point, owner, or supplier for 11.4% of the world’s undersea cables. This
proportion is expected to grow to 20% between 2025 and 2030.2 The
Pakistan and East Africa Connecting Europe (PEACE) project is an ambitious
element of this plan where a 15,000 km long subsea cable network is being
built to service countries across the BRI region with the aim to link Asia,
Africa, and Europe (Figure 1).

Figure 1 - Pakistan and East Africa Connecting Europe (PEACE) cable
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2. Huawei-Backed Cable Linking China, Europe, Africa Lands in Kenya, March 2022,
https://www.bloomberg.com/news/articles/2022-03-29/huawei-backed-cable-linking-china-
europe-africa-lands-in-kenya
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The launch of the BeiDou Navigation Satellite System has also upgraded
China’s BRI network to a multi-dimensional project with a land, sea, and
space presence. Completed in 2020, it serves as an alternative to the
American Global Positioning System (GPS), Russia’s Global Navigation
Satellite System (GLONASS) and Europe’s Galileo. 137 countries have signed
cooperation agreements with the project.?

Smart city - Chinese companies have actively participated in building smart
cities both domestically and internationally. Kuala Lumpur has become the
first city outside of China to adopt a smart-city system, smart-city
technologies, and information and communication technology (ICT)
infrastructure developed by Chinese companies. China is also helping Egypt
build a new smart city to be located between the Nile and the Suez Canal.

Cross-border e-commerce - China has signed MoUs on e-commerce
cooperation and established bilateral ecommerce cooperation mechanisms
with over 20 countries from five continents. It has established cross-border
e-commerce comprehensive pilot zones in six batches and rolled out a
series of supportive policies, expanding its list for cross-border e-commerce
retail imports. China's cross-border e-commerce exports in the first quarter
of 2022 rose by 92.7% year on year.*

Why is China motivated to promote the DSR?

While traditional infrastructure was the focus of the earlier BRI phase, DSR
has taken precedence in recent years. We believe that the DSR
encompasses far more than just the digital component of BRI's
infrastructure projects and could be a game changer for the global digital
landscape. The Chinese government has several reasons to promote the
DSR:

1. DSR fits with China’s ambitions to achieve high-tech leadership. Similar
to China’s major national goals such as Made in China 2025 and China
Standards 2035, the DSR aims to position the country for technology
primacy and greater autonomy in the global digital order. Through the
DSR, China can build and offer digital ecosystems to Belt and Road
countries that are almost entirely homegrown.

2. DSR Can reduce China’s dependence on other global technology
leaders. DSR sets a good foundation to engender a less US-centric and
more Sino-centric Asian and global digital order. By the end of 2018,
more than half of the undersea cable bandwidth, carrying close to 98%of
international Internet data and telephone traffic, was owned or leased by
leading US tech giants.> Such dominance is not healthy for the
development of other players in the space. US-China tensions have
pushed China to focus more on their technological independence.

3. DSR May facilitate homegrown cyber norms and standards for digital
infrastructure and next-generation technology. There are currently no
universal digital standards being applied globally. Given China’s
strengths in this area, this is a precious opportunity for the country to set
domestic and international standards. This can bring considerable
strategic advantages and likely boost China’s supply chains and overall
global economic influence.

4. DSR can help leading Chinese technology companies become global
champions. Through DSR, Chinese businesses can gain better access to
local markets in BRI countries. Other countries’ reliance on Chinese
infrastructure could also be strengthened.

5. DSR aligns with the current development trend as digital activities
become more important. Many BRI countries still suffer from poor digital
infrastructure and lack of talent. The mobile network coverage gap is
significant for some developing economies (Figure 2) and Internet
penetration rate remains low, particularly in African countries (Figure 3).

3. The completion of the Beidou satellite navigation network opens up new opportunities for China to
serve the world, August 2020, http://www.chinafrica.cn/Homepage/202008
120200803 800216550.html

4. China Ecommerce Exports Up 92.7% As BRI Countries Develop Mutual Digital Trade Engagement,
November 2022, https://www.silkroadbriefing.com/news/2022/11/14/china-ecommerce-exports-up-92-7-
as-bri-countries-develop-mutual-digital-trade-engagement

5. China’s Digital Silk Road and the Global Digital Order, April 2021,
https://thediplomat.com/2021/04/chinas-digital-silk-road-and-the-global-digital-order
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Figure 2 - Percentage of coverage by type of mobile network, 2021
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Source: International Telecommunication Union, data as of December 31, 2021. Note: CIS stands for Commonwealth of
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Figure 3 - Percentage of individuals using the Internet, 2021
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Outlook for DSR and investment implications

A growing number of countries have started to cooperate with China on the
DSR. According to a 2021 report published by the Cyberspace Administration
of China (CAC), 17 countries have signed Digital Silk Road-specific MoUs with
China.? 201 Chinese companies in the digital sphere have implemented 1,334
overseas investment and cooperation projects in the past two years, 57% of
which have been associated with the Digital Silk Road.” The push to develop
the DSR has involved state-backed telecom carriers as well as privately
owned technology companies.

It's not surprising that China’s technological success and emphasis on DSR
has contributed to ongoing US-China tensions. However, we cannot ignore
the rapidly growing demand for digital technologies in developing world and
China’s success in improving digital infrastructure and connectivity in the
Belt and Road region. The US and other developed economies are also trying
to compete to bring these services to developing countries. However, while
China still competes with the US for technological leadership, Chinese
products are popular in emerging markets given their decent quality and
affordability.

Advanced Chinese technologies are likely to remain attractive for developing
markets, despite the West’s questions around their security and quality. We
believe the future of China’s DSR remains bright and expect more long-term
investment opportunities will emerge in Belt and Road countries given the
technological innovation and digitalization reshaping the region. As Chinese
companies bring their knowhow and expertise to the developing regions and
build a better digital infrastructure network, we anticipate that select Belt
and Road countries will structurally benefit.

6. China’s post-pandemic Digital Silk Road, February 2021, https://www.eurasian-research.org/publication
chinas-post-pandemic-digital-silk-road

7. China’s post-pandemic Digital Silk Road, February 2021, https://www.eurasian-research.org/publication/
chinas-post-pandemic-digital-silk-road
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Investment risks

The value of investments and any income will fluctuate (this may partly be the
result of exchange rate fluctuations) and investors may not get back the full
amount invested.

When investing in less developed countries, you should be prepared to accept
significantly large fluctuations in value.

Investment in certain securities listed in China can involve significant
regulatory constraints that may affect liquidity and/or investment
performance.

Important information

This document is for Professional Clients only in Dubai, Jersey, Guernsey, the
Isle of Man, Continental Europe (as defined below) and the UK; for Institutional
Investors only in the United States, for Sophisticated or Professional Investors
in Australia; in New Zealand for wholesale investors (as defined in the
Financial Markets Conduct Act); for Professional Investors in Hong Kong; for
Qualified Institutional Investors in Japan; in Taiwan for Qualified Institutions/
Sophisticated Investors; in Singapore for Institutional/Accredited Investors;
for Qualified Institutional Investors and/or certain specific institutional
investors in Thailand; for certain specific sovereign wealth funds and/or
Qualified Domestic Institutional Investors approved by local regulators only in
the People’s Republic of China; for certain specific institutional investors in
Malaysia upon request; for certain specific institutional investors in Brunei; for
Qualified Professional Investors in Korea; for certain specific institutional
investors in Indonesia; for qualified buyers in Philippines for informational
purposes only; in Canada, this document is restricted to i) accredited
investors and ii) permitted clients as defined under National Instrument
45-106 and 31-103 respectively. It is not intended for and should not be
distributed to or relied upon by the public or retail investors. Please do not
redistribute this document.

The publication is marketing material and is not intended as a recommendation
to invest in any particular asset class, security, or strategy. Regulatory
requirements that require impartiality of investment/investment strategy
recommendations are therefore not applicable nor are any prohibitions to trade
before publication. The information provided is for illustrative purposes only, it
should not be relied upon as recommendations to buy or sell securities.

By accepting this document, you consent to communicate with us in English,
unless you inform us otherwise.

For the distribution of this document, Continental Europe is defined as Austria,
Belgium, Denmark, Finland, France, Germany, Greece, Italy, Ireland,
Luxembourg, Netherlands, Norway, Portugal, Spain, Sweden, and Switzerland.

All articles in this publication are written, unless otherwise stated, by Invesco
professionals. The opinions expressed are those of the author or Invesco, are
based upon current market conditions and are subject to change without
notice. This publication does not form part of any prospectus. This publication
contains general information only and does not take into account individual
objectives, taxation position or financial needs. Nor does this constitute a
recommendation of the suitability of any investment strategy for a particular
investor.

Neither Invesco Ltd. nor any of its member companies guarantee the return of
capital, distribution of income or the performance of any fund or strategy. Past
performance is not a guide to future returns.

This publication is not an invitation to subscribe for shares in a fund nor is it to
be construed as an offer to buy or sell any financial instruments. As with all
investments, there are associated inherent risks. This publication is by way of
information only. This document has been prepared only for those persons to
whom Invesco has provided it. It should not be relied upon by anyone else and
you may only reproduce, circulate and use this document (or any part of it) with
the consent of Invesco. Asset management services are provided by Invesco in
accordance with appropriate local legislation and regulations.

Certain products mentioned are available via other affiliated entities. Not all
products are available in all jurisdictions.
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