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Building the Right 
Silk Road

Dominic Barton

CHINA’S development in the last 
30 years of the twentieth cen-
tury was extraordinary. It is a 

tale of unparalleled growth, urbanization, 
and wealth creation—China has moved 
a staggering 300 million people from 
poverty into its middle class in the last 
30 years alone. 

However, in the twenty-first cen-
tury, it is the most connected global 
economies that will be the ones best 
positioned to succeed—and, in this 
regard, China has room to grow. 
President Xi Jinping recognizes the 
importance of this. During his speech 
at the College of Europe in 2014, 
he noted that

history tells us that only by interacting with 
and learning from others can a civilization 
enjoy full vitality—if all civilizations can 
uphold inclusiveness, the so-called ‘clash 
of civilizations’ will be out of the question 
and the harmony of civilizations will be-
come reality. 

This notion of ‘common prosperity’ 
through close international collabora-
tion underpins China’s vision to de-
velop a ‘New Silk Road by Land and 
Sea’ through the ‘One Belt, One Road’ 
initiative (OBOR). Delivering on this 
vision will be crucial for China, whose 
leaders understand that ‘opening up’ is 
a prerequisite for the services-based, 
consumption economy to which they 
aspire. It will also be crucial for the de-
velopment and prosperity of the entire 
OBOR region.

However, success will be difficult. 
Political differences, varying 

economic cultures, and other potential 
roadblocks, will complicate the effort, 
but this is the nature of bold ideas 
that transform the world. To ensure 
success, OBOR nations will need to 
quickly and decisively define the right 
targets, set the right priorities, and 
design the right operating model for 
working together.

Dominic Barton is Managing Director of McKinsey & Co.

China and the ‘One Belt, One Road’ 
Initiative

The New Silk Road by Land and Sea
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A (Not So) New Road

The Old Silk Road developed over 
about four hundred years from 200 

BC to 200 AD under the Han Dynasty. 
During this period, the silk trade ac-
counted for about five percent of China’s 
economy—then the world’s largest, as 
it has been for the vast majority of the 
last 2,000 years. Over time, the costs of 
trading over land rose, and the ‘Maritime 
Silk Road,’ through the South China Sea 
and Indian Ocean, grew in relevance. 
However, despite the economic potential 
of the Maritime Silk Road, China began 
turning inward after explorer Zheng 
He’s expeditions in the early 1400s were 
stopped, leading to a progressive decline 
over several centuries. The prominence 
of the Silk Road thus began to wane, as 

did the prominence of the Chinese econ-
omy—a trend accelerated by the colonial 
wars of the nineteenth century and the 
global wars of the twentieth century. 

In the twenty-first century, China is 
participating in a global economy that 
is more connected than ever before. In a 
2014 public study, the McKinsey Global 
Institute (MGI)—the economics and 
business research arm of McKinsey & 
Company—projected that global flows 
(including flows of goods, services, 
financial products, people, and data) 
account for 15 to 25 percent of global 
GDP growth each year, and that returns 
to the most connected countries are as 
much as 40 percent higher than returns 
to the least connected countries. 
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While China falls within this “more 
connected” bucket of nations, it ranks 
behind many of its economic peers in 
connectivity terms. According to the MGI 
Global Connectivity Index, which meas-
ures connectivity using a composite score 
along the five major flow types mentioned 
above, China ranks as the 25th most con-
nected economy in the world. 

The data suggests that China’s weak-
est areas fall where the 
world is shifting—to a 
more human capital and 
data-enabled service 
economy (China ranks 
93rd in people flows, 
33rd in data flows, and 
21st in service flows). 
By comparison, the 
United States (the only 
comparably-sized global 
economy to China) 
ranks third overall on 
the index, and is in the 
top 10 on every type of 
flow. Mainland China 
also ranks behind Hong 
Kong SAR, which is measured sepa-
rately and ranks second overall in the 
index, behind only Germany.

These themes around connectivity 
serve as important inputs into the 

rationale for the OBOR initiative, which 
was announced in 2013. The initiative has 
since become a foundation of China’s for-
eign policy, as well as an important pillar 

of its internal economic and social devel-
opment strategy. At a conceptual level, the 
vision for OBOR is to establish a platform 
for international economic development 
grounded in principles of collaboration 
and mutual benefit. At a practical level, 
there are a number of notions on how the 
initiative might work.

At the annual Stockholm China Forum 
in Guangzhou in late May 2015, ex-

perts and policymakers 
“mulled half a dozen de-
scriptions and interpreta-
tions,” according to Philip 
Stephens of the Financial 
Times, without reaching 
one particular definition. 
What does seem clear 
is that many nations are 
interested in participating 
in the initiative—about 
60 nations from Europe, 
the Middle East, Central 
Asia, and South Asia 
view the OBOR initiative 
as one way to increase 
economic activity and 

connectivity at their major ports, and 
through land routes within their nations.

Economic, social and cultural de-
velopment in these nations will be 

crucial for the future prosperity of the 
world. The 60 nations currently “at the 
table” represent 60 percent of the world’s 
population, 30 percent of the world’s 
GDP, and about 25 percent of global 

China ranks as the 
25th most connected 

economy in the world. 
The United States ranks 

third overall on the 
index. Mainland China 
also ranks behind Hong 

Kong SAR, which is 
measured separately 

and ranks second over-
all in the index, behind 

only Germany .

trade. Success in establishing a platform 
for international economic development 
in this region could result in a contribu-
tion of 80 percent of global GDP growth 
by 2050, and contribute significantly to 
lifting three billion people out of poverty. 

However, initiatives that have the 
potential to transform the world in this 
way are, by their nature, difficult to 
undertake. Each of the 60 nations that 
have expressed interest in OBOR has a 
different economic, political, and social 
context—and different development 
needs as a result. Furthermore, no one 
nation or set of nations has a mandate 
on the direction of the OBOR initia-
tive—while China can and should lead, 
all nations must work together for the 
effort to be effective. Nations must also 
build trust with each other if they are 
to work together effectively. Currently, 
some nations have expressed skepticism 
about China’s intentions, viewing OBOR 
as an attempt by China to establish itself 
as a global power or secure resources 
for its future. Other nations worry that 
Chinese investment is heavily influenced 
by government interests, as opposed to 
business interests. 

To ensure success, OBOR nations 
will need to act decisively. First, suc-
cess will require a clearly defined set of 
goals—what are OBOR nations trying 
to achieve, and how will they measure 
success? Second, it will require focus-
ing on a small number of priorities—in 

a sea of limitless development oppor-
tunities, where will OBOR nations 
focus their resources? Finally, it will 
require a clear operating model—for 
example, how will OBOR nations 
reach agreement and settle disputes? In 
short, to ensure success, OBOR na-
tions must set the right goals, focus on 
the right priorities, and design the right 
operating model.

Setting the Right Goals 

The vision for ‘One Belt, One Road’ 
at a conceptual level—to establish 

a platform for international economic 
development based on principles of 
inclusiveness and mutual benefit—is in-
spiring. Moving forward, OBOR nations 
will increase the probability of success 
by defining a set of objectives to measure 
their performance.

Several objectives flow naturally 
from the initiative’s vision. First, a 
clear emphasis can be placed on eco-
nomic growth, which is a natural 
measure of economic development. 
Since the purpose of economic growth 
is not simply “growth for growth’s 
sake,” a second objective can be to 
meaningfully improve the lives of the 
people who live within an economic 
region. Finally, OBOR nations should 
aspire to do this over the longterm. As 
a result, the third “right” goal for the 
initiative could be to promote an eco-
nomic system that consumes resources 
in a sustainable manner. 

Building the Right Silk Road

Dominic Barton



78

nSzoriHo

Summer 2015, No.4 79

These objectives can be measured 
in many ways—in our experience, 

the most successful metrics are highly 
aspirational (yet achievable), specific, 
and simple. Following these guidelines, 
OBOR nations could measure success 
using three metrics: 

•   Achieving economic growth: the 
OBOR region could aspire to con-
tribute 80 percent of global GDP 
growth per year by 2050.

•   Promoting widespread affluence: 
the OBOR could aspire to lift 
three billion more of its people 
out of poverty and into the middle 
class by 2050.

•   Encouraging sustainable utili-
zation of resources: the OBOR 
region could aspire to increase 
non-fossil fuel usage to 25 percent 
of primary energy consumption.

These aspirational, specific, and simple 
targets—each reflective of the OBOR vi-
sion—can serve to measure whether the 
initiative is having a level of impact that 
is commensurate with its potential.

Focusing on 
the Right Priorities

Once they have defined the proper 
objectives and metrics to meas-

ure success, OBOR nations must focus 
on the right priority areas for develop-
ment and investment. 

While there are many possibilities 
here, we believe that three areas would 
have the highest potential benefit to na-
tions in the OBOR region.

The first is infrastructure. The 
OBOR region should prioritize 

boosting infrastructure capacity and 
productivity among its members. Infra-
structure is a key to economic devel-
opment, due to its ability to unlock 
economic potential—it links people to 
one another, and links entire economies 
to new pools of demand and the supply 
chains they will need to meet them. In 
some cases, the right infrastructure can 
help entire economies “leapfrog” stages 
of development—as we are already 
beginning to see with mobile phone use 
and its impact on financial inclusion in 
Kenya, or the use of biometric identi-
fication systems and its impact on the 
provision of social services in India.

In this sense, the Chinese saying 
‘build a road first if you want to get rich’ 
is spot on—data suggests that for every 
$1 billion in infrastructure investment, 
30,000 to 80,000 jobs are created, gener-
ating $2.5 billion in new GDP.

Even though the economic potential 
of infrastructure investments is large, 
however, countries often run into two 
stumbling blocks on the ground. The 
first problem is that infrastructure has 
long-run, hard-to-measure returns 
that require large up-front costs. This 

reality often leads to underinvestment 
in infrastructure—MGI finds that the 
infrastructure gap is an astounding 
$57 trillion in terms of infrastructure 
investments that will be required simply 
to keep up with projected GDP growth 
by 2030.

The second stumbling block coun-
tries often face is building the “right” 
infrastructure. Many nations have 
faced criticism over funding what are 
perceived to be “un-
necessary” projects that 
“front-run” demand. 

While this strategy 
has been successful in 
some cases, in others 
it has resulted in large 
capital expenditures 
with little to no eco-
nomic return. Never-
theless, boosting infra-
structure capacity in proper areas will 
significantly help OBOR nations meet 
their goals of economic prosperity 
and widespread affluence. 

To help overcome some of the 
barriers to infrastructure invest-

ments, OBOR nations can focus on 
boosting the productivity and efficiency 
of infrastructure projects. For example, 
MGI finds that taking a series of actions 
to boost infrastructure productivity 
could save countries up to 40 percent 
on their infrastructure investment 

bills. The OBOR region is uniquely 
positioned—given its multilateral 
structure—to consider two actions in 
particular:

1.  Develop an open infrastructure 
platform: the OBOR region 
should consider setting up an 
open data platform for infrastruc-
ture projects accessible to all 
participants. The aim of the plat-
form would be to create a single 

information point that 
provides transparency 
at all stages of an infra- 
structure project (e.g., 
bidding, location selec- 
tion, technical re-
quirements, funding, 
tendering standards, 
demand forecasting). 
This would help pro-
ductivity and encour-
age investment across 

a project’s lifecycle.

2.  Convene an OBOR Infrastructure 
Expo: the OBOR region should 
consider convening a global infra-
structure expo as a platform for 
facilitating communication and 
interaction between market partic-
ipants. Its aspiration could be to do 
for infrastructure what the Great 
Exhibition in 1851 in England 
(the first international exhibition 
for manufactured goods) did for 
industrialization.

No one nation or set of 
nations has a mandate 
on the direction of the 

OBOR initiative—
while China can and 

should lead, all nations 
must work together for 
the effort to be effective.
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The second area of potential benefit 
to nations in the OBOR region is 

industrial development. OBOR nations 
should focus on actions and initiatives 
that accelerate their industrial develop-
ment, so that they can move away from 
depending on agriculture and natural re-
sources as engines of economic growth. 
This is an area where China can, and 
should, lead. China’s experiences have 
shown the effectiveness of economic de-
velopment policies targeted at increasing 
industrialization; and China’s expensive 
lessons (e.g., environmental issues) will 
help other OBOR nations understand 
(and perhaps counter) the effects of 
rapid industrialization.

Sharing best practices in two areas 
will be most helpful for developing 
economies in the region.

Encourage a scientific approach to in-
dustrial planning. China has developed 
a highly effective top-down economic 
and industrial planning system that 
provides usable guidance to regional 
development. One key element of this 
system is the identification of priority 
sectors for development.

In this vein, China can help lower-
income countries focus on developing 
labor-intensive, industrial sectors to 
help ‘up-skill’ their labor forces and in-
crease productivity (e.g., food process-
ing, textiles, mining-product process-
ing). In middle-income countries, for 

which the key economic development 
issue is avoiding the “middle-income 
trap,” China can focus its collaboration 
on technology and capital intensive 
industries (e.g., advanced manufac-
turing, electronics, and renewable 
energy). For high-income countries 
(including China, as its economy con-
tinues to evolve), developing service 
sectors (e.g., information technology, 
finance, education) would be the most 
prudent area of focus.

Support local governments in efforts 
to attract foreign companies and invest-
ment. China’s experience in developing 
successful industrial parks and special 
economic zones to attract investment 
from state-owned, private, and public 
companies can be very valuable for 
other OBOR nations.

China should help OBOR nations de-
sign the key elements of these parks—
including taxation codes, efficient 
administration, and financial services 
for companies—and introduce invest-
ments directly once the industrial parks 
and special economic zones have been 
established.

The third area of potential benefit 
to nations in the OBOR region 

is improving the quality of life for 
their citizens. Quality of life—par-
ticularly measured in terms of decent 
living conditions—is crucial to sustain 
long-run growth, and in its own right 

is a responsibility governments have 
to their people. OBOR nations could 
benefit greatly from focusing on one of 
the pervasive issues facing the global 
poor—a lack of decent and affordable 
housing. This is another area where 
China has made extraordinary pro-
gress. Just last year in China, nearly 
five million affordable-housing units 
were completed, and construction 
began on another seven million.

OBOR leaders can help massively 
increase the number of affordable 
housing units for their people through 
three actions:

1.  Encourage private sector involve-
ment in construction: whether 
through public-private partner-
ships or requirements that private 
developers dedicate a percentage 
of their commercial residential 
developments to affordable hous-
ing units, OBOR nations should 
consider integrating private sector 
developers into affordable hous-
ing construction projects, in order 
to increase project productivity 
and help in best-practice and 
knowledge sharing.

2.  Promote integrated construction 
to reduce costs: developers can 
experience significant savings 
by developing industry-chain 
management approaches to their 
housing developments. For ex-

ample, Country Garden in China 
uses integrated design, construc-
tion, and interior decoration in 
all of its housing projects. This fa-
cilitates high construction speeds 
and significant cost savings.

3.  Spread the use of provident funds: 
where appropriate, OBOR na-
tions can consider establishing 
provident funds to help lower- 
income households secure finan 
cing through low-interest loans. 
This could help stimulate growth 
in the real estate market by ef-
fectively providing subsidized 
loans to help low-income families 
improve their standard of living.

Each of these actions will require 
extraordinary leadership, dedication, 
focus, and talent—both at the senior 
policy level and in local city govern-
ments, large companies, and through 
the region’s entrepreneurs. 

Designing the Right 
Operating Model

Finally, once OBOR has articulated 
a clear set of measurable goals and 

focused its efforts on the right priori-
ties, it would benefit greatly from con-
tinuing to build its operating model to 
support the initiative on the ground.

This operating model would benefit 
from the inclusion of the following ele-
ments, among others.
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First, it should be inclusive, equitable, 
and multilateral, as a matter of both 
principle and practice.

Second, the OBOR region would 
benefit from agreeing to a set of 
holistic objectives that balance GDP 
growth, income equality, and sustain-
ability, both conceptually and through 
agreements and projects that will 
be set up between OBOR nations. 
Perhaps the relevant UN post-2015 
Sustainable Development Goals could 
provide useful targeted input in mov-
ing forward. 

Third, the OBOR region should seek 
to establish an economic ‘code of con-
duct’ to fulfill its vision of a vast and 
prosperous commercial region. This 
code of conduct is best-rooted in mar-
ket principles, considering that it must 
operate across a large and politically 
disparate set of countries.

Fourth, a cross-border, stable, and 
transparent legal and regulatory system 
will be essential to create an attractive 
investment climate with lower entry 
barriers.

Finally, any central entities created 
by this operating model must develop 
a strong innovation culture—this is 
especially important in the context of 
a multi-decade program like OBOR, 
where the costs of failing to innovate 
could compound over time. The Asia 

Infrastructure Investment Bank—an-
other multilateral platform being led 
by China—is showing very promising 
signs in terms of innovation and agility. 
OBOR nations may be able to benefit 
from adopting similar characteristics 
when designing their operating model 
in the years ahead.

A healthy and dynamic operat-
ing model is also important 

to mitigate potential risks and deal 
with conflicts between member na-
tions. There are several types of risk 
that should be of primary concern to 
OBOR nations. First and foremost is 
political risk—especially in less de-
veloped economies, where companies 
will likely demand downside protec-
tion for large projects. 

In addition to political risk, OBOR 
leaders and their teams will have to 
wrestle with significant operational 
risks—and will be forced to constantly 
monitor and combat potential risks at a 
project level. Finally, projects will face 
steep financial risks, compounded by 
their expected scale (e.g., large infra-
structure projects). One approach to 
handle this could be to develop consor-
tiums to dilute investment risk. 

These actions may reduce risks, but 
they will certainly not eliminate them. 
When conflicts do arise, OBOR nations 
would benefit greatly from instituting a 
conflict resolution mechanism.

In this regard, OBOR nations can 
look to other large multilateral organi-
zations for guidance. For example, the 
North American Free Trade Agreement 
(NAFTA)—a multilateral trade agree-
ment—helped ensure the vitality of its 
operating model by establishing a dis-
pute settlement framework for conflicts 
between nations.

The framework has three major pil-
lars. First, NAFTA allows claims to be 
filed with an international arbitration 
tribunal before the investor exhausts 
local remedies—this reinforces the 
international and multilateral princi-
ples of the trade agreement. Second, 
emphasis is placed on the right of the 
private investor, who is allowed to 
bring claims directly against govern-
ments or other NAFTA parties. This 
assurance helps promote private sector 
investment, and also plays a positive 
role in increasing public sector ac-
countability. Third, the committee 
requires nations to outline in advance 
which industries are subject to any 
specific regulation—putting these rules 
in writing has reduced the likelihood 
of discrimination.

The NAFTA framework has arbitrated 
over one hundred disputes and has 
helped create a predictable, rules-based 
investment climate. A similar mecha-

nism, albeit on an even greater scale, 
could have similarly positive effects for 
OBOR nations.

Long-term Thinking

China’s development over the past 
30 years has been extraordinary. 

With the OBOR initiative, many nations 
have expressed a desire to work with 
China in the next phase of their devel-
opment journeys. The potential impact 
of this partnership is enormous—for 
China, for nations in the OBOR eco-
nomic region, and for the entire world. 
While it will take decades for this poten-
tial to be realized, this should come as no 
surprise—it takes time to fundamentally 
transform the global economy. 

Luckily, China is no stranger to longt-
term thinking. For decades, China has 
simultaneously articulated its fifty-year 
strategy and executed successive five 
year plans—this balance has been one 
of the fundamental drivers of its success 
story—perhaps even the most funda-
mental one. In a world where short-term 
thinking is on the rise in both politics 
and business, this has been a refreshing 
and important reminder of the possibili-
ties that come with taking a longtterm 
approach. The entire world, and espe-
cially the OBOR region, will experience 
a better future if we remember this, and 
orient our actions for the long term. 
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