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1. Objective

This Strategy for the cooperation between Denmark and the Asian Infrastructure Invest-
ment Bank (AIIB) forms the basis for the Danish contributions to the organisation, and
it is the central platform for Denmark’s dialogue and partnership with the AIIB. It sets
out Danish priorities for the AIIB’s performance within the overall framework estab-
lished by the Bank’s own strategy. In addition, it outlines specific goals and results vis-a-
vis the AIIB that Denmark will pursue in particular through its Constituency. Denmark
will work closely with like-minded countries towards the achievement of results through
its efforts to pursue specific goals and priorities.

Given that AIIB is a young organisation the organisation strategy is only for 3 year pe-
riod. The Danish engagement with AIIB will be reviewed before the Board of Directors

commence a discussion of capital increase.

2. The Organisation
2.1 Mandate and Mission

The initiative to set-up AIIB was
launched in October 2013 by China
as a response to the severe finance

gap for sustainable infrastructure in

Asia. The initiative was also fuelled by

China’s ambition as an emerging
power and its frustration with global
and regional financial institutions.

The overarching mission of the AIIB
is to foster sustainable economic de-
velopment, create wealth and im-

prove infrastructure connectivity in

Asia by investing in infrastructure and

other productive sectors; and pro-
mote regional cooperation and part-
nership in addressing development
challenges by working in close collab-
oration with other multilateral and bi-

lateral development institutions.

Denmark is a founding member of
the Bank. This means that Denmark
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has higher voting rights and more a favourable position in the Constituency compared to

newer members.

Regional and Non-Regional Member Countries

. Non-regional members . Non-regional prospective members

. Regional members D Regional prospective members

2.2 Organisation and Management

AIIB started operations in January 2016 and does not have offices outside of its head-
quarter in Beijing. A President and five Vice Presidents lead the Bank.

Unlike other development banks, it has as part of its lean structure a non-resident Board of
Directors that represents 12 constituencies. The Board of Directors meet four times an-

nually and has a similar number of virtual meetings. The Board of Governors meet once
a year at the Annual Meeting. The governor for Denmark is the Foreign Minister.

Denmark is part of the Wider Europe Constituency (European countries outside the
Euro) and will be permanently represented in the constituency rotation until 2036 and get
the Director position in 2034. UK, as the biggest member, always has a position as Direc-
tor or alternate director. The Board work and collaboration within the Constituency is
Denmark’s main route towards influence in the Bank. Denmark has currently one secon-
dee in the bank and will continuously review the possibilities for secondments in order to
strengthen our relationship with the Bank.



The regional (Asian) countries have 77.6% of the capital stock. The biggest shareholder is
China with 31% of the shares and 27% of the votes. Most decisions require a simple ma-

jority but major decisions have to be approved by 2/3 of the votes. Most decisions are
taken by consensus.

The key sectors for the Bank are Energy, Transport, Water and Urban development, as
apparent from the chart below.

Project portfolio by sector (by amount)
Others 8%

Utban 7% _

® Energy

m Transport

= Water
Utrban
Others

The bulk of AIIB’s operations will be in South Asia where there is a big need and the

largest populations reside. Loans to China are expected to be minimal and only non- or
sub sovereign.

1 Numbers are based on approved projects in 2016-17 and the pipeline of projects as March 2018.
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Project portfolio by region (by amount)
North Africa 2%

East Asia 7%

B South-East Asia
B South Asia
B Central Asia
M West Asia
East Asia
North Aftica

Central Asia 9%

The Bank can lend to member countries outside Asia if the loan supports connectivity
with Asia or it is for a global public good and that the loan significantly benefits Asia.
The ceiling for non-regional loans is currently 15%.

3. Key Strategic Challenges and Opportunities

Even though the build-up of the Bank has been very fast, with the first loan already given
after less than 6 months of operation, the first 5 years are considered a start-up phase. In
this phase the organisation, strategies and policies are being developed, while the Bank
simultaneously builds its loan portfolio and (from 2018) starts to borrow on the capital
markets. The aim is that all of the Bank’s core institutional infrastructure, policies, guide-
lines, capacities, and competencies as required to deliver will be in place by 2020, and de-
ployed and further developed as the Bank scales up its activities. Just after the inaugura-
tion of the Bank an Environmental and Social Framework (ESF) of international stand-
ard was approved. The declared goal of the Bank is to live up to the highest international
standards. Gender issues are part of the ESF and is a particular focus for Denmark and
its Constituency. Denmark wants to ensure that gender is mainstreamed into the bank’s
business operations, incl. financing, internal organisation and monitoring and evaluation
framework.

3.1. Asia’s Challenges
A few major trends will continue to drive regional infrastructure demand.

First, many Asian economies will continue to require significant investment for develop-
ment while transitioning to low carbon economies. Power outages remain a serious prob-
lem in many Asian countries and over 400 million people in Asia still lack access to elec-
tricity. Improved energy access can catalyse higher economic growth in many medium-
and lower-middle-income countries. Providing sustainable energy would require countries



to prioritise investments in renewable energy, smart grids, and energy efficiency. An en-
couraging trend is that the cost of renewables has come down significantly during the
past few years. A more mature renewable technology, together with sufficiently low tar-
iffs to benefit economies, underscores the importance of stable long-term financing,
which development banks are well placed to provide. The next step will be to help coun-

tries to scale-up the provision of energy from renewable sources quickly.

Second, infrastructure will also be required to support sustainable urbanisation. Between
2018 and 2050, more than 1 billion Asians will move into urban areas. This will require
immediate large-scale high-quality investments in sustainable infrastructure to ensure that
the urban centres being built today do not lock-in the wrong solutions. Investment in ur-
ban transport systems is particularly important. Substantial investments will also be re-
quired in water, sewage, and waste treatment (including waste to energy) as well as in
combatting air pollution to foster improved living conditions. There is also a need to bol-
ster the resilience of cities against potential adverse impacts of climate change resulting in

more frequent hurricanes, floods, and other natural disasters.

Third, regional integration and expanding intra- and inter-regional trade will require
greater investments in connectivity and cross-border infrastructure. Since the financial
crisis, global trade growth has recovered only slowly. However, it is projected to pick up.
The WTO expects global trade volume to grow by at least 3.2 percent in 2018 after an es-
timated 3.6 percent in 2017, a strong rebound from 1.3 percent in 2016. The Asia region
is expected to register the highest trade growth in 2017 and 2018. Trade in the Subconti-
nent, the Middle East and intra-Asia is also expected to grow faster than in other regions
over the medium term. Furthermore, the Belt and Road Initiative (BRI) and other re-
gional initiatives will catalyse many trade and connectivity related projects.

Finally, taking account of development needs and the impact of climate change, the Asian
Development Bank projects that Asia will need to invest $1.7 trillion per year between
2016 and 2030 in infrastructure, which is significantly higher than the earlier estimate of
$881 billion recorded in 2015.

The next few years will provide a window of opportunity for International Financial In-
stitutions (IFIs) active in Asia, in partnership with other stakeholders, to work towards
resolving the “infrastructure paradox”. Under this paradox, long-term institutional inves-
tors’ search for yield remains unmatched by infrastructure investment offers owing to
market frictions (lack of proper infrastructure return benchmarks, lack of trustworthy val-
uations, and high fees, etc.).

3.2. AIIB’s Relevance

AIIB has identified three areas of particular relevance:



e Sustainable Infrastructure. Promoting green infrastructure and supporting coun-
tries to meet their environmental and development goals.

e Cross-country Connectivity Prioritising cross-border infrastructure, ranging from
roads and rail, to ports, energy pipelines and telecoms across Central Asia, and the
maritime routes in South East and South Asia, and the Middle East, and beyond.

e DPrivate Capital Mobilisation. Devising innovative solutions that catalyse private
capital, in partnership with other MDBs, governments, private financiers and
other partners.

4. Priority Areas and Results to be Achieved

Denmark will through an active engagement, especially at the Board of Directors, pro-
mote development policy priorities, foreign policy goals, and strategic Danish commercial

interests.

4.1. Relevance for Danish Development Strategy and the Strategy for Foreign and
Security Policy

The SDGs are important for AIIB and its raison d’étre is to raise capital for development
— the Bank has a special emphasis on mobilisation of private capital. The Bank primarily
works with Goal 7 (energy), 8 (jobs and growth), 9 (industry, innovation and infrastruc-
ture), 11 (sustainable cities), 13 (climate) and 17 (partnerships) — all are priorities in the
“World 2030 — Denmark’s Development Policy and Humanitarian Strategy”.

AlIB’s goal to create sustainable infrastructure aligns with the Danish priority to create
inclusive and sustainable growth and development. AIIB aims to make the huge infra-
structure investments in Asia, including Belt and Road, greener and support higher in-
vestment standards in Asia. This will be a potentially significant benefit for the climate

and be an opportunity for Danish competencies.

Finally, by contributing to connectivity in Asia and between Asia and Europe, AIIB di-
rectly underpins the Danish interest in globalisation and connectivity, as stipulated in the
Danish Strategy for Foreign and Security Policy.

4.2. Lean, Clean and Green

Denmark has along with the other shareholders fully endorsed the Bank's motto "lean
(efficient), clean (no corruption) and green”. These are also the three main Danish priori-
ties:

e to develop an efficient bank with high development impact;

e to interpret “green” as broad as possible and with a strong preference for renewable
energy;



e to focus on the Bank conducting business in accordance with the highest due diligence
standards, including on anti-corruption.

The Lean vision is to create a bank where shareholders get more for less. It will be con-
stant challenge to keep the Bank’s lean structure. Also, the Board, including Denmark,
has a special obligation to give due consideration to the importance of developing a more
efficient bank that other international institutions, as well as national Chinese institutions,
can draw lessons from.

However, the AIIB’s exclusive focus on investment lending and not policy loans means
that comparing its administrative effectiveness and efficiency with other MDBs is not a
straightforward operation. In addition to investment lending, most other MDBs have a
mandate to serve as repositories of knowledge on development and to provide policy
based lending for medium and longer term reform. They also support institution building
and the development of public sector efficiency over the longer term. AIIB will not repli-
cate all these very resource intensive functions of other MDBs. Although the Bank will
aim to be a centre of excellence in its priority areas. Still, AIIB have to rely on close col-
laboration with other MDBs.

What green means will be intensely discussed in the board. Within energy, it will for some
members mean support to “clean coal” while others prefer only to support renewable en-
ergy. Denmark should interpret “Green” as broad as possible to ensure that all loans con-
tribute to a greener Asia and with a strong preference for renewable energy solutions.
Denmark will also try to ensure that climate considerations are taken in all sectors, not
only energy. The President of the AIIB has stressed that the bank will not finance coal

pI’O]ﬁCtS.

Chinese investment banks have had reputational issues and it was therefore during the
negotiation phase important for especially potential Western members to be reassured
that the Bank would conduct its business in accordance with the highest due diligence
standards, including on anti-corruption. Denmark will continue to focus on this.

4.3. Relevance in Relation to the Development of Global Power Structures

AIIB is the first global IFI that has been established on the direct initiative of a non-
Western country?. This is significant and AIIB could contribute to encouraging China to
continue to engage multilaterally within a rule based international order.

In addition, AIIB should contribute to improving the efficiency of other international or-
ganisations through healthy competition and by showing how to get things done to scale
in Asia. AIIB is not, as some envisaged before the establishment, an adversary to the

2 Japan, co-founder of the ADB, is in this context considered a “Western country”.
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Bretton Woods Institutions, it is complementary actor. AIIB should cooperate with other
MDBs to enhance the value added of the International Financial system.

The AIIB’s entrance has underscored the need for coordination of policy between the
development banks to ensure consistency. It is important that Denmark speaks the sanze
langnage in all the development and investment banks, but wizh different accents in respect of
different mandates of the banks and of different Constituency configurations.

5. Budget

Denmark has subscribed to USD 369.5 million (0.39%) AIIB shares of which 20 % is
paid-in and the rest are callable assets. The paid-in capital will be paid in five instalments
of USD 14,780,000. 85% of the paid-in capital is counted as ODA under OECD/DAC

rules.3

Capital subscrip- | 2016 2017 2018 2019
tion
Million DKK* 202 101 95 95

*Amount vary according to USD fluctuations.

The AIIB has not yet used up the headroom for lending provided by the paid in portion
of the shareholders capital. However, the Board has approved that AIIB starts issuing

bonds in 2018 in order to become a well-known actor in the international financial mar-
ket. There are no plans for further capitalisation of the AIIB, but there is a statuary obli-

gation for the Board to consider capitalisation every 5 years.

AIIB - Indicative Financing, USD bil- | Headcount, | Budget, USD
ranges for Financing, |lion prof. staff million
Headcount and

Budget

2017 3 (15 projects) 130 59.6

2018 2.5-3.5 (15-20 projects) | 230-250 123.8

2019 3.5-4.5 (20-25 projects) | 320-350 178-194

6. Risks and Assumptions

3 The percentage that can be counted as ODA can change, if significant changes occur with AlIBs membership
and/or portfolio.




It was important for AIIB’s financial viability and an important sign of confidence in the
Bank’s governance that the Bank received the highest rating from all the three major in-
ternational credit rating agencies in the summer of 2017.

Still, AIIB is a young organisation, and in a build-up process, some uncertainty exists as

to the future effectiveness, efficiency and impact of the organisation.

The Bank has developed an elaborate risk framework to take account of financial risk,
contextual risk, programmatic risks and institutional risks. The risk situation is discussed

at all Board meetings.

6.1. Risk Assessment and Mitigation

Contextual risks

Risk factor Likeli- Impact | Risk response Background to as-
hood sessment
Lack of capacity to | Medium High AIIB has until Good bankable
deliver high impact now predomi- projects are always
projects nantly been co- in high demand.
tinancing. The
Bank is currently
building its capac-
ity so that in the
near future, it will
be able finance/
develop its own
projects and de-
liver directly on its
strategic goals.
Programmatic risks
Risk factor Likeli- Impact | Risk response Background to as-
hood sessment
Selection of loans. | Medium Medium | Focus on the im- Selection of loans is
portance of loans | a difficult process
being issues in ac- | that is based on
cordance with both member
bank strategies. states’ requests and
the AIIBs own initi-
ative.
Inadequate ability | Medium | Medium | Continued focus One of AIIB’s key

to achieve transfor-
mational change.

on innovation and

strengths is to be




improved manage-
ment. Continued
tfocus on recruiting
and keeping the
right talent. Col-
laborate with other
MDBs with instru-
ments suited to ad-
dress constraints
to transformation
associated with
policy, institutions
or regulation.

flexible and innova-
tive. This is re-
quired to achieve
transformational
change.

Institutional tisks

Risk factor Likeli- Impact | Risk response Background to as-
hood sessment
Attracting high High High Constant attention | The compensation
quality staff to Bei- by management to | package, esp. for
jing is a priority and ensure that the staff with family,
is perhaps the Bank is an attrac- | may make it diffi-
Bank’s largest insti- tive working place. | cult to attract esp.
tutional challenge. Denmark’s Con- mid-career staff.
stituency is follow- | Although liveability
ing this issue very | and air quality is im-
closely. proving fast in Bei-
jing, attracting and
maintaining staff es-
pecially when the
Bank is longer new,
is cause for con-
cern.
Major mismanage- | Low High AIIB has profes- AlIB’s clear stance

ment of funds or
corrupt practises in
AIIB will have seri-
ous negative impact
on the reputation
of AIIB and its

members.

sional financial
management sys-
tems, controls and
staff in place. High
attention to due
diligence measures
and risk manage-
ment.

on corruption was a
key factor for Euro-
pean countries to
join the Bank. Man-
agement’s commit-
ment to zero toler-
ance to corruption
is key to building
AlIB’s fiduciary
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reputation as a pru-
dent and diligent
IFL.

Lack of proper Medium Medium | AIIB is managed The fast expansion
management of the by experienced of the Bank means
Bank will hamper and respected in- that there is an in-
efficiency and im- ternational profes- | creased risk of mis-
pact. sionals and is un- | takes and lack of
der close scrutiny | proper manage-
by the Board. ment.
Political risks
Risk factor Likeli- Impact | Risk response Background to as-
hood sessment
Risk of political Low High AIIB has profes- Although AIIB is
controversy in the sional Board that | not a political insti-
Board works construc- tution, damaging
tively. A lot of em- | political controver-
phasis has been sies cannot be ex-
put on good gov- | cluded. However,
ernance and all members of
proper conduct of | AIIB have a com-
the Board. Im- mon interest in
portant to develop | safe-guarding their
trust btw. Manage- | investment in the
ment and Board Bank and thus in
and within the the proper govern-
board. ance of AIIB.
Board discussion
are frank and open,
which is supported
by frequent infor-
mal discussions.
That the biggest Low Medium | AIIB is managed China has a strong

shareholder will use
AIIB directly for its
own political pur-
poses

by experienced
and respected in-
ternational profes-
sionals and is un-
der close scrutiny

by the Board.

interest in showing
that it can host a
well-functioning
IFI.
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