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Abstract

On 12th of March 2015 the British Chancellor of the Exchequer, George Osborne, announced that the UK wished to become a prospective member of the Asian Infrastructure Investment Bank (AIIB). The UK was the first Western state announcing their wish join to the AIIB. This was remarkable, since the UK directly went against the heavy US lobby to dismiss the AIIB and thus against one of its main allies. This thesis will examine this puzzle by putting the explanatory power of two theories to test: (neo)mercantilism enriched with liberal institutionalist insights versus social constructivism. By fusing liberal institutionalist insights into (neo)mercantilism, the thesis has sought to enhance the ability of neomercantilism to explain international cooperation. A case study research design complemented with insights from process tracing and data triangulation has been employed to analyse the AIIB-membership of the UK. This thesis concludes that the UK joined the AIIB because of the economic benefits. Especially the financial benefits for the financial sector were a large factor in the British decision to join the AIIB. Therefore, this thesis will conclude that (neo)mercantilism is the most suitable explanation. 
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Introduction

On the 12th of March 2015, the British Chancellor of the Exchequer, George Osborne, announced the UK’s wish for becoming a prospective founding member of the Asian Infrastructure Investment Bank (AIIB) (Osborne, 2015). This announcement caught worldwide attention since the UK was the first big Western state applying for membership of the Chinese initiative for setting up the AIIB (Anderlini, 26 March 2015; Ankenbrand, 17 March 2015; NRC Handelsblad, 17 March 2015; Perlez, 4 December 2015; Reuters, 13 March 2015; Runde, 17 March 2015). This British decision was remarkable as it marks a break within the Western alliance led by the United States (US), a state the UK has been proud of for having a ‘special relationship’ with the US (BBC, 13 May 2015; Tisdall, 2019), such as exemplified by the intelligence cooperation in the so-called Five Eyes Alliance, dating back to the Cold War era and including also Australia, Canada, and New Zealand (Corera, 5 March 2021; Harvey, 2007,p.23; Hopkins, 9 July 2016). The US government has lobbied strongly against the AIIB as they had concerns about the Chinese intentions with the AIIB (Freeman, 2019, p.669; Wilson, 2017, p.148). The US feared China would use the AIIB for their own political purposes solely by rivalling the global leadership of the US and undermining the role of the existing multilateral development banks (MDBs) like the World Bank and the Asian Development Bank (ADB) (Wilson, p.148). The US, consequently, regarded the AIIB as a competitor of the World Bank. The US were worried about the AIIB undermining the efforts of the existing MDBs promoting transparency, social and environmental standards in development financing (ibid.). The AIIB, therefore, has been described as a “deliberate challenge to the US-led Bretton Woods system, designed to break the monopoly of Western states over the international financial system” (ibid. p.150). The British move was an unwelcome surprise for the US resulting in public remarks from the US. As an anonymous US administration official reacted: “[W]e are wary about a trend toward constant accommodation of China” (BBC, 13 May 2015). Washington even accused the UK for jeopardizing the global order and their “special relationship” (The European Institute, n.d.). The UK, in turn, seemed unabashed by the concerns of its longstanding ally. Officials of the UK and the US have been in regular contact before the official British announcement that it would join the AIIB (Watt, Lewis & Branigan, 13 March 2015). Senior adviser for Asian economics at the Center for Strategic and International Studies Matthew Goodman was surprised by the decision of the US to pick this fight in public as it is rare these sorts of things are arbitrated publicly (ibid.).

The US feared that the AIIB would become a substitute of the World Bank and saw its establishment as a manifestation of the Chinese idea that Asian powers should be responsible for their own future. Together with the ‘One-Belt-One-Road’ Initiative (BRI) and the ‘Maritime Silk Road’ (MSR), the US perceived the AIIB as the willingness and readiness of China for challenging the existing regional and international order (Mishra, 2016). Indeed, by initiating the AIIB, China has the possibility to exert major influence within the organisation to implement Chinese norms into the policy and governing framework of the AIIB. Consequently, the AIIB could be a platform for China to project their normative views in the financial governance area (Peng & Tok, 2016, pp. 737-738). Together with the American pressure upon its allies, the UK’s decision to join the AIIB nevertheless is remarkable. This raises the following question:

Why did the United Kingdom decide to join the AIIB on 12th of March 2015 despite US concerns about the AIIB as a challenge to the Bretton Woods institutions, like the World Bank and the IMF, and in extension the liberal world order?

Several authors have written about the nature of the AIIB and/or the perceived ‘threat’ of the AIIB and a rising China (Gu, 2017; Hameiri & Jones, 2018; He & Feng, 2018; Jung & Lee, 2017; Callaghan & Hubbard, 2016; Codeço, 2018; Strand, Flores & Trevathan, 2016; Hecan, 2017; Yang, 2016). This literature gives an interesting image about the nature of the AIIB and China, but it does not account for the reason of the UK for joining the AIIB. According to this literature, there are crudely two opposing perspectives on the nature of the AIIB: Chinese scholars are predominantly positive about the AIIB and emphasize the collaborative potential of the AIIB. Gu (2017, p.138,39), for example, argues that the AIIB is a pivot of China to multilateralism. Yang (2016) also states that the AIIB is rather complementary to the existing international order. On the other hand, mostly Western scholars are more critical about the nature of the AIIB. Callaghan and Hubbard (2016, pp.117,129) warn against the Chinese intuition to control all significant Chinese institutions. Controlling the AIIB by China would, therefore, be a serious situation (Western) states should account for. China could use the AIIB in their pivot for hegemony (Hecan, 2016, p.164) by pushing the AIIB to issue loans in the renminbi (Codeço, 2016, p.845) which would help the renminbi to become an international reserve currency (p.823). Besides questioning the nature of the AIIB, Hameiri and Jones (2018, pp. 573-575) argue the international position of China should be included in the picture. Although the AIIB in itself, according to Hameiri and Jones, turned out to be a status-quo organization, they do not agree with China as being a status-quo power too. In their view, the AIIB is too small an organization for determining the status of China. They suggest to account also for the Chinese International Development Finance (IDF) domain more generally. However, most of the ‘rising China’ literature agrees that China eventually will challenge the liberal world order. Not only because of structural mechanisms, but also out of historical circumstances. Zhao (2013, p.553) states China has a strong feeling of victimization, insecurity and righteousness in foreign affairs stemming from the ‘century of humiliation’ (19th century). Therefore, China has a strong motivation to claim what they regard as their rightful place in the world. Now China has an extraordinary growth rate and has emerged as an important player in critical technologies, China increased its foreign investments (Paul, 2016, p.208; p.213). In order to acquire strategic capabilities to offset their competitive disadvantage China mainly uses cross-border acquisitions and is seeking technologies beneficial for them (p.213). This way China could pose a threat to the developed world (p.214). Whether China will challenge the liberal world order or not and whether this challenge will be successful is questionable according to Ikenberry (2008). China not only faces the US, but a coalition of Western states (Ikenberry, 2008, p.25). 

The above outlined literature focuses solely on the AIIB or on China or on both, while the application of the UK to the AIIB is left unexplained. This is remarkable given the amount of literature written about the AIIB hitherto. Also, the ‘Rise of China’ literature has not investigated this case. Further, by determining the character of the AIIB and China, whether they pose a challenge to the current liberal world order or whether they fit the status-quo, this literature stays merely on the level of preliminary assessments. Moreover, it does not offer a theoretical underpinning for why a state would enter a competing multilateral financial organization and turn its back against its longstanding allies. Since global shifts of power do not happen every day and the rise of China and the introduction of the AIIB can be, and is discussed as being such a shift, this thesis seeks to remedy the observed lacunae and offer a theoretically informed explanation for the UK-application to the AIIB.  

This thesis will test two theories from the International Relations (IR) literature against each other: (neo)mercantilism versus social constructivism. As a predecessor of classical realism, (neo)mercantilism shares its ontological foundation and assumptions. As realism and mercantilism have common roots and continue to share ontological grounds (realism focuses on security while mercantilism focuses on state-led utility gains in the economy), this thesis will occasionally borrow insights from realism in order to bolster the neomercantilist approach. States aim to survive in an anarchical world and will keep other states’ gains in mind (Grieco, 1988, p.2). (Neo)mercantilists, therefore, claim states are positional and will regard each other as threats rather than friends (p.3). In a world full of threats, states are pursuing a ‘beggar-thy-neighbour’ policy (Kirshner, 2009, p.36). Because states are a rational and unitary entity, states are acting according to the logic of consequence (Sharman, 2006, p.5). This makes cooperation between states very unlikely. Notwithstanding this, there is a lot of international cooperation out there. (Neo)mercantilism can be and also has been criticized about its inability to explain actual cooperation between states. The reaction of (neo)mercantilists to this critique is that the concern about relative gains is dependent on the strategic environment of the respective state, and thus, cooperation is not impossible (Powell, 1994, p.314). Also, hegemonic pressures on states to cooperate can be an explanation like Gilpin (2001) demonstrates. Another (neo)mercantilist answer to this critique comes from the ‘balancing and bandwagoning’ literature (Schweller, 1994; Walt, 1987; Waltz, 1979) which explains cooperation at the hand of a common threat and/or reaping benefits. Although cooperation between states is not complete impossible according to (neo)mercantilism, it is not likely to occur. When it does occur, it is generally not considered to endure.

An IR theory that is able to explain cooperation much better than (neo)mercantilism is liberal institutionalism. The creation of international institutions which foster cooperation are especially valued by liberal institutionalists (Nuruzzaman, 2008, pp.195-196). Institutions enhance cooperation between states by providing information, reducing transaction costs, making commitments more credible, establishing focal points for coordination, and in general facilitating the operation of reciprocity (Keohane & Martin, 1995, p.42). Institutions can take the role of a coordinating mechanism without which states are likely to miss opportunities to reap benefits from cooperation (ibid., p.45). Liberal institutionalists argue that states are rational actors which are atomistic (Grieco,1988, p.2) and therefore indifferent to the gains achieved by others. When states have mutual interests then they will cooperate with each other. The hurdles of an anarchic world system can be overcome by institutions which foster trust between states (Nuruzzaman, 2008, pp.195-198). Liberal institionalists state that hegemonic power is maybe necessary to establish international cooperation and international institutions; yet, the cooperation can endure after the end of hegemony with the help of those institutions (Grieco, 1988, p.7). Although liberal institutionalism eschews the notion that states can be a threat to each other, it can still help (neo)mercantilism explain cooperation between states nowadays. The ‘balancing and bandwagoning’ literature as well as the contribution of Gilpin (2001) already can serve as a ‘bridge’ between (neo)mercantilism and liberal institutionalism, since these theories share the argument states cooperate under the pressure of a powerful state. As will be demonstrated here, liberal institutionalism and (neo)mercantilism joining hands will make for a better understanding of the decision of the UK to join the AIIB. Arguably, the theories have been developed as standalone theories; yet, this thesis will combine (neo)mercantilism with bits of realism and insights of liberal institutionalism with regards to cooperation as part of a ‘controlled eclecticism’.

Although (neo)mercantilism could make an interesting inroad to approach the case of the UK application to the AIIB already, there remains the question how the interests of the respective states are being determined and how the world is being interpreted. (Neo)mercantilists make strong assumptions about the anarchistic international environment and locate the reasons of states in the material sphere. Thereby, concepts as ideas, norms and values are not taken into account. Social constructivism argues that an environment defined by anarchy does not have to be a predefined set of implications like realists/mercantilists are set to believe. Like Alexander Wendt (1993, p.395) famously said: “Anarchy is what states make of it”. Ideas, beliefs, values and norms determine how states define their interests and the way in which states are going to achieve them. According to social constructivism those ideas, values and concepts are not determined for eternal, but are open for change due to interaction between actors – state and/or non-states (Finnemore & Sikkink, 1998). Also, Finnemore & Sikkink (ibid.) describe the forming and lifetime of different norm cycles which give another good inroad into this research of the UK joining the AIIB as a member. 

The initiation of the AIIB by China gives a good opportunity to analyse the ascendancy of a competing hegemony by a rising contender state. This new situation in which states, strongly aligned to the current liberal hegemony, seem to be open to this Chinese initiative and possible upcoming new hegemony could give new insights in the changing of hegemonies and states’ behaviour during such changes. Especially because of the relatively newness of the scale in which it occurs, namely the global stage. Consequentially, there has not been a lot of research done about clashes of hegemons and/or transitions of hegemony on the global scale. This research, therefore, will shed more light upon this matter and will give more insight in the usefulness of existing theories of states’ behaviour, alliance forming and cooperation. Existing grand theories of IR will be applied upon the application of the UK to the AIIB to see whether they are still applicable in this case and if so which one fits the case the best. This research will make use of the mercantilist and social constructivism and will set them against each other to see which one explains the case the best and is the best applicable one for the case.

In addition, the scientific added value of this thesis is being enhanced by the inclusion of the liberal institutionalist twist into (neo)mercantilism. Combining these two theories, sharing the same ontological foundations, will enrich (neo)mercantilism by making it more able to explain cooperation. In order to maintain the relevance of (neo)mercantilism in this world full of cooperation and international organizations this needs to be done for (neo)mercantilism still gives relevant insights in world politics. Adding liberal institutionalist influences to (neo)mercantilism gives it the ability to explain cooperation more easily while maintaining its emphasis that states are positional, rather than atomistic.

As regards the societal relevance, knowing the reasons of states’ behaviour will help the international community as well as the several national communities to understand each other as well to anticipate to each other. Especially in times when power relations between states are shifting this research can help states and people to achieve more certainty and therefore more security. It will make the unknown known, including the shifts between the UK and the US as long-standing allies, and the standing of the UK in the world. It sheds light upon the way the UK approach the international realm and their relations with other states and/or institutional actors. 

In the following chapters, this research will first outline the two IR theories – neomercantilism and social constructivism. Following up the theoretical section, this research will clarify the methods being used for this research, namely case study design as Gerring (2007) has outlined, including process tracing and data triangulation. Using primary sources, like media articles, reports of think tanks and policy papers of governments and secondary sources like academic articles for sketching the context, this thesis will analyse this case confirming and/or discarding the formulated hypothesis deducted from the theories. After the empirical analysis, this thesis will conclude with the answer to the research question, followed by a discussion of the strengths and weaknesses of the used theories and will propose new avenues for research.
1. Theoretical Framework

Central in this thesis is the dependent variable of a state joining a new, rival multilateral organization despite much criticism of a long-standing ally. During history, there has been done some thinking about international relations and/or politics, including theorists like Augustine and Machiavelli, but the beginning of modern day thinking of International Relations (IR) as a distinctive discipline can be found post-WWII by American academics now often called classical realists (Williams, 2013, p.648). This thesis will use a theory which arguably is the predecessor of classical realism and, therefore, shares its ontological foundation and assumptions, namely (neo)mercantilism. Both classical realism and (neo)mercantilism emphasize the concept of rational choice used by states use to maximize their power and interests (Fierke, 2013, p.190). Although these IR theories have many similarities, they differ in their respective departure. Classical realism focuses on the pursuit of security or influence by states while (neo)mercantilism focuses on the pursuit of economic gains by states in order to achieve security and influence. Despite newly academic attacks on (neo)mercantilism for being outdated, (neo)mercantilism still remains relevant as Ziegler (2014, p.21) points out. Even self-proclaimed economic liberal states have been seen trying to make economic gains at the expense of other states. 

The thesis will juxtapose neomercantilism with social constructivism as a major contender theory of the rationalist theories of IR like liberalism, realism and (neo)mercantilism. With the rise of social constructivism during the 1990s, a new academic debate within the security studies, and also in IR, found its origins. Better called the fourth great debate where rationalist theories are standing against constructivist theories. Unlike (neo)mercantilism which assumes states are rational actors, social constructivism emphasizes the role ideas and norms have in IR (Barkin, 2003, p.326).

The structure of this chapter is as follows: both theories, beginning with (neo)mercantilism, will be outlined and discussed in which the ontological foundations and assumptions will be extensively dealt with. Also, relevant sub-theories and/or specific characteristics of the theories will be outlined. During the outlining of the theories this thesis will derive several hypotheses from the theories. At the end of the discussion of both theories, this thesis will sketch the applicability of the respective theory upon this specific case and sketches the explanatory strength of the theories.

1.1 (Neo)mercantilism
The formation of mercantilism cannot be separated from the rise of the modern nation state in Europe during the sixteenth through the nineteenth centuries. During this period, the idea that state building and interventions in the domestic economic structure were necessary for ensuring the security of the nation state played a dominant role. The nation state should be sovereign and must assemble power and wealth to guarantee its sovereignty and security against external threats, either real or imagined (Balaam & Dillman, 2014, p.76-77). States are pursuing ‘stateness’ (Hettne, 1993, p.213) and with that objective, states implemented an industrial policy in order to advantage their own producers while, simultaneously, weakening the producers of their rival states. As Alexander Hamilton famously expressed: “[N]ot only the wealth but the independence and security of a country appear to be materially connected to the prosperity of manufactures” (quoted from Hettne, 1993, pp. 215). According to Friedrich List the state, therefore, must take on the role of the protector of the national productive powers (Levi-Faur, 1997, p.166). The interference of the state into the process of economic growth contradicts the logic of the free market on a fundamental level (Heilbroner, 1985, pp.94-95). With the emergence of the European states no state could expect to count on other states for their security. They could only count on themselves for their own security. This resulted in a security dilemma whereby the actions of one state could be a threat for the other state(s). In this context, states adopted a zero-sum outlook on their state capabilities. Absolute gains by one state means absolute losses for the other (Balaam & Dillman, 2014, pp.77-78). 

Over the years the mercantilist perspective adapted to different contexts and circumstances and is called ‘neomercantilism’ nowadays. Now it is better equipped to account for a much more complicated world characterised by great interdependence (Balaam & Dillman, 2014, p.76). As the name already gives away, neomercantilism is an attachment of the ‘old’ mercantilism. This means the theoretical framework of mercantilism is still intact. Four mercantilist propositions mark this continuation. The first proposition is that wealth is an essential means for power. The second proposition is that power, the ability to make another do what you want which the other would not have done without the use of power, is essential and/or valuable for acquiring wealth. The third proposition is that the achievement of wealth and power is the ultimate goal of states and the fourth proposition is that there is a long-run harmony between these two ends – wealth and power (Viner, 1948, p.10). Though, there are differences between neomercantilism and its predecessor mercantilism. Firstly, according to early mercantilists, absolute and relative gains did not differ from each other as they saw power and raw materials as a zero-sum game. In contrast, for neomercantilists there is an important difference between these two sorts of gains. Secondly, neomercantilism adapted itself to fit a new world order characterized by globalization. Due to this development of globalization, with its growing interdependence between states, the boundary between the domestic and international economic problems began to blur (Balaam & Veseth, 1996, p.28). While mercantilists did not account for cooperation, neomercantilism did. According to neomercantilism states could cooperate with each other within a certain ‘region’ in order to seek and satisfy mutual interests. This region is multi-interpretable as it can be based on topography, social systems, civil societies or acting political subjects (Hettne, 1993, p.220). The pursuit of stateness characterising mercantilism has been shifted to a pursuit of regioness characterising neomercantilism according to Hettne (ibid.).

Since structural realism is closely linked with and complementary to mercantilism, the main assumptions of both theories can be seen as shared (Balaam & Dillman, 2014, p.76).  States are unitary and rationale actors operating in an anarchic world. Because there is no world government or any other central authority above them, states are not trusting each other for they could be hurt by them. In such a world, states are operating in a self-help system which leads states to pursue wealth and power, since security and survival are the most important objectives a state has (Mearsheimer, 1994, p.10). These objectives are to be pursued by states acting rationally on the international stage. The state, therefore, is capable of agency and knows what its interests are and acts accordingly. Realists and (neo-)mercantilists argue that states act, and are constrained by, a logic of consequence. Ideas, norms and state identity are therefore unable explaining state behaviour, since a state will not choose the appropriate option when it does not lead to the best consequences. State behaviour is, therefore, only affected by exogenous circumstances and incentives and consequently dictated by the system. The system dictates the national preferences making interests exogenous and not endogenous. The nature of this system, by consequence, is a crucial aspect in realist theory. This character, as already mentioned, is defined by anarchy in which nation states are the highest political authorities. There is no higher power and every nation state is on its own in its goal of survival. Actors outside of the states, like international institutions, are seen by realists as just a reflection of the distribution of power in the world (Mearsheimer, 1994, p.7). Exogenous actors, therefore, cannot explain state behaviour.
The consequence of operating in an anarchical structure and the following self-help system is that states prioritize their survival over attaining economic goods which is only seen as a mean to attain security. Where the realists given the choice between wealth or power, realists and (neo)mercantilists would choose power. Thereby differing with (neo)liberalists (Kirshner, 2009, p.37). Other differentiations between (neo)liberalism and (neo)mercantilism are about the prospect of cooperation between states and the effect of interdependence. Liberals argue that interdependence between states will reduce the prospects of war, while realists and (neo)mercantilists argue that interdependence rather will lead to more conflict. (Neo)liberals also believe that states will cooperate with each other to attain absolute economic gains, while (neo)mercantilists and realists stress that absolute gains are not enough to come to cooperation. Because of their emphasis on security, states will also assess what consequences cooperation would have on this aspect and therefore (neo)mercantilists and realists are more concerned about relative gains and losses as the friendly state could be the enemy of tomorrow (Kirshner, 2009, p.39). “In self-help systems, as we know competing parties consider relative gains more important than absolute ones” (Waltz, 1979, p.195). This leads states adopting a beggar-thy-neighbour policies to acquire wealth at the expense of other states. So (neo)mercantilists are sceptical about cooperation between states. This being said, there is a nuance to be made by Powell (1994, p.314). Powell argues that the extent in which the states are concerned about relative gains is dependent on their strategic environment. 

Contributing to the liberal institutionalist literature, Keohane and Martin (1995) made an argument which also can be used in a more mercantilist manner. They argue that institutions provide states with information about each other which can enable the states to follow policies more efficiently and more nearly maximize utility (p.44). This means states can extract more benefits out later even when the costs in the beginning are higher. The information a state get from cooperation in a multilateral institution can provide that state the means to gain relative more gains than its competitors, even when these gains will only come in a later stage.

Regarding this the following hypotheses can be deduced:

H1: If membership of a multilateral organization yields relative (economic) benefits vis-à-vis relevant competitor states, even when there are more costs then benefits in the beginning, a state will apply for membership of that multilateral organization.

X1: Relative gains vis-à-vis competitor states
Y: Application for membership of that multilateral organization.




Although cooperation is not the most likely phenomenon to arise according to (neo)mercantilism, there are two other possible reasons why states cooperate sometimes. First, powerful states can force less powerful states into cooperation. Gilpin (2001, p.94) even argues that hegemony is necessary for cooperation to occur, since international regimes lack ‘the power to enforce compliance’ (ibid. p.97). The hegemon is able to play the roles of a facilitator and an enforcer of international cooperation. The hegemon is able to use side payments, sanctions and/or other means to prevent defection of the regime’s rules (ibid. p.97.). Second, states can decide to cooperate with each other in the face of a shared threat in order to achieve a common goal: survival. An example is the post-WWII cooperation between liberal (economic) states against the threat of the Soviet Union (Gilpin, 2001, p.86). In order to contain the Soviet Union and its communism these liberal (economic) states set up the Bretton Woods institutions (IMF and World Bank) to sustain capitalism (Balaam & Dillman, 2014, p.83). The main actor and enforcer of this cooperation was the US acting as hegemon. A hegemon is, therefore, an important condition for cooperation to work.

Another strand of (neo)mercantilist thought is about the literature of ‘bandwagoning’ and ‘balancing’. The first author mentioning bandwagoning was Waltz (1979, p.126) when he opposed it against balancing. Waltz defined balancing as states joining the weaker side to offset the threat of the stronger side. Bandwagoning, in reverse, was the joining of states to the stronger side out of fear, to reap benefits or to secure themselves by befriending themselves with the threat. This view has been criticized for its dismissal of domestic factors as being relevant. The critics outline several instances in which states behave differently in the same circumstances and this can only be explained by involving domestic factors in the analysis (Schweller, 1994, pp.76-79). Schweller (ibid., p.79), instead, argues that scholars wrongly assumes that security is always the primary motivator of states which lead to a favoured situation of finding balancing behaviour. Bandwagoning, according to Schweller, is far more common than previously understood.

Schweller also criticizes Walt (1987) for putting too much emphasis on security as the only important value and interest. Walt (ibid. p.17) defined balancing as the alignment of states against a prevailing threat and bandwagoning as the alignment with the source of danger. By defining this way Walt maintains the opposite character of both terms. However, Schweller (1994, pp.80-81) argues that Walt with this definition makes an unnecessary departure from the common usage of ‘bandwagoning’. By emphasizing bandwagoning as giving in to a threat Walt leaves the possibility of reaping of profits out of the picture. This reaping of profits is, according to Schweller, an important reason for states to bandwagon. When states join an alignment, they have to give up some freedom of foreign policy and ‘serve’ the respective state which is more powerful so states are more likely to choose the alignment which resembles their values and interests the most. The comparability of political goals is thus the primary motivation for states for choosing an alliance (Schweller, p.88). Following from this, Schweller (ibid.) states that the primary factor for choosing whether to balance or bandwagon is the extent in which states are (dis)satisfied with the status-quo. When states are dissatisfied with the status-quo then they will choose to bandwagon with the ascending revisionist state to reap the benefits while satisfied states want to defend the status-quo and will rather opt for balancing against the ascending revisionist state (p.88).

Schweller (1994, pp.96-98) mentions also the option of states bandwagoning with the stronger state(s), because they believe the stronger state(s) resemble the “wave of the future”. This means the bandwagoning states believe the stronger state(s) will be the dominant force in the future. Examples are states joining the communist coalition during the Cold War and states joining the liberal democratic coalition just after the end of the Cold War.

All this brings up the following hypothesis:

H2: If the hegemon of the international system is descending while an ascending state introduces a new multilateral organization then other states will bandwagon with the ascending state and will apply for membership of that multilateral organization. 
X2: Current hegemon descending in power.


Y: Application for membership of that multilateral organization.

Z2: Ascending state setting up a new multilateral organization



Because of the dissent among scholars of the balancing and bandwagoning literature about which strategy is more common and whether these terms are the opposite from each other or not there will also the following hypothesis:

H3: If a state perceives another state as a threat to its economic security then this state will balance by joining this state in order to balance from the inside and thus a state will apply for membership of that multilateral organization 
X3: State perceives threat.

Y: Application for membership of that multilateral organization.





So (neo)mercantilism offers this thesis a way to investigate the research question and put it to test. The rationality of the states involved, which leads to a logic of consequence, gives this thesis a firm basis based on material underpinnings. The pursuit of wealth and power by states and the preference of material foundations over unmaterial ones and the forming of alliances makes it a fruitful theory to analyse the AIIB application of the UK. The explanation of this application can come out of (neo)mercantilism fluently for it accounts for material/economic benefits the UK may experience out of it in order to get a positive advantage over its most important rival states and therefore serves its alleged self-interest.

1.2 Social Constructivism
For a long time, both policymakers and scholars have tended to accept that the behaviour of states was materially based and followed out of the logic of consequence which made it seem like the outcome was inevitable. Both realism and liberalism emphasized the material and rational nature of the world and the actors within it. During the twentieth century there was a rise of criticism of this material based and neo-utilitarian way of thinking because of their sometimes-sloppy history and problematic assumptions (Abdelal, 2009, p.64). Since the beginning of the 1990s, a new theoretical perspective ascended to the mainstream IR thought criticizing the material and rational assumptions of the dominant theories. Constructivism emphasized the importance of the role of ideas and identities which construct the social facts existing only because they are collectively shared ideas. These social facts themselves influences the interpretation agents have about the world around them (Abdelal, 2009, p.63). So the material circumstances do not directly determine one actions, but the perceptions and/or ideas about those material circumstances may (Hay, 2004, p.209). The concept of ideas as being explanatory for political analysis is new (Marsh, 2009, p.679) and previously primarily used instrumentally in the pursuit of material interests whereas constructivism argues that ideational causation is at the core of state identity and state interest (Ruggie, 1998, p.856).

Another assumption of both liberalism and realism was also criticized by constructivism which is the assumption of anarchy leading to a self-help system. The famous quote of Alexander Wendt “Anarchy is what states make of it” (1992, p.395) showed that the self-help system is not an essential feature of anarchy, but an institution made by states and people. There can be different outcomes when states would have different identities, interests, preferences, norms and values. By focusing on identities and ideas constructivism was able to answer a lot more questions which rationalist literature had trouble answering (Abdelal, 2009, p.64).

The understanding agents have about their self-interests is not that much determined by the structural positions they are in as (neo)mercantilism would have us to believe, but is rather determined by the social identities they have and which norms and values they possess and find to be rightful (Webb, 2004, p.791). The social construction of international politics is the core defining feature of social constructivism in which social norms and values are the defining concepts of international politics, rather than objective and material conditions (Barkin, 2003). Those objects only exist because of the meaning people give them and thus are socially constructed by humans (Fierke, 2016). Therefore, those objects are endogenous and not exogenous and structural. The respective interests, identities and expectations of each other’s behaviour are formed by the repeated interactions between states. Because of these repeated interactions, states will shape expectations about other states their behaviour. Also, these repeated interactions will lead to states acting in a way they deem appropriate. Actors, thus, are constrained by a ‘logic of appropriateness’ rather than the ‘logic of consequentialism’ (March & Olsen, 1996, pp. 251-52).

Social constructivist theories make the world interpretable and observable in multiple ways (Searle, 1995, pp.1-2). This interpretable world is a product of the logic of appropriateness. The social context in which people live is constitutive of the people’s understanding of what is appropriate. This social context is made by the ideas which people share and are called social facts which makes it possible for people to interpret the material facts (p.26). So, social constructivism has a different ontology then (neo)mercantilism with their emphasis on the material world. This gave social constructivism the tools to explore different concepts and/or explanations which was being overlooked and/or under evaluated previously. Consequently, scholars could attach new meanings to the preferences of states and were able to move away from the state-centric approach which realists hold. These social shared ideas regulate both people’s behaviour as well as their identity (Risse, 2000, p.5). Norms, beliefs and ideologies which actors hold, therefore, affect the behaviour of the actor. When one combines this analysis with the study of Finnemore and Sikkink (1998) – who studied the emergence, cascading and internalization of norms in mainly the international context – one can demonstrate an actor will act on their internalized norms and values. According to the compliance literature norms can be treated as being rules (Wiener, 2003, p.265). 

Before an actor internalizes a norm, the norm has to go through a so-called “norm life cycle” according to Finnemore and Sikkink (1998, p.888). This norm life cycle knows three stages: the emergence of a norm; the acceptance of a norm; and the internalization of a norm. The first two stages are separated by a threshold, a tipping point, at which a critical mass of actors adopt the upcoming norm (ibid., p.895). During the first stage a ‘norm entrepreneur’ tries to persuade a critical mass of states, which are ‘norm leaders’, to adopt the propagated norm(s). By framing an issue, these norm entrepreneurs call attention to and/or even create an issue which they are propagating for. When these cognitive frames become successful, they will reach a broad public and are susceptible of changing the public’s understanding about the issues and the way in which they are talked about (ibid., p.897). International organizations function as an important platform for norm entrepreneurs on which they can propagate their norm(s). These platforms can be created solely for the purposes of the respective propagated norm, but much more often these international platforms are long-standing organizations having purposes and agendas alongside the propagation of the specific norm(s) (Finnemore & Sikkink, 1998, p.899). No matter which platform, norm entrepreneurs need to secure the support of state actors for adopting the propagated norm and/or putting the norm on the agenda. These international organizations provide several tools to norm entrepreneurs which they can use to advocate their propagated norms. Although these international platforms have no explicit goal to promote the propagated norms, they can use leverage and knowledge to convert weak and/or developing states to the propagated norms. Converting strong states is more difficult since they cannot as easily be coerced. In this case norm entrepreneurs have to convince these states to adopt their propagated norm. Institutionalization of the propagated norms in specific sets of international rules and organizations is an important condition to be met by most cases in order to reach a threshold and move to the next stage, but it is not a sufficient nor a necessary condition (ibid., p.900). To reach a tipping point either enough states (minimum of one-third of the states) have to be persuaded to adopt the propagated norm or enough critical states have to adopt the propagated norm (ibid., p.901).

After reaching a tipping point, more and more states adopt the norm more rapidly than before. This effect signifies the second stage: the cascading of a norm. In this phase there doesn’t have to be a strong domestic movement per state to convert states to the propagated norm. Reasons states have to convert to the new norm without having domestic reasons to do so are related to the identity they have as members of the international society and the context in which they operate (Finnemore & Sikkink, 1998, p.902). When enough states adopt the new norm, a socialization process can come into existence which can be seen as a sort of ‘peer pression’ between states. Legitimation, conformity and esteem can be seen as motivations states can have for responding to the ‘peer pressure’ (ibid., p.903). Stage three is at the far end of the second stage meaning the internalization of the new norm by states. When internalization occurs, the new norm is widely accepted and has achieved a “taken-from-granted” quality. Conformance to the new norm by the respective state is therefore almost automatic (ibid., p.904). Following the norm life cycle, the next hypothesis can be constructed:

H4: If a state has been socialized and internalized into the new proclaimed norms of the contending multilateral organization then that state will apply for membership of that multilateral organization.
X4: State has been socialized and has internalized the new norms.


Y: Application for membership of that multilateral organization.




When a state internalizes a norm, it follows the state will feel a loss of reputation when that norm has been violated by them. The concept of ‘reputation’ is therefore an important concept within constructivism. Especially the perception of it is significant. The perception of reputation is extracted from the social reality composed of social facts. Because of the perception of reputation international organizations are to some extent able to coerce states into cooperation as they can inflict some reputational damage and a loss of trust and credibility (Finnemore & Sikkink, 1998, p.903). Claude (1966, pp. 371-372) asserted that international organizations are the “custodians of the seals of international approval and disapproval”. Both rationalism and constructivism agree that reputation is an important concept since it could help actors in predicting each other’s behaviour when they are interacting with each other. Despite this agreement about the importance of reputation there are differences between rationalism and constructivism since rationalism considers reputation as measurable by looking to the past behaviour of an actor (objective facts) which determines its reliability (Sharman, 2007, p.20). Sharman (ibid. pp.20-21) disagrees on this definition. He argues this definition is problematic for three reasons. Firstly, rationalism assumes that reputation is a concept of property, while Sharman argues reputation is a relational concept. Second, it does not integrate the notion of reputation as a social fact and thirdly, rationalism does not include associations and feelings as social cues into their definition of reputation. Sharman (ibid. p.26) does not consider reputation to be merely an asset, but he considers reputation as a relational concept. Therefore, the perception an actor has of its own reputation as well as the reputation of the other actor must play an important role in the definition of reputation. Constructivism argues that reputation isn’t simply the sum of individual beliefs and actions, but reputation is a social fact by its intersubjective quality (ibid., p.26). As the concept of reputation closely links with the internalized norms a state has, the following hypothesis will be considered as a sub-hypothesis of the previous hypothesis:

H5: If a state perceives joining the new multilateral organization as appropriate, according to their perceived reputation, then that state will apply for membership of that multilateral organization.

Y: Application for membership of that multilateral organization.
X5: State perceives joining new multilateral organization as appropriate.





The AIIB-application of the UK serves as a good example of a case which can be studied from very different angles. So the concepts of the internalization of norms, the norm life cycle and reputation could give this research insights about the identity of the UK and the implications on its foreign policy. A change of identity and/or norms, or even the implications of the pre-existing identity and/or norms, can give a very different outcome in comparison to what one would expect when solely taking material factors into account. Therefore, social constructivism can give this thesis a completely new perspective that contrasts strongly with the (neo)mercantilist perspective. Using norms and ideas as explanations of states’ behaviour give this thesis the opportunity to study this subject from a complete other angle which could lead to new insights. It also enables this insight to put two opposing theories against each other in order to see whether one prevails.



2. Methods and Operationalization

This thesis will now elaborate on the used research methods and the operationalization of the used variables. The first part of this chapter sketches the used research methods while the second part sketches the operationalization of the used hypotheses. Here the relevant variables and concepts will be clarified in order to avoid terminological confusion while there also will be an elaboration of the relevant data and sources used for the analysis. This analysis will be qualitative of nature and will try to answer the research question: why the UK joined the AIIB. This will be done with the help of two theoretical frameworks, namely (neo)mercantilism and social constructivism. The hypotheses deduced from the theoretical frameworks contain seven independent variables influencing the dependent variable. In this case the dependent variable is the joining of a state (the UK) in a competing multilateral financial organization (the AIIB).

2.1 Methods
The main method used in this thesis is the case study approach. This method enables this study to combine insights and elements from other methods including process tracing, data triangulation and the explanatory narrative approach. A case study is understood best as an investigation of a phenomenon or event, a case, in an intensive manner with the goal to shine a light upon a larger class of cases (Gerring, 2007, p.20). A case can be seen as a bounded phenomenon as it is relatively bounded by time and space (ibid. pp.18-20). This bounded phenomenon normally takes place during a period of change which makes this a significant feature of most case studies (ibid. p.32). By studying one case intensely, case studies help the researcher in shedding light upon a causal mechanism which will strengthen the internal validity (ibid. p.43). If well conducted, case studies can discern the intermediate factors between the structural cause(s) and its purported effect(s), the causal mechanism, and enable the researcher to glimpse into the black box he/she is investigating (ibid., p.45).

As an experimental design is hard to achieve in social sciences, the black box has to be uncovered another way (Gerring, 2007, p.172). Social sciences, therefore, has to rely on ‘contextual evidence and deductive logic’ for opening the black box and uncovering the causal mechanism (ibid.). Most scholars agree that process tracing is defined by its ambition to uncover exactly these causal mechanisms (Beach & Pedersen, 2016, p.2). In doing so the focus of process tracing is on the examination of selected diagnostic evidence in a systemic fashion, analysing it in such a way that the researcher is able to verify the causal mechanism in a specific case (Collier, 2011). This definition of process tracing makes it seems like it is a single research method while in fact there are three variants of it according to Beach and Pedersen (2016, p.3). It is important to acknowledge this as each variant has its own methodological implications (ibid, pp.3-4). The three variants are theory-testing process tracing, theory-building process tracing and explaining-outcome process tracing. Theory-testing process tracing deduces a causal mechanism out of the existing literature and then tests whether evidence will show this causal mechanism is present and functions is functioning as expected in the respective case. Theory-building process tracing works its way the other way around. From empirical evidence it induces a causal mechanism in order to build a generalizable theoretical explanation. Explaining-outcome process tracing tries to build a minimal sufficient explanation for a puzzling outcome of a specific historical case. The ambition of this variant is not theory-oriented, but rather case-centric (ibid. p.3). As this thesis relies strongly on contextual evidence for testing causal mechanisms deduced out of existing literature, insights of theory-testing process tracing will be incorporated as method in this thesis.

A case study approach also enables the researcher to employ triangulation as a method, since the case study approach allows for using all sorts of data, being it qualitative or quantitative (Gerring, 2007, p.33). Triangulation combines different insights in order to investigate one phenomenon (Downward and Mearman, 2006, p.80). This could mean the use of different types of data, at different times or at different situations, but it could also mean the use of different kinds of research methods incorporating, for example, both qualitative and quantitative measures (ibid., p.81). The reasons for using triangulation are twofold. Firstly, it creates persuasive and complete accounts of the found evidence which enhances the validity of the gathered insights (ibid. p.82). Secondly, triangulation is a pragmatic method enabling the researcher to counter difficulties in gathering evidence from one source. Extracting data from other sources can offset poor and/or insufficient data from other sources (ibid.).

This thesis will collect and analyse all sorts of data which it will present as a story. By laying out a story this thesis will employ an explanatory narrative. This explanatory narrative will order pieces and experiences from the social reality in such a way that it clarifies which factors influenced each other under which circumstances (Dray, 1985, p.126). In explaining the outcome, it gives attention to the moment causes come in and are relevant (ibid.). This makes the explanatory narrative more than merely an explanation of cause and effect. It gives researchers the devise to portray the way actions can create new situations which can be used by others for their own advantage (ibid.; Ryan, 2016, p.15). By making an effort in comprehending a series of events and placing these effects in a contextual and historical time-framework this approach does not succumb in simply storytelling by merely placing the events in the correct order. Instead, this thesis will present the evidence step-by-step while also giving the context within it is happening. From here this thesis will be able to make inferences about the causal mechanisms being present or not.

2.2 Operationalization
Sound outcomes of research can only be produced with a proper operationalization present. It should be clear which timeframe has been under investigation, which concepts has been used and what they mean and what kind of sources have been used in what manner. It must be made clear how the different kind of hypotheses have been dealt with and have been answered. The period in which the investigated processes took place is between 2013 and 2016. To be precise: between the Chinese announcement of the AIIB at the APEC summit in Bali in 2013 and the operational beginning of the AIIB in 2016. This will be the timeframe of this thesis. However, this does not necessarily mean that only events and developments inside this thesis will be used. Events and developments outside of this timeframe will be used during this thesis in order to help shedding light upon the investigated causal mechanisms. This will be done in order to establish the historical context and long-term developments needed to assess the events and developments inside the timeframe more accurately.

As this thesis employs data triangulation, multiple forms of data will be used. These data consists of primary and secondary sources. The primary sources consist of qualitative sources and data – media articles; official documents and statements of governments and the AIIB; policy papers of think tanks and research groups – and out of quantitative sources and data – data bases of trade between China and other states; GDP of states; size of financial sectors; bases with commodity prices. These primary sources are mostly used for assessing the abilities, interests and the acts of the relevant states. Secondary sources consist of academic articles used for sketching the historical context of the relations between specific states. Secondary sources, therefore, are used in the second part of the analyses where social constructivist explanations are being investigated. The primary sources will be used for the whole analysis. A more detailed discussion of the used sources will come shortly after when this thesis will deal with the operationalized hypotheses one by one.

This thesis knows five different variables having a possible causal relation between the independent variable X and the dependent variable Y: application to a new international organization. The next two paragraphs will operationalize these variables with reference to the associated operationalized hypothesis (OH).

2.2.1 (Neo-)mercantilist variables

OH1: If membership of the AIIB yields the UK relative (economic) benefits vis-à-vis relevant competitor states, even when there are more costs then benefits in the beginning, the UK will apply for membership of the AIIB.

This hypothesis will be considered confirmed when the UK is found to benefit considerably more than their relevant competitor states. These benefits could be considered to be economic chances as well as actual economic benefits, but also important positions of UK officials within the AIIB organisational structure. This thesis will classify benefits in a wholesome manner. Every benefit to the UK, not just for the government, will be considered important. However, since the British financial sector, notably the City of London, is very powerful and the AIIB is a financial institution, this thesis will predominantly assess the benefits for the financial sector. By analysing the British financial sector, specifically its economic importance and competitiveness, the impact of the 2008 financial crisis and the effects of government and central bank policy that have been adopted in the aftermath of the 2008 crisis, it is possible to deduce the interests of the British financial sector. Deducing these interests makes it possible for this thesis to recognize the potential benefits the AIIB offers for the financial sector. For this end, the empirical data and arguments of a paper of the think tank ‘Corner House’, written by Hildyard (2012), will be used. It sketches the development of the relation between politics and infrastructure. Especially the financialization of infrastructure as described in this paper will play an important role in determining the economic interests the British financial sector has regarding the AIIB. 

Other (economic) benefits like corporate deals, procurement and investments will be recognized by analysing official statements of UK and Chinese government officials and media articles. Especially the academic article, written by Ashbee (2021), about first mover advantages will play an important part here. This article sketches the strategic considerations the UK had in order to get the most benefits out of AIIB-membership and cooperation with China. Finally, this thesis will look to the allocation of management positions. This thesis is interested in the first set of directors and since this is not retractable anymore via the official AIIB-site, this information has been extracted out of reports and academic articles about the AIIB.

For assessing the relevant benefits for the UK this thesis will also analyse the (possible) benefits relevant competitor states will get. This thesis will consider Germany and France as relevant competitor states. Both states are selected because they have both an ascending financial sector and are geographically near the UK. This is important because - as outlined in the theory - a possible near danger from a nearby state can be perceived as more threatening compared to more distant states. Even though Japan and the US both have a large financial sector as well, they are distant states and moreover not part of the AIIB and therefore, also not in a position to reap potential benefits from the AIIB. As regards the sources and data used for the analysis of the relevant competitor states, France and Germany, this thesis will use academic articles and policy reports. Notably, the academic article, written by Wójcik and MacDonald-Korth (2015) will be used for sketching the financial sector of Germany. The policy paper, written by Kundnani and Parello-Plesner (2012) of the think tank European Council of Foreign Relations (ECFR), will set out the extent of trade between Germany and China while reports from the European Banking Federation (EBF) (2015), the United Nations Environment Programme (UNEP) (2015) and The Banks (n.d.) will sketch the French financial sector.

Possible economic and/or political costs also have to be taken into account in this thesis. To assess whether the UK received costs, and if so how many, this thesis will look to the reaction of the US to the decision of the UK and to the AIIB over time. This includes condemning statements and policy stances regarding the AIIB. For this end this thesis uses the policy paper of Harris (2015) and the academic article of Freeman (2019).

OH2: If the US is descending in power while China is ascending and introducing a new MDB, the AIIB, then other states like the UK will bandwagon with China and will apply for membership of the AIIB.

This hypothesis will be confirmed when (a) the US is found to be descending in power, (b) China is ascending in power, (c) the relationship between the UK and the US is diminishing and (d) the UK is intensifying its relationship with China.

In order to analyse this hypothesis, there needs to be a clarification of the standards used by this thesis to measure the degree of hegemony of both the US and China. These standards will be extracted from Keohane’s book “After Hegemony”. In this book Keohane (1984) outlined four conditions a state has to meet to be a hegemon. Keohane follows the hegemonic stability theory in defining hegemony as the preponderance of material resources by a state (Keohane, 1984, p.32). These four conditions are respectively: “control of raw materials, control over sources of capital, control over markets, and competitive advantages in the production of highly valued goods” (ibid., pp. 34-35). On top of these conditions, proposed by the hegemonic stability theory, Keohane added another standard a hegemon had to meet: willingness to wield its power as hegemon (ibid.). A hegemon in decline, therefore, has to score less in one or more standards in comparison with before and an ascending state vice versa.

With the help of these five standards this thesis will assess both the US and China. The first standard, control of raw materials, will be assessed by analysing the extraction of energy sources and rare earths. The size of the extraction, the extent of energy and rare earths independency and the prices of oil as well as gas will be factors used to assess the first standard. In order to do this, this thesis will extract information from the Energy Information Administration (EIA), International Energy Agency (IEA), sector economic analyses and an interview conducted by the research institution NBR. The second standard, control over sources of capital, will be assessed by looking to the lending capacity (how easy it to get loans), the interest rates the US and China have to pay and the standing of their currency. Economic reports and specialized economic articles are used to asses the second standard. The third standard, control over markets, will be assessed by looking to the size of the population and to the median income of the population. Information extracted from the World Bank will be used for this assessment. The fourth standard, competitive advantages in the production of high-valued goods, will be assessed by looking to the domestic production of high-value products such as cars and computers for example. Outsourcing of production processes will also be taken into account and the consequences of it. The information necessary for assessing this comes from articles and an academic article of Lockamy III & McCormack (2009) about outsourcing. The fifth standard, willingness to act like a hegemon, will be assessed by looking to the military activity and the activity in international organizations. Articles will be the main sources for this assessment.

After this, this thesis will look into the relationships the US and China have with the UK. This thesis will assess this by analysing the ‘special relationship’ between the UK and the US. At the hand of articles there will be a sketch of how both states view each other and whether they are drifting away from each other. In case of China this thesis will analyse the growing trade between China and the UK and statements of the governments about cooperation. This is done in order to determine whether the UK has become (more) free from the US and whether the UK is explicitly seeking for better relations and more trade with China. 

OH3: If the UK perceives China as a threat to its economic security, then the UK will balance China by joining China in a coalition in order to balance from the inside and thus apply for membership of the AIIB.

In order to determine the validity of this hypothesis, this thesis will use official statements of the British government regarding China and it will use analyses of government advisory groups and policy papers regarding the British China policy. There will be an assessment whether Chinese statements, policy positions and the AIIB-framework have changed over time and in what manner. If this thesis finds China has moderated their statements and plans in favour of Western wishes and whether the AIIB-framework changed the like then this thesis can conclude there has been internal balancing at work. Especially statements and policy before and after the UK application are of importance. Assessing whether the UK sees the AIIB and China as a threat this thesis will examine public statements of the British government and relevant actors as the Prime Minister, Chancellor of the Exchequer and other official government officials. This hypothesis will be confirmed when the UK sees China as an economic security threat and when the UK is found to be pushing the AIIB internally towards a preferred direction.
2.2.2 Social Constructivism variables

OH4: If the UK has been socialized into the new proclaimed norms of the AIIB and has internalized these norms then the UK will apply for membership of the AIIB.

This hypothesis will be confirmed when the UK actively proclaims these new norms and will push for these norms on other international platforms as well for a longer period of time. Also, the current liberal values and norms should have become weaker or been replaced and therefore this thesis will also determine whether these liberal values and norms lost its dominance. In order to do so this thesis will examine first in what way the AIIB really differs with the current Liberal International Order (LIO). The LIO is usually associated with “rules-based multilateralism, economic openness, and the spread of liberal values and institutions, including representative democracy and human rights” (Stephen & Skidmore, 2019, p.61). This thesis will assess whether the AIIB incorporated norms from the existing LIO and if there are new norms added. These new norms can be discerned out of the official AIIB Article of Agreement and by the academic article of Stephen and Skidmore (2019) in which they assessed whether the AIIB is a threat to the LIO or not.

After the outline of the similarities and differences, this thesis will go further placing the UK in the spotlight of attention. With the help of the policy paper of Fox and Godement (2009) and the academic article of Brown (2019) this thesis will sketch the position the UK took regarding China before the Conservative government under leadership of David Cameron in 2010 and during his leadership. With help of these articles this thesis examines whether the British policy regarding China changed under Cameron. There will be an assessment whether the UK still expressed traditional LIO values towards China. The report of Gaston and Mitter (2020) carries on by looking into the China policy of Theresa May onwards. With help of this report there will be an examination whether the British China-policy stayed the same or whether it changed again. Although these events and developments happened after the AIIB has been set up and started, it is important to examine it since it sheds light upon whether the UK really internalized the new norms and whether the liberal ideas of the LIO really lost its dominance and importance.

OH5: If applying for AIIB membership by the UK is seen as appropriate according to their perceived reputation then the UK will apply for AIIB membership.

In order to confirm or discard this hypothesis, this thesis will look into the ‘Special Relationship’ the UK has with the US, since the UK had the reputation to be the closest ally of the US. In doing that, this thesis will use media articles mostly and the statement the US embassy in London gives regarding this ‘Special Relationship’. Besides this relationship, the relationship between the UK and China will be examined too. Especially the academic articles of Peruzzi (2017) and Chan (1998) will give this thesis a historic context of the relationship between the UK and China. The relationships will be assessed by examining the trade between the states, the cooperation they have or have not and whether the UK has diplomatic and/or political problems with the US and/or China. To determine whether this hypothesis holds up, this thesis will give an answer to the question which relation was more important to the UK. As relevant information already has been treated in previous sections, there only will be a short reference to it. This hypothesis will be confirmed when the relationship between the UK and China will remain strong while the relationship between the US and the UK will stay salty or even become worse.


















3. Analysis
Birth of the AIIB
While attending the annual leaders’ meeting of the Asia-Pacific Economic Cooperation (APEC) forum in Bali (Indonesia), the President of the People’s Republic of China (PRC), Xi Jinping, announced China’s plans for founding the Asian Infrastructure Bank in October 2013 (The Economist, 2013). This new bank would focus, according to Xi Jinping, on the development of infrastructure with the goal to promote interconnectivity and economic integration in the region (CCTV, 2013). The idea of setting up an Asian investment bank was not new, but stemmed from the early 2000s. The Asian need for a considerable increase of infrastructure financing was globally acknowledged. China felt, nevertheless, that the existing MDBs were not stepping in the provision of the much-needed funding. Though the economic clout of China should have had translated into a greater voice in the existing MDBs like the World Bank, China struggled with achieving more influence in these MDBs. Criticism of both the operations and governance of existing MDBs played, therefore, a factor in China’s decision for setting up a new one (Lichtenstein, 2019, p.582). The urgent need for infrastructure financing led to an accelerating process after the Chinese announcement of the AIIB. Multilateral talking groups were being set up by the Chinese Ministry of Finance in which representatives of Asian governments could discuss the Chinese proposal for a new MDB. Not long after, the construction of the AIIB was being talked bilaterally between China and other Asian governments (Wan, 2016, p.3.1-2). On 24 October 2014, China and 20 states signed a memorandum of understanding and in the coming months a range of states declared their interest in joining the AIIB including some European states (ibid., 3.4).

While even some European states were considering joining the AIIB, the US took a far less friendly position towards the AIIB. The US opposed the AIIB and reportedly urged their partners and allies in Asia and in Europe not take part in the AIIB. The US was afraid the AIIB would not hold high the existing standards of the MDBs already at work and would even undermine these standards. The US was negatively surprised when the UK decided to seek membership of the AIIB early 2015, in particular as it triggered several other European states in seeking membership as well (Weiss, 2017, pp.5-6). It is this decision of the UK this thesis is going to analyse and try to answer.


The next part this thesis will present the found evidence on which basis the formed hypotheses of Chapter Three will be tested. This will be done in an orderly and fluently way beginning with the (neo)mercantilist hypotheses followed by the social constructivist hypotheses. The hypotheses will be treated separately culminating in the judgment of the present or not present causal mechanisms. 

3.1 (Neo)mercantilist explanations
This part of the analysis will focus on the mercantilist causal mechanisms, beginning with the causal mechanism of ‘relative gains’. From there this thesis will progress to the ‘bandwagon’ causal mechanism and then the ‘balancing withing’ causal mechanism. This will be done as fluently as possible.

3.1.1 Relative gains for the United Kingdom?
In order to assess whether the UK receives relative larger gains from membership of the AIIB it is important to determine the absolute gains the UK will get first and then the absolute gains for its competitor states. On basis of the comparison between the absolute gains of the respective states a judgment can be formed about the actual relative gains the UK may or may not get.

British financial sector
The British financial sector has become highly centralized in London over the years. This has resulted in the monopolization of financial services by the London Stock Exchange (LSE) (Klagge & Martin, 2005, p.397-398). The centralization of the British stock markets also resulted in the centralization of the venture capital market in London (ibid, p.404). The LSE is historically oriented to the market of large stock trades and the global trading system. Resulting from this historical orientation the current British financial sector is heavily foreign oriented too. Being one of the largest markets in the world, the British financial sector is still focusing on the international trade and markets more and more in order to consolidate their competitive positioning (ibid.). This global orientation has been illustrated by their positioning as a legally secure centre of the movement of dollars – a daily turnover of $3.6 trillion in foreign exchange – occurring out of the reach of US regulators and the considerable part financial services takes in the UK service exports – namely nineteen percent (Jolly, 2021; Hutton & Shalchi, 2021, p.11).
This historical trajectory has led the British financial sector claiming an important place within and outside of the British economy being roughly the same size of the financial sectors of the US and Canada (Monaghan, 2014). Before the financial crisis of 2008 hit, the British financial sector experienced an extraordinary growth making it account for ten percent of the complete British Gross Domestic Product (GDP) in 2009 (ibid.). Especially the shadow banking – defined as ‘entities and activities structured outside the regular banking system that perform bank-like activities’ – experienced a rapid growth these times (Bank of England, n.d.). These ‘bank-like activities’ were not subject to the same oversight as the regular banking system. This made it possible for the British financial sector to put their most risky activities off their normal balance sheet into entities operating in the shadow banking. This way they could reap more profit since the risks were higher (ibid.). When Lehman Brothers – also part of the shadow banking system – went bankrupt and the financial crisis started in 2008 many British banks operating in this shadow banking system got into trouble as well. Suddenly it became apparently clear that the dangers of shadow banking could ended up easily in the regular banking system (ibid.). Since 2008 the risky off-balance sheets activities have shrunk with 40 percent (ibid.). The financial troubles of these British banks during the financial crisis became so big the British government had to (partly) nationalize a couple of them to save them from bankruptcy. The first British bank which got nationalized was Northern Rock in 2008 – after experiencing a so-called ‘bank run’ for the first time in the United Kingdom in more than a century (Muradoglu, 2010). The number of banks needing government help grew rapidly which led to tighter regulation in order to prevent a next financial crisis. Since then, banks had to build a bigger buffer in relation to their risk assets – since the financial crisis the buffers grew with 40 percent (Bank of England, n.d.). According to an ECB working paper (2019, p.26) this has led to less risky loans and/or investments by the banks. Less risk, less growth. The relative size of the British financial sector has, therefore, declined to 6.8 percent in 2015 (although it grew absolutely from 119.1 billion pound to 124.8 billion pound in 2014) (Hutton & Shachi, 2021).

The aftermath of the Lehman Brothers’ bankruptcy showed the interwovenness of the financial sectors – and the whole economy too – of the US and the UK. The countries are home to the two leading financial sectors in the world and the US is the single biggest trading partner of the UK. Between the two countries there is a massive flow of capital (Brannon, Chon & Jennings, 2018, p.3). Despite this interwovenness there is some divergence occurring between the US and the UK. This is partly due to the different timelines and processes for the implementation of banking regulations after the financial crisis. Unlike the US, the UK was and is subject to both domestic and EU-level processes and economic forces (ibid.). Despite the quickness the UK was setting up resolution frameworks and recapitalizing their banks, just like the US, the market confidence for UK banks was dampened by the uncertainty surrounding the European sovereign debt and banking crisis (ibid., p.7). Since the British financial sector is operating very internationally it is functioning like an international financial market. Every major bank in the world, for example, has a presence in the City of London. This enormous financial activity in London is dependent upon these international banks and therefore also a lot upon the regulations in the banks’ home countries (ibid.). Via these banks foreign financial threats can easily be imported and damage the domestic financial stability (ibid., p.8). The internationality of the British financial sector makes it a leading financial centre in the world, but it also makes it vulnerable to external shocks and influences. This has put some kind of strain upon the British financial sector since its relative size of the GDP has shrunk to 6.8 percent in 2015 and stayed that until 2018 (Hutton & Shalchi, 2021, p.5). The US financial market, in comparison, is 7.4 percent of the US GDP (SelectUSA, n.d.). In order to stay competitive, the British financial sector has to find new profitable investments and markets.

As said above, the UK responded quickly to the emerging financial crisis in 2008. The Monetary Policy Committee of the Bank of England has set the interest rates at a historically low level. It is the lowest point since the founding of the Bank of England in 1694. Alongside with extensive Quantitative Easing – an unconventional monetary policy in which the central bank purchases longer-term securities from the open market in order to boost the money supply and to encourage lending and investment – the monetary policies of the Bank of England formed the perfect conditions for a regime of the accumulation of wealth to emerge (Cribb & Johnson, 2018; Investopedia, 2021). The following situation, thus, emerged: the financial sector experienced large losses and some ‘freedom’ because of the tighter regulations adopted in the wake of the financial crisis of 2008, but got financial aid from the state to survive. Meanwhile the market was overflown with money as a consequence of the monetary policies of the Bank of England. As a consequence, the financial sector got access to very cheap money which they could invest, but within the new regulations. This accumulation of wealth and the need for new, safe, investments pushed the UK government to unluck new markets for the financial sector in order to help the financial sector to invest their abundant money in safe projects and/or commodities. The financial sector of the UK has gained great interest in the Asian market already prior to that. Especially the Asian infrastructure has become the prime focus of the British financial sector. Since the traditional sources of financing through public budgets is overstretched already, there is a need for innovative, pragmatic infrastructure financing solutions (Khan, 2011). This interest in the Asian infrastructure has led to the return of infrastructure on the political agenda since the nineties (Hildyard, 2012). Instead of the privatization of infrastructure, now the financialization of infrastructure took the centre stage of focus. This financialization of infrastructure led to ‘infrastructure products’ making infrastructure more than just solid objects. By transforming infrastructure into ‘financial products’, the financial sector transforms infrastructure into an asset class which should produce above average profits (Hildyard, 2012, p.3). This is illustrated explicitly by the AIIB itself. In an AIIB-publication it is stated that AIIB’s strategy “on mobilizing private capital for infrastructure (2018) spells out its vision as a bank that will help develop emerging market infrastructure as an asset class” (AIIB, 2019, p.III). This makes the financialization of infrastructure less about development, but more about developing finance. In order to achieve this goal, the British government has set up many support systems for the financial sector. These support systems include subsidies, fiscal incentives, capital markets, regulatory regimes and other support systems (Hildyard, 2012, p.3). The British government thus saw the AIIB as a perfect vehicle to support the British financial sector alongside with other companies which has been accentuated by the British participation in a special fund within the AIIB together with China, South Korea and Hong Kong. As a representative of the British Treasury has argued: 

“Apart from the primary benefits in stimulating the infrastructure project pipeline in developing countries, the Special Fund will also offer secondary benefits to UK firms through contracting for technical assistance and procurement of services and works for final project proposals. Wider exporting opportunities and new markets for the UK firms will also be generated through economic growth unlocked by infrastructure development.” (HM Treasury, 30 September 2019). 

This fund is meant for the assistance of Asian developing countries in preparing them for high-quality infrastructure projects. Internationally-procured technical assistance and consultancy will be provided to these Asian developing countries (HM Treasury, 30 September 2019). By participating in this fund, the British government opens up new possibilities for British firms delivering this kind of assistance and consultancy. Also, this fund can help to create more infrastructure projects in which British firms can participate and wherein the British financial sector can invest in.

The financialization of infrastructure resulted in a fast-growing role of the finance sector in infrastructure funding. Public support of infrastructure development programmes is not about the development of national wealth and global growth anymore. Nowadays, it is more about encouraging the private sector to invest in infrastructure (Hildyard, 2012, p.8). Infrastructure projects forms the basis for multiple multi-layered (financial) deals including a full range of financial products and markets (ibid., p.13). These deals can involve all kind of financial deals spanning over multiple markets leading to an expansion of potential profits throughout the financial chain (ibid., p.14). The British financial sector invests, therefore, heavily in the Asian infrastructure market which yields a lot of profit for them. Many British companies and financial intermediaries have set up their own funds as well to guide all these investments into the Asian infrastructure market. This way they are trying to capitalize on the emerging opportunities of Asian infrastructure investments (ibid., p.19).

The size in contribution to the British economy by the financial sector is an important incentive for the UK to consolidate and strengthen its financial sector. Also, the British financial sector is a massive contributor to the government coffers. For example, in March 2020 the British financial sector contributed 77.6 billion pounds to the government’s tax earnings (Jolly, 2021). This economic importance of the British financial sector is even strengthened by financial ties between the government and large private infrastructure equity funds (Hildyard, 2012, Annex 1). It can be thus concluded that the British financial sector is of great importance for the British economy and, therefore, it is in the UK’s interest to strengthen it and in order to do that to search for new markets and investments for the British financial sector. The AIIB, consequently, constitutes a massive opportunity for the UK to strengthen the British financial sector and its economy.

Renminbi Trading Centre
Asian infrastructure is not the only asset the UK want to capitalize on. Both the UK government and the British financial sector also want to capitalize on the renminbi trade. Both the British financial sector and the British government expressed the ambition to make London the “Western hub” of the renminbi trade (Chin, 2014). Between Late June and early July 2014 China has appointed three new renminbi clearance centres in Seoul, Frankfurt and London. From then on direct trade between the pound and the renminbi was possible (ibid.). This gives the UK the chance to realize its ambition. However, London was not the only European city with this ambition. In order to fulfil this ambition, the UK has to attract a lot of renminbi for the trade. However, the pool of renminbi is limited since the Chinese government controls the cross-border flow of the renminbi. Attracting renminbi requires, consequentially, good relations with China. The British application for AIIB membership fits this goal and can, therefore, be considered as a logical step of action out of the British desire to expand their financial sector by becoming the leading clearance centre of renminbi in the Western world. 

Supporting the Chinese ‘Belt-and-Road-Initiative’ by the British Chancellor Hammond exemplified the British desire to have close relations with China. The ‘Belt-and-Road-Initiative’ has been widely criticized, especially by the US, for being the sole vehicle of Chinese control and interests (Grimley, 2019). Again, the UK was willing to defy the US line. Although not becoming an official supporter – only Italy, Portugal and a couple of East-European states are official supporters from Europe – the UK gave China a sign they wanted to “harness the Golden Era” of UK-China relations as Hammond has said (Grimley, 2019; Green Belt and Road Initiative Center, n.d.). Besides these remarks of the UK Chancellor the UK showed its willingness to build strong relations with China and to stay deeply engaged with the AIIB. The beforementioned special fund is one clear instance showing the UK stayed deeply engaged with the AIIB. Another clear instance is the first bond issue by the AIIB held on the LSE. This was highly praised by the president of the AIIB, Jin Liqun, the British vice-president of the AIIB, Sir Danny Alexander, the LSE chairman, Don Robert, and the British Chancellor Hammond. Don Robert is “delighted to be [the] host [of the] AIIB” while Sir Danny Alexander expressed his confidence that this bond issue “is a vote of confidence that London is the [international] centre for bond issuance” (Grimley, 2019). The charm offensive of the UK to China did work in the end as London is the biggest clearance centre of the renminbi nowadays (Szalay, 2019). The British bid to become the leading clearance centre of the renminbi fits well with their application to the AIIB and vice versa. The application to the AIIB helped the UK to reap financial benefits out of the renminbi trade at home as well as out of the issuance of AIIB-bonds.

First Mover Advantage
As the British bid for the biggest clearance centre for the renminbi and the need for new investments and markets showed the application to the AIIB delivered the UK many financial advantages. By applying as first big Western state, though, the UK hoped to achieve still more benefits by claiming the so-called ‘First mover advantage’ (Ashbee, 2021). Since the 1980s, it was widely agreed in Europe that it was critical to be a first mover, or at least an early mover, in order to win access to Chinese markets and resources (ibid.). By moving first, the UK aimed to secure as much as economic gains they could get. Winning corporate contracts, preferential treatment for UK firms on AIIB-funded large-scale infrastructure projects in Asia and Eurasia and other forms of market access were objects the UK wanted to achieve (ibid.). During the state visit of Xi Jinping to the UK some big deals worth of thirty billion pounds were made in 2015. This included a Chinese investment of six billion pounds in a British nuclear plant (BBC, 2015).

The British desire to attract financial trade and infrastructure investment opportunities led the UK to apply for AIIB-membership as the first big Western state. Both British construction firms and London financial firms could profit from the AIIB-application by winning procurement or by investing in and selling financial products. By joining as the first Western state the UK hoped to get an advantage over other states in attracting Chinese deals including the beforementioned clearance centre. 

Management distribution advantages
By obtaining management positions a state is able to wield considerable influence regarding the daily and strategic affairs of the respective organization. This means it has influence over possible investments and the procurement process. States, therefore, are keen to have management positions. Regarding the management positions the UK got in the early phase of the AIIB it can be concluded the UK obtained a favourable position by occupying two positions. Leading a group of European member-states there is a British director. Besides this director, the UK also got the position of vice-president (Allen & Mitchell, 2016).

Competitor states – Germany and France
The UK has to acquire more wealth than their competitor states do in order to turn its wealth in to power. These competitor states are states with a comparable size of financial sector. Not all the competitor states of the UK have acted the same. Two of them – the US and Japan – have not applied for AIIB-membership. Both states are, therefore, less able to reap profits out of the AIIB. Geographically more proximate competitor states did follow the UK in applying for AIIB-membership. Next, the financial sectors and the trade with China of these relevant competitor states are being discussed as well of their (trade) relations with China and the direct organizational perks of being an AIIB-member. 
To begin with Germany, the financial sector of Germany is of comparable size to the British financial sector and together they are the biggest of Europe (Wójcik & MacDonald-Korth, 2015, p.1034). Though, both financial systems are fundamentally different. The German financial sector is the opposite of the of the British financial sector, the archetype of a market-based, centralized and spatially concentrated financial system. The German financial system is bank-based, decentralized and spatially dispersed (ibid.). These differences influence the spatial concentration, internationalization, intermediation and the specialization of the financial system (Verdier, 2002). Financial systems which are decentralised, like the financial system of Germany, are generally less internationalized since their multiple regional financial centres are less able to attract financial activity than their centralized counterparts. Decentralized financial systems are also more bank-based than market based which makes them rather more focused on loans to local people and business. Since financial centres in a decentralized system are locally based it is more in their interest to offer broad products rather than to specialize (Wójcik & MacDonald-Korth, 2015, p.1036). Only the German city of Frankfurt does attract international operational financial firms. The UK, and in special London, dominates the European investment banking while Germany is dominant in the insurance industry (ibid., p.1041). While the competition between London and Frankfurt is increasing, London still stays the most attractive location for banking, asset management and other financial services. This, for example, is reflected by the growing concentration of global foreign exchange and derivatives trading in the largest financial sectors including London (BIS, 2013). 

The German financial sector may reap less profit from AIIB-membership than the British financial sector, it does not mean Germany will reap less profits from the AIIB then the UK does. In fact, trade in real goods between Germany and China takes a central role in their relationship and is ever expanding. The number one trade partner of China is Germany (Kundnani, & Parello-Plesner, 2012, p.1). Exporting goods and services became central to Germany – especially towards China (ibid., p.2). Currently German exports to China accounts for seven percent of Germany’s exports making China the third-largest market for Germany after France and the United States (ibid., p.2). Considering the importance of trade with China for Germany, joining the AIIB could give Germany a lot of trade opportunities and benefits by improving Asian infrastructure. Investing in Asian infrastructure means more possibilities for German companies to export their goods to China and states in the region along the way. The differences between the UK and Germany considered, the opportunities of AIIB membership will be different for the two states. The UK will likely gain more financial benefits because of their specialized and concentrated financial sector. Germany, on the other hand, will get more benefits from the export of goods. However, in the long run the UK probably will get relatively more benefits. This is because the German benefits can dwindle when China produces these goods themselves on a cheaper basis while Germany might struggle to remain competitive in industrial production (Kundnani & Parello-Lesner, 2012. P.6). The distribution of the AIIB management positions was slightly less favourable for Germany too. While Germany, also, got a vice-president assigned they had to settle with an alternate director who only get into play when the actual director is out of business (Haggard, & Kuo, 2016). Therefore, the UK hold more power within the AIIB. 

The French financial sector is not as big as the British financial sector. In 2015 it accounted for 4,9 percent of the French GDP (EBF, 2015, p.80). The French financial sector is very broad and it is often been characterized as a ‘universal banking’ system (UNEP, 2015, p.12). French banks offer services to a wide variety of people and organizations – from households to small and large companies. As a consequence, the retail and corporate banking branch is of a considerable size in France (ibid.). This branch is, therefore, the main focus of France (The Banks, n.d.). This main focus of the French financial sector is also more on its own national market (UNEP, 2015, p.15). Stemming from this national bias and post-financial crisis measures the French financial sector is selectively disengaging from international corporate investment banking (ibid., p.12). Having the third largest financial sector of Europe, after the UK and Germany, does not make the French financial sector as international as the British financial sector. The French interests and focus are, therefore, very different (ibid., p.14). This different character of the French financial sector make access to international markets and international economic and/or financial opportunities not as attractive for the French financial sector to capitalize on. Regarding the distribution of AIIB-directors, France did not get as much as the UK and Germany. Only one director-seat was reserved for France. Though, this might not come as a surprise following the previous section. 

Wrapping up, the UK has been in a good position to reap the prospective (financial) benefits the AIIB could offer. The AIIB gives the British financial sector a big chance in finding a new outlet to invest in. The British financial sector lends itself perfect to capitalize on the new international market and infrastructure investment opportunities while their big rivals with a comparable financial sector did not join the AIIB and, as a consequence, do not form a big competition for the UK regarding the AIIB and Asian infrastructure. The other European states with a considerable size of the financial sector have got a different financial sector not as international and market-based like the British financial sector. This makes these competitor states less able to make more profit out of the AIIB then the UK. Although, Germany profits a lot from the trade in goods, the basis for this trade is not strong as Germany may find itself not competitive enough in the long run. Therefore, it can be concluded that the UK is able to achieve relatively more benefits than its competitor states are able to achieve.

Risks of joining
Assessing the strategic calculus of the UK not only requires a sound assessment of (possible) gains, but requires a sound assessment of (possible) costs too. Only with a complete assessment of both the gains and the costs an assessment of the relative gains can be made. Therefore, this thesis will now examine the (possible) cost and the risks of joining the AIIB for the UK. By joining the AIIB the UK took a risk of facing undesired consequences since the US, as mentioned before, were opposed to the AIIB from the beginning. The UK risked putting befriended Asian countries, negotiating with China about joining the AIIB, on their backfoot by worsening their position in their negotiation. These negotiating positions were undermined because of the message the UK seemingly sent by applying without setting conditions. By making this move the UK seemingly signalled their willingness to let China set the rules unilaterally (Wright, 2015). The possibility of the AIIB becoming a competitor to the World Bank and the Asian Development Bank (ADB) was becoming more likely (The Brics Post, 2015). The British desire of reaping benefits by building a special relationship with China led the UK to risk its ‘special relations’ with the US. The British application to the AIIB meant a serious diplomatic setback for the US. However, it was unlikely the US would ‘punish’ the UK in a substantial manner for applying to the AIIB.

For a while now the US has lost its interest in multilateral development banks (MDBs). They started to pay less contribution, also pledged contribution, which made the US lose its status as biggest donor of MDBs in general (Morris, 2016, p.13). This makes the US more dependent on other states’ contributions for keeping the MDB-budgets on level. Punishing states for joining a new MDB, set up by an ascending state, could backfire on the US since they could alienate its allies. The result could be weaker existing MDBs dominated by the US. The large number of Western states following the UK shortly after their application to the AIIB made it harder for the US to ‘punish’ the UK. This would mean the US had to ‘punish’ too much befriended states. In fact, when scrutinizing the behaviour of the US more closely, it is notable they changed their attitude towards the AIIB. From a grudging disapproval to a somewhat grudgingly acceptance (Harris, 2015, p.46). According to a spokesperson of the State Department, Jennifer Psaki, this change of US attitude began in early November of 2014. Psaki remarked that State Secretary Kerry made it clear, to China and other US partners, the US welcomed the new multilateral financial bank. Kerry only emphasized that it should adhere to the high international standards of governance and transparency as the existing MDBs all do (Freeman, 2019, p.669). A clear reflection of this attitude shift can be seen in the remarks of President Obama during a press conference with the Japanese Prime Minister Shinzo Abe on April 28, 2015:

“Asia needs infrastructure. There are a lot of countries that have difficulty financing infrastructure, but if they got that infrastructure put in place and developed, they can grow much more rapidly. And that’s good for everybody. (…). We want more markets to be able to get our goods in and sell our services that are some of the best in the world. And China has got a lot of money. (…). So to the extent that China wants to put capital into development projects around the region, that’s a positive. That’s a good thing.” (Cited in The White House, 28 April 2015)

Recognizing and acknowledging the Asian infrastructure needs and the need to finance these needs the US took a step towards accepting the AIIB. Obama, further, welcomed China to invest capital into regional infrastructure projects and Obama even remarked it would be in the US best interest too. The US, thus, become more open to the idea of the AIIB and signalled the message the US would tone down regarding the issue of the AIIB. The US took on a more constructive attitude from then on (Harris, 2015, p.43). This new US attitude embodied a US lobby in making their partner states, poised to join the new MDB, assure the US they would push the AIIB to adopt high standards regarding transparency, social and environmental principles, procurement requirements and the other safeguards the established MDBs hold (Freeman, 2019, p.669). This indicates the US became more pragmatic in their dealings with the AIIB – taken aside the US public reaction to the British application as an exception. It is good possible that the changed attitude has been interpreted by the UK as a sign there would not be much political and/or economic costs attached to AIIB-membership. Being aware of this the UK probably deemed it safe to apply for AIIB-membership and, therefore, very profitable and attractive. The new pragmatic position of the US made it easier for states to defect from the original US wishes. Instead of demanding states to abstain from AIIB-application, the US now pushed these states to influence the AIIB from within towards their preferred standards of governance (Freeman, 2019, p.668). Also, the AIIB could be ‘socialized’ by way of cooperation on projects with the existing MDBs (ibid.). Regarding this the attitude the World Bank had towards the AIIB is remarkable. From the beginning the World Bank did not see a problem with the AIIB and has expressed its interest for cooperation (World Bank, 8 July 2014). According to Jim Yong Kim (the president of the World Bank) the need for investment into Asian infrastructure is very high and the World Bank will cooperate with any new bank when they become a reality (ibid.).

To conclude, there was not much chance the UK would get, if at all, negative consequences for the applying to the AIIB. In the end these negative consequences amounted to a few sharp reproaches by anonymous US officials. Not even an official statement by the US government. This seems strange from first look, especially after these anonymous reproaches and the attention the decision of the UK got. Only after closely examination of the actual official statements the US made and which actions they took, one must conclude there were not really any significant repercussions for the UK. The most important observation about the US behaviour is its passiveness towards the AIIB. They just went silent about it and did not ‘punish’ any state for joining either. The worldwide publicity the UK got by applying to the AIIB and the anonymous US reproaches only account for some minor reputational costs at worst.

However, the number of European states joining the AIIB shortly after the UK suggest the UK is not the one experiencing reputational costs. It is the US experiencing reputational costs as the European applications to the AIIB illustrated the loss of US influence. They realised they could not stop their partner states from joining the AIIB and, therefore, decided to accept the existence of the AIIB. This, apparently, they did before the UK applied for membership already. The US focused on getting assurances its partners would lobby the AIIB from the inside. This gave the UK reasons for assessing the potential costs far lower than the potential benefits they would get with membership of the AIIB. In the midst of states poised to join the AIIB the UK found it very attractive to announce their AIIB-application as the first big Western state. This way the UK thought it could reap more profits than their competitor states would, especially for the British financial sector. The expectation of getting high profits while having low costs, the real possibility of receiving more profits than their relevant competitor states despite the reputation costs the UK could get in the beginning makes the first hypothesis of this thesis to be confirmed.

3.1.2 To bandwagon or not to bandwagon
As mentioned briefly before the US experienced a loss of influence. To determine whether this is the case and whether a new competitor state is rising, namely China, we go now comparing the US with China on basis of a few determinants making a state a hegemon or not. These determinants are, as already mentioned in the operationalization section, the access to raw materials; capital; markets; and willingness. In the end of this section this thesis will determine whether the US influence has dwindled and whether the influence of China has grown. Then this thesis will determine whether the UK is bandwagoning with China or not.

United States
Shale gas, tight oil and raw earths
The extraction of tight oil and shale gas made it possible for the US to meet its own energy demand in 2019 (EIA, 2021). Despite this technical energy independence, the US are not completely energy independent yet, since this extraction is done by private enterprises. This means the extraction has to be profitable and, thus, is dependent on the price of oil and gas. A consequence of massively extracting tight oil and shale gas is the plummeting of its prices making extracting tight oil and shale gas volatile. For being profitable the oil price has to be between $30-$50 per barrel at a minimum (Rosenberg, 2019), but from June 2014 the oil price made a steep fall and dropped by a half from $103 per barrel to around $40 per barrel (West Texas Intermediate (WTI) Trading Economics, n.d.).  Also, the gas price has been too low for companies to profit from extracting shale gas. The cost price of extracting shale gas is $4, but the gas price has been fluctuating around $3,77 between 2009 and 2017 (Berman, 2017). Having the capability of being energy independent, the US are still dependent on the global prices of the respective sources and therefore, to a certain amount, on other states’ actions.

Being energy independent to some extent, this is not the case for the production of rare earths. These raw materials are critical for the production of high-end products as technology, clean energy and especially high-end defence platforms. The US is dependent on other states to get access to rare earths. Despite starting efforts to redress this dependency, having a mature rare earths industry is still a long way to go for the US (Johnson & Gramer, 2020). 



Capital
Unlike the non-existent US raw earth industry, the US got a rich diversity of financing sources which gives consumers and businesses the capital and security for managing their risks by matching their financial needs. It also lowers the cost of capital which gives them the ability to create more jobs and economic welfare (Thakor & Simon, 2011. p.3). Between 1973 and 2009 the aggregate lending of commercial banks rose from half a trillion US dollars to eight trillion US dollar (ibid. p.22). By now the private debt fundraising has exceeded the high point of 2008, just before the financial crisis (McKinskey, 2019, p.12). The size of capital available to US citizens and business is, therefore, still big and growing.

The US government also has access to a massive amount of cheap loans resulting in a sharp increasing national debt: from $11,9 trillion in 2010 towards $18,2 trillion in 2015 (Amadeo, K. & Boyle, M.J., 2021). Despite this sharp increase of national debt, the interest rate the US have to pay decreased sharply: from 8,8% in 1988 to only 2,5% in 2018 (Desilver, 2019). Managing their deficits and debts the US can rely on its dominant currency: the dollar. The high demand for dollars results in low interest rates which gives the US the ability to finance its payment deficits without the necessity of stockpiling reserves (Williamson, 2013, p.80).

Market
Besides having the dominant currency and favourable circumstances in which capital can be created, the US also have a market consisting of more than 300 million people in 2015 (over 330 million in 2020) (US census Bureau, n.d.) with a mean income of $49.235 per capita in 2015 (World Bank, n.d.). With a mean income per capita of $8.544 worldwide (ibid.), this means the US market is consisting of a very large group of relatively prosperous consumers. This means that companies are able to reach a large group of potential consumers for their products and/or services. This gives the US power since their own companies got a huge advantage. These companies can profit from ‘free’ access to this pool of consumers and it makes it attractive for many foreign companies to sell their products and/or services in the US. These foreign companies have to pay import tariffs which enrich the US.

Production of high-valued goods
US companies have outsourced a considerable amount of production outside the US towards predominantly low-wage countries over the years. Sectors mostly affected by this outsourcing are low paid, does not require much skill and are not bound to a particular location (Amadeo, 2020; Twin, A. 2021). The producers of these goods benefits by the outsourcing of production processes. They combine the parts produced outside of the US with the parts produced inside the US and then export the end product. This way the US still managed to produce large complex products for an affordable price. Although the outsourcing of production meant a loss of jobs it also helped to keep the prices low (Correnti, n.d.). Lockamy III and McCormack (2009) have illustrated, that besides the loss of jobs, another problem with the outsourcing of production processes surfaced: companies do not fully control the whole production process since this process has been divided into several parts. This means that the dependency between companies have grown. Disruptions in supply chains have grave implications for the companies involved (ibid., p.595). These disruptions would affect the availability and the prices in the US as well as the export of the US itself. This makes the production of high-valued goods in the US vulnerable.

Willingness
The assessment of the above determinants shows that the US have still a lot of power and the basis upon which they could be considered as a hegemon. However, the US have to show the willingness to act as a hegemon too. Just as the US did after WWII when the US started taking on a more pro-active role in world politics in order to establish their own hegemony. First the US set up multilateral development banks, the World Bank and IMF, during the Bretton Woods Conference. This facilitated the US by establishing a hegemony and making the dollar the most important reserve currency, which placed the US dollar in the middle of the global economy (Costigan, Cottle, & Keys, 2017, p.106). Simultaneously, the US also became far more militarily active. While the US made 86 military interventions between 1800-1899 and 69 military interventions between 1900-1949 the number of military interventions grew fast from then on. Between 1950-1999 the US intervened militarily 111 times and 126 times from 2000 onwards (Toft, 2017). After WWII the US, therefore, was willing to use its economic and military strength in order to claim the global hegemon role.

After the wars in Iraq and Afghanistan the willingness to use their military strength diminished as the conflicts, and the American presence in these conflicts, seemingly would never end. This resulted in, for example, a largely passive stance during the Arab Spring in which the US president Obama made sure he was not taking a irrevocable steps which would drag the US into the conflicts. American influence in the Middle East diminished correspondingly (Kitchen, 2012). Not only in the Middle East the US are facing a diminishing of influence and willingness to intervene, the US lost his attention for South-America more and more resulting in the drifting away of states there (De Santibañes, 2009, p.18). This all indicates a declining willingness from the US to wield its military capabilities in order to consolidate their hegemon status. 

China
Control of energy resources
Over the past years the Chinese energy demand grew rapidly. Between 2000-2010 the energy demand rose yearly more than eight percent on average. From 2010 onwards (to 2015) this growth of energy demand slowed significantly to less than 3% per year on average (IEA, 2017, p.471). To meet this demand China has put up big production facilities making China the biggest global producer of fossil fuels. China is the seventh-largest oil producer, is standing in the top-six of gas production and is massively producing coal. Almost all production of fossil fuels in China exists of coal (ibid. pp.484-485). Also the production of renewable energy technologies is enormous in China (ibid., p.490). Although China is the largest fossil fuel producer, China still does not meet its own demand for energy making China the largest importer of fossil fuels too (ibid., p.486). So China is not energy independent like the United States, but is playing a very big role in the global energy market.

Rare earths
Unlike the US, China has a massive industry of rare earths despite China only possess one-third of the known rare earth metals deposits in the world. China is producing more than eighty percent of the global output (NBR, 2019). Low pricing and heavily state-backed investing in infrastructure and technology made China the world leader in rare earths (ibid.). The consequence is that many, if not all, developed countries – including the US – is dependent on China for obtaining these rare earths. If China keeps the prices low it will be difficult for other states to compete. This makes the position of China in the rare earths market quite secure.

Capital
Not only in the energy and raw earths markets is China playing an enormous role. Chinese capital markets are already among the largest in the world too and is playing a significant part in the Chinese development towards a consumption-driven economy (Asifma, p.9). The normalisation of equities and bond issuances as sources of capital has resulted in the third largest bond market in the world – after the US and Japan (ibid.). Despite this development the Chinese capital market has been largely isolated from the rest of the world (Hu et al. 2018, p.2). Since the two most important Chinese stock markets – Shenzen and Shanghai – fulfil two different purposes (big companies versus small enterprises) the Chinese capital market is able to deliver trading platforms and other services to all kind of Chinese companies (ibid. p.5).

Regarding currency politics China is following a long-term strategy to make the renminbi internationally operative (Lai, 2015). As outlined above with the US dollar dominance, the internationalization of the renminbi by making the renminbi a reserve currency gives China considerable advantages. Therefore, China is pushing for offshore centres to trade renminbi deposits, to grow the renminbi bond market and trading settlements denominated in the renminbi. The announcement of the IMF to include the renminbi in its SDR (Special Drawing Rights) currency basket, making the renminbi an official international reserve currency, helps China achieving its long-term objective (ibid.). 

Market
Alongside the enormous Chinese energy and capital markets the Chinese population is enormous too. The total Chinese population is almost 1.4 billion people making China the state with the biggest population (World Bank, n.d..). The mean income of the Chinese people is not that big yet as it is approximately $6525 per capita in 2015. Although, the mean income grows exponentially being approximately $3693 per capita in 2010 (World Bank, n.d.). This means the Chinese market has the potential to be a massive market consisting of people getting wealthier a year. The massive problem China momentarily has is the ageing population. An “unstoppable” declination of the Chinese population from 2029 onwards to a population size of the mid-1990s is the current forecast. This brings China economic and demographic problems because of the accompanied declining of the consumption and the growing financial burden of sustaining the elder by the young. This means that people will have less money and time for other products and/or services (Campbell, 2019).

Production of high-valued goods
China is the largest exporter in the world and could be seen as one of the most important manufacturer and industrial producer leading in many types of goods – for example electrical machinery and automobile parts (Sourcify, n.d.). The massive production of these products means China is not dependent on other states for getting access to these products and can get these products relatively cheap. To keep the costs of production low China needs low wages to maintain the preferred production site. A possible negative trend undermining this Chinese interest is the ageing Chinese people. This could lead to a dwindling pool of labour which will likely drive the wages up. The pool of labour could even shrink more since China does not have an elderly program. It is common that the children take care of the elderly. This can lead to a significant strain on the Chinese government as the pool of taxpayers will shrink (China Power Team, 2020).

Willingness
Since the end of the Cold War China adhered to a foreign policy of hiding their capabilities and biding their time. This policy of ‘hide-and-abide’ of non-assertiveness was meant to let China develop quietly and avoiding a war with the US. China wanted to avoid the costs of a leadership role in the world (Doshi, n.d., pp.26-27). During the global financial crisis of 2008 when China fared much better than the Western states, China changed its foreign policy and became more assertive (Wong, 2019). In the words of the former Chinese president, Hu Jintao: China needs to “actively accomplish something” (Doshi., n.d., p.26). Resources for the military, especially the navy, were made available to upgrade it which resulted in a more assertive Chinese stance in the South-China Sea and a military base in Djibouti in 2017 (Doshi, n.d., p.29; Cabestan, 2019, p.731). Also, Chinese contributions to the UN has been increasing to the point China is the second largest contributor to the UN regular budget as well for the peacekeeping budget (China Power Team, 2016). The growing Chinese assertiveness can be seen in China’s growing will to use its greater international influence (Wong, 2019). This is either to punish states – Chinese sanctions for Norway after the Nobelprize for the Chinese dissident Liu Xiabo for example – or to entice states to cooperate (Chan, 2016). One example for this is the ‘Belt and Road Initiative’ (BRI) in which China uses infrastructure investments to bind (neighbour) states to China (Doshi, 2019, p. 28).

Changing statuses
As outlined above, both China and US enacted policies or are subject to certain circumstances affecting their standing as respectively challenger hegemon and current hegemon. While the US managed to become energy independent, they remained very dependent on the global energy prices as well on the delivery of rare earths from other parts of the world. Especially these rare earths are becoming more important as it is being used for crucial high technology and clean energy (Seaman, 2010, pp. 6-7). The US ability to attract capital is still relatively good, but it consists mostly of loans which makes the basis for the US less stable. The US market will remain large and relatively rich, but the outsourcing of production processes means also a loss of jobs and will increase US dependence on other states’ production and export. Disruptions in these production processes are a major threat to the US economy. This all indicates a diminishing hegemon status for the US what may be reflected in their foreign policy. The US has become more reluctant to use its military strength for interventions in world politics and conflicts as would be expected from a hegemon.

Meanwhile, China is producing a lot of fossil fuels and is a big actor in this market while China is also one of the biggest producers of clean energy technologies. Altogether China’s energy market is gigantic making it one of the most important energy players in the world. However, China is not energy independent. They are the dominant actor in the market of rare earths making states dependent on them for manufacturing high technology. While having a largely insulated capital market, though big and diverse, China is pushing hard to transform their national currency, the renminbi, to an international reserve currency. Already, China opened renminbi markets in South-Korea, Germany and the UK as has been mentioned before. The Chinese market itself is gigantic with the biggest population of the world who are getting wealthier. And older. This ageing Chinese population is a big problem for China as it means rising wages for manufacturing and lesser purchasing power of the Chinese people. During the global financial crisis of 2008 China changed its foreign policy from ‘hide-and-abide’ towards a more assertive policy in which China actively begun to claim a larger role on the global stage. China is showing their willingness to take up a hegemon role. The US struggling to stay the sole hegemon while an ascending state like China is on the way to become a hegemon itself makes fertile ground for states seeking cooperation with China in the hope of reaping economic and/or political benefits.

Atlantic Drift towards China
So is the UK drifting away from the US towards China in the hope of getting benefits? This thesis will now look to the relationship between the UK and the US and between the UK and China. The relationship between the US and the UK has been characterised as a ‘special relationship’, firstly coined by Winston Churchill in 1944. The US and the UK cooperate closely on security and economics as they are both its biggest investors (Tan, 2019). This did not mean that the UK-US relationship has always been smooth. It mostly hinged on the relationship between the respective leaders (Webb & Cook, 2020, p.278). Beside the respective relationship between the two governments the relationship hinges also on divergent positions toward each other. The UK acts as a close ally because they expect advantages from this cooperation while they see themselves as equal to the US, while the US sees the UK as merely a client state who is helpful for them as gateway to Europe and as a constant ‘free’ supporter for their policies. In the meantime, the US is becoming more detached from the anglosphere over the years which is called the ‘Atlantic Drift’ (Tisdall, 2019).

While the US and the UK are drifting away from each other, the UK and China are drifting towards each other. Trade between the UK and China is expanding in a fast pace. Imports from China grew from ten billion pound to more than thirty billion pounds in 2015 and 49 billion pounds nowadays while the UK export is increasing fast too. From less than five billion pounds in 2000 to fifteen billion pounds in 2015 to 30,7 billion pounds nowadays. Also the size of investments in each other is surging – investments into finance, energy and infrastructure are playing a huge role (Harper, 2020). A ‘Golden Decade’ of UK-China relations have started according to the British Chancellor Osborne in 2015. British optimism was high and led the UK to pursue a China-friendly policy. This meant the UK stayed silent by controversial Chinese acts like the Chinese military building up in the South-China Sea, cyber hacking and the devaluation of the renminbi. The UK even tried to intensify their relationship with China through a trade mission and the welcoming of the Chinese president Xi Jinping for a state visit in the UK (Ford & Hughes, 2020).

The UK found itself in a situation in which their relationship with the US became troubled while cooperation with China surged. As the US is struggling keeping its hegemon status, the US has become less able to coerce the UK into their camp. Especially when China becomes more powerful over the years and begins competing for hegemon status. The constraints the UK had, therefore, is loosening. This makes it very attractive for the UK to pursue their economic interests unilaterally. The application to the AIIB by the UK is a logical consequence of the declining influence of the US and the attractive benefits offered by an ascending state like China. It has, therefore, been demonstrated the UK has hinged their ‘bandwagon’ on the train called China in the hope of getting significant benefits. Hypothesis two, therefore, can be confirmed.

3.1.3 Balancing within the AIIB
As outlined in the preceding sections, the UK did have many economic motives to apply for AIIB-membership. They defied the US policy of opposing the AIIB in order to pursue their own economic interests. Question now is whether economic reasons were the only and the sole reasons the UK applied for AIIB-membership. It could be the case that motivations of balancing China are still being in play. And if they were in play, would it be the main reason or only occasional?

Inside the dragon’s den
The UK argued membership of the AIIB would give them a significant opportunity to shape its behaviour from within (Sun, 19 March 2015). Shortly after the British application a growing group of European states and other developed states applied for AIIB-membership too. Since then, China begun distancing the AIIB from the other Chinese infrastructure initiative: the ‘Belt-One-Road-Initiative’ (BRI). At the beginning Xi Jinping stated “China’s inception and joint establishment of the AIIB with some countries is aimed at providing financial support for infrastructure development in countries along the ‘One Belt, One Road’ and promoting economic cooperation” (Weiss, 2017, p.6). This statement raised international concern about the AIIB as being solely a Chinese vehicle constructed only to serve Chinees interests. By 2016 the Chinese position had changed and Xi Jinping distanced the AIIB from the BRI saying: “We would finance infrastructure projects in all emerging market economies even though they don’t belong to the Belt and Road initiative” (ibid.). More encouraging was the disappearance from Chinese governments statements and media reports of the Chinese goal to promote their exports to absorb its excess capacity through the AIIB (Sun, 31 July 2015). Nonetheless, the approved projects all lay within the area of the BRI in important trade corridors, namely the ‘China-Central Asia-West Asia Corridor’, the ‘China-Indochina Peninsula Corridor’ and the ‘China-Pakistan Corridor’ (Weiss, 2017, pp.6-7; Seth, 2020). It is, therefore, unclear whether the Chinese promise not to focus solely on BRI projects is merely window dressing or, in the end, a significant change of attitude.

More concrete signs of the results of internal balancing are the altered Chinese plans regarding their own financial contribution to the AIIB. This is significant for the size of the contribution directly affects a state’s voting rights. At first, China planned to contribute fifty percent of the AIIB capital. Now it is thirty percent. This downsizing of the Chinese contribution meant for China the loss of a de facto ‘veto’ for decisions requiring simple majorities. Now China only has a de facto ‘veto’ for decisions requiring a super majority (Sun, 31 July 2015). Besides the downsizing of the Chinese contribution, another concrete result is the way the AIIB has been built as an organization. Eventually, the AIIB has been built upon the established structures and practices of existing MDBs. The AIIB is even cooperating with these existing MDBs currently (Stephen & Skidmore, 2019, p.65). 

Following the money
Statements given by the British government make it doubtful ‘balancing’ reasons were dominant in the British decision-making process. Inspecting the joint statement, the UK and China made during Xi Jinping’s state visit to the UK it is mostly talk about economic opportunities and political cooperation (Foreign & Commonwealth Office, 22 October 2015). Ahead of the Chinese state visit the British Chancellor Osborne already made the case for cooperation between the UK and China. According to Osborne, the UK does not have to fear an ascending China. Instead, the UK should embrace the Chinse ascent for it brings only economic opportunities and benefits for the UK. Osborne wanted the UK to be “China’s best partner in the west” (Helm & Stewart, 19 September 2015). Prime Minister David Cameron would repeat this wish later. Cameron also brushed aside concerns about the UK accommodation of China on human rights by remarking the UK can do both – conversations about human rights while having a strong economic relation with China (Mason, 21 October 2015). Major economic deals were made during the Chinese state visit including a six billion pounds Chinese investment in a nuclear power station in Somerset (ibid.). This particular deal allowing China to take an interest in the UK energy infrastructure shows the way the UK viewed China back then in 2015: as a political and economic friend bring the UK many benefits. This has been illustrated by the National Security Strategy (NSS) and the Strategic Defence and Security Review (SDSR) in 2015. The objective for the UK was to “promote our prosperity” and by meeting this objective these reports stressed the importance for the UK to build a deeper relationship with China (UK Parliament, 2019).

The British desire to reap economic profits from AIIB-membership constituted the main reason for the UK to join the AIIB. The UK did not perceive the AIIB as a real danger and, therefore, did not oppose it altogether. Internal balancing, successful or not, did occur, but it can not be perceived as the main reason to join the UK. The British statements and official reports talked too much about economic profits for that end to be true. Since the AIIB developed itself towards the established framework of the existing MDBs – especially after the joining of the (European) developed states – this thesis concludes internal balancing did occur. Hypothesis three, therefore, can not be discarded. However, since this internal balancing apparently was an occasional argument for joining the AIIB and reaping profits the main reason, it can be concluded that the third hypothesis cannot be fully confirmed too. For this reason, hypothesis three can be partly confirmed.

3.2 Social Constructivist explanations
From here on this thesis will go on with the examination of possible social constructivist causal mechanisms. First the possible internationalization of new norms and values will be examined followed by an examination of the perceived reputation regarding the British foreign policy leading to the British application to the AIIB.

3.2.1 Internalization of new norms and values?
In order to assess whether the UK internalized new norms and values by applying for AIIB-membership these norms and values has to exist in the first place. Doing this, this thesis will first examine the reasons for China to put up a new international organization. Secondly, there will be an examination of the differences between the AIIB and the existing MDBs in order to assess whether these new norms and values made it into the AIIB framework. From here on the British China policy will be outlined. If it changed over the years, how it has changed and in conclusion whether the UK internalized the new norms and values propagated by the AIIB.

Chinese need for a new global institution
Over the years China grew dissatisfied with the current international order. Together with the other BRICS states – Brazil, Russia, India, China and South Africa – they argue for a new distribution of voting shares inside existing international organizations. This new distribution should better reflect the actual power distribution and their influence outside of these international institutions (Stephen, & Skidmore, 2019, p.78). Another Chinese critic is about the efficiency and the rigidness of the existing international organizations (ibid., p.65). This leads, according to China, to a lesser focus on the development of the regions and states needing it. When states get financial help from the existing international organizations, they have to meet the conditions set by these international organizations. This conditionality for loans is a thorn-in-the-eye for China (ibid., pp.76-77). This Chinese unsatisfaction laid the basis for China’s decision for setting up a new international financial institution. 



Same of the old or brand new?
A new institution set up by an ascending state unsatisfied with the existing international organizations raises the question whether this new institution differs significantly with the existing international organizations. According to Stephen & Skidmore (2019) this is partly the case. For a large part, though, the AIIB is similar to the existing international organizations and conforms to the global norms and practices of the existing Liberal International Order (LIO). From the outset China consulted non-borrower states (non-regional members) and NGOs and hired the World Bank’s former senior technical adviser on safeguard polices (Humphrey, 2015, p.6). Together with paper compliance with the LIO the first projects of the AIIB were in cooperation with the existing MDBs making the AIIB bounded to the conditions of the existing MDBs (Weiss, 2017, p.13). 

The compatibility between the AIIB and the existing MDBs shows the extent in which China has been socialised into the existing LIO (Stephen & Skidmore, 2019). The Chinese ambition for a successful AIIB resulted in the Chinese support of the Western wish to embed the AIIB in the LIO. This would give the institutional legitimacy and prestige to the AIIB to be successful. Western developed states were willing to join the AIIB now. Embedding the AIIB in the LIO would also give China material benefits and it would help state-owned enterprises (SEOs) in adopting the high standards of the LIO – environmental quality; transparency; honesty; and efficiency – pushing China higher on the economic value chain (ibid., p.84). It places China in the middle of an inter- and trans-governmental network which would benefit China as it has always benefited the US. Chinese elites operating in such an international environment would build Chinese social and relational power but it would also socialize these elites into new norms usually standing in tension with traditional Chinese norms (ibid., pp.84-85).

Despite the similarities, the AIIB has characteristics which are different from the LIO. Firstly, the Articles of Agreement emphasizes that the AIIB will operate in a politically neutral manner (Stephen, & Skidmore, 2019, p.86):

The Bank, its President, officers and staff shall not interfere in the political affairs of any member, nor shall they be influenced in their decisions by the political character of the member concerned. Only economic considerations shall be relevant to their decisions.” (Articles of Agreement AIIB, p.18).

This means the AIIB will not attach conditions to loans as the MDBs of the ILO typically do. The AIIB could become, therefore, a challenger to the LIO since it gives states an alternative option for loans. Only without the conditions normally attached to these loans. This can lead to the weakening of the existing LIO (Stephen, & Skidmore, 2019, p. 87). Secondly, the focus on infrastructure is new. China itself has relied heavily on infrastructure projects with the goal of development. China has, therefore, always supported investments in infrastructure internationally. Typically, development of infrastructure favours states over markets (ibid., p.88). These two characteristics, most of all the first characteristic, have the potential of becoming a threat to the existing LIO.

Despite the fact China behaves as being socialized in the present LIO and currently does not show any intention of undermining it, China nevertheless acted as a norm entrepreneur by pushing two new norms into the framework of the AIIB. And, seemingly, quite successful as it has been incorporated in the framework of the AIIB which has attracted 103 states as member-states since its birth (AIIB, n.d.).

Changing British China policy
Before the British Conservative Party took over British government in 2010, the UK and China were not that close. An influential report from the European Council on Foreign Relations portrayed the UK as one of the few EU member states willing to push for ideologically-driven policy towards China (Fox, & Godement, 2009, p.25). This report of Fox and Godement classified the UK as an Ideological Free Trader (IFT) which combines their belief in free trade and political liberal values with their willingness for pushing it internationally. Brown (2018, p.94) argues this position of the UK has changed since the Conservative Party took power in 2010. According to Brown, the UK should be called as an ‘accommodating free trader’ now, since their emphasis on free trade has grown considerably while they lost their appetite for pushing liberal political values internationally. The normative dimension of the IFT has diminished in the UK. 

In the beginning of the new Conservative government, under premiership of David Cameron, it appeared the UK continued their China policy by championing free trade and pushing for liberal values of the LTO. As the party’s manifesto of 2010 still states: “Seek closer engagement with China while standing firm on human rights” (p.102). Cameron actively acted on this during his speech before a crowd of Chinese students during a state visit to China in November 2010: “I am convinced that the best guarantor of prosperity and stability is for economic and political progress to go in step together” (cited in Wintour & Inman, 2010). With this ‘political progress’ Cameron meant liberal reform. The policy shift came when the Dalai Lama officially visited the UK and met Cameron alongside with the British Chancellor of the Exchequer, George Osborne, in 2012 (Brown, 2018, p.105). This official meeting has been met with Chinese outrage reaching the lowest point of UK-China relations since the Tiananmen Square massacre of 1989. Driving this shift of policy was George Osborne. “No British politician [was] more closely associated” with the recovery of UK-China relations onwards (cited by Bagehot, 24 September 2015). It was “a determined effort to ensure that (…) Britain is China’s best partner in the West. And that has been a conscious decision” (ibid.). 

In light of this policy shift it became logical the UK would apply for AIIB-membership since the UK wished to attract as many economic benefits as they possible could get. The policy position Osborne and Cameron took can be seen as responsible for this decision. After the British announcement a wave of European AIIB-applications came in. First France, Italy and Germany announced their applications five days after the British announcement and then within a month the following European states, in order of application, applied for membership:  Luxembourg; Switzerland; Austria; The Netherlands; Denmark; Finland; Sweden. Also US allies South-Korea and Australia followed Britain soon (China Daily, 2015). The British announcement resulted in a domino-effect of Western developed states following quickly. The announcement of the UK to join the AIIB can, therefore, be seen as the tipping point. From then on, the AIIB grew significantly in members and importance. New international norms, as described earlier, were being accepted.

Whether this means that the UK will be socialized or has already been socialized into the new norms is, nevertheless, questionable. Especially when the actions and policy stances of the UK after the resignation of David Cameron as British premier and the replacement of the British Chancellor of the Exchequer George Osborne are taken into account. Their ‘Golden Era’ with China came to an end with the leadership of Theresa May. A more hawkish national security stance towards China came into place which continued under the leadership of Boris Johnson (Gaston, & Mitter, 2020, p.9). National security threats, cyber- and energy threats, made the UK suspicious of the Chinese government. Firstly, the UK got suspicions about the activities of Huawei. In the beginning the government believed they could manage the risks of Huawei’s involvement in crucial national infrastructure, but in the end the UK found itself banning 5G equipment of Huawei to be used by UK telecommunications network by 2027 (ibid, p.10). Secondly, Chinese investment in the UK’s nuclear energy production became politically controversial. China analyst Isabel Hilton emphasized that the UK is the only OECD-state allowing Chinese state-backed investment into its strategic energy infrastructure in such a manner (Vaughan, & Kuo, 2018). Zha Daojiong, a professor of non-traditional security studies at Pekin University, even stated that any other country would think: ‘anybody but China’ (ibid.). Illustrating the growing British uneasiness with the large Chinese influence in the British nuclear sector is May’s decision to re-examine a deal with the Chinese state-led company CGN about a new power plant – Hinkley Point C – in July 2016 (Gaston, & Mitter, 2020, p.11).

Suddenly the UK found back its willingness to criticize China on human rights and other liberal LIO values. Two Chinese issues exemplify this renewed UK interest of pushing for LIO values on China. The first issue is the Chinese passing of national security legislation in Hong Kong heavily impacting on the ‘One country, two systems’ agreement and the following crackdown of protests by China. The British Foreign Secretary of that time, Dominic Raab, reacted in a speech to the House of Commons saying that “the proposed national security law, as it’s being described, raises the prospect in terms of the substance and the detail, of prosecution in Hong Kong for political crimes, which would undermine the existing commitments to protect the rights and the freedoms of the people of Hong Kong as set out in the joint declaration” (UK Parliament, 2020). Raab pressured China “to live up to the international obligations and responsibilities that come with it” following his speech (ibid.). On 28 May, a joint statement of the UK, the US, Canada and Australia was released expressing deep concerns about the security legislation (Gaston, & Mitter, 2020, p.18). The British stance regarding this issue has only hardened since then. The UK began granting a British National (Overseas) passport to the people of Hong Kong. This is a path towards immigration to the UK for a renewable period of 12 months. This would mean that millions of Hong Kong residents got a path to British citizenship (Prime Minister’s Office, 2020). 

Secondly, the UK heavily criticizes the Chinese treatment of the Uighur population in Xinjiang. The UK even led a coalition of 22 nations condemning Chinese actions in Xinjiang (Gaston, & Mitter, 2020, p.17). The UK’s Foreign secretary Raab accussed China of “gross and egregious” human rights abuses after drone footage showing Uighurs being transported, blindfolded, to re-education camps and warned China of possible economic sanctions the UK could take in response to these human rights violations (BBC, 2020).

Apparently, the UK has returned to its original position of IFT. The ‘Golden Era’, as declared by David Cameron and George Osborne, happened to be just a period of five years. Remarkably, this ‘Golden Era’ interval started after China criticized the UK for a meeting between Cameron, Osborne and the Dalai Lama in 2012. This was the first time Cameron’s government met Chinese criticism (Brown, 2018, p.105). This could indicate the UK was afraid there could be economic consequences by pushing for LIO values on China. This clash with China gave Osborne the chance to convince Cameron to pursue economic opportunities solely. In order to succeed the UK government went silent on their values they normally promoted internationally. From 2016 onwards – when China became more threatening and the UK got more sensitive of economic and security threats coming from China – the UK became critical for China again. The UK began using their democratic and liberal values as a stick with which they could beat China. In other words, the values the UK hold were and are only used as means to their preferred end. For Cameron this meant forgetting about those values in order to receive economic benefits while for Theresa May and Boris Johnson these values meant a stick to beat China with in order to balance against China. The new Chinese norms were in the end not internalized by the UK and only taken for granted out of pragmatism. Hypothesis 4 can, therefore, be discarded.

3.2.2 Perceived reputation
Now this thesis turns to the examination of the perceived reputation of the British foreign policy. Firstly, the relationship between the UK and the US will be examined. Secondly, the relationship between the UK and China will be examined. With the help of these assessments this thesis will determine whether the joining of the AIIB by the UK had to be expected or not.

UK’s foreign policy: the US
The UK-US relationship has been shortly mentioned in this thesis already. Then it was used to determine whether the UK became less attached to the US and became more independent in its foreign policy. Now the relationship between the UK and the US will be used to assess whether UK behaviour matches their relationship or whether it goes against it.

The term ‘special relationship’ was firstly coined by Winston Churchill in 1946 and has persisted through the years. At moments this relationship even went so far that the relationship between the leaders were described as a love affair. Thatcher even called Ronald Reagan “the second most important man in my life” (cited in Burns, & Morrison, 2021). Another high point of the relationship between the UK and the US was between president Bush jr. and premier Blair when Blair fully backed Bush’s unpopular war in Iraq (ibid.). The use of the term ‘special relationship’ as a social construction influences the actual relationship between the UK and the US which is based upon shared values, beliefs, history and language. The repeated use of this phrase makes it ‘real’ and not merely existent in the linguistic sphere. This superior alliance is being illustrated in the real, social world by the practical pursuit of shared values, through the medium of defence and intelligence sharing (Pitts-Tucker, 2020, p.1). As the US embassy in the UK themselves states: “The United States has no closer ally than the United Kingdom, and British foreign policy emphasizes close coordination with the United States. Bilateral cooperation reflects the common language, ideals, and democratic practices of the two nations” (U.S. Embassy & Consulates in the United Kingdom, n.d.). 

This special relationship indicates a strong alliance between the US and the UK. For this reason, one would expect the UK would take a similar policy stance towards the AIIB. In the end the UK did not. The UK was willing to go against their closest political ally which the UK did without a warning in advance apparently as a senior US administration official stated: “[the British decision was taken after] virtually no consultation with the US” (Dyer & Parker, 2015). Although the reputation of the UK would have suggested opposition to the AIIB because of their ‘special relationship’ with the US, this breach of the ‘special relationship’ does not necessarily mean hypothesis five can be discarded. A less known special relation might be at play here: the relation of the UK with China.

UK’s foreign policy: China
Peruzzi (2017) has illustrated that the widely shared opinion that China was economically completely isolated between the start of the Communist regime and the rapprochement of the US and China in 1972 is false. In fact, the UK never ceased having a strong economic link with China. Due to the British possession of its colony Hong Kong the UK still had a presence in China. Hong Kong functioned as the base for UK’s logistical and financial business operation in China (Peruzzi, 2017, p.18). Between 1955-1966 there was a growing trade between China and the UK and they both signed an agreement in which both states buried their past grievances and promised a new age of cooperation. The UK wanted to ‘keep a foot in the door’ by keeping Hong Kong as a British colony and by keeping trade relations with China (Chan, 1998, p.347). Following this policy, the UK believed China would eventually open their borders for trade and would liberalize. Keeping the trade channels open the UK was hoping they could push messages to China about human rights and internal reforms and, eventually, pull China into the liberal world order (Ford & Hughes, 2020). 

Clashing reputations
It seems like these reputations with the US and China are bound to clash as it did back in the fifties when the UK tried to balance its policy between the US and China. The UK wanted to retain economic ties with China while being the closest ally of the US which was, then, a ferment opponent of China. In the end it costed Britain most of its assets in China as it chose for its alignment with the US on a critical occasion (Chan, 1998, p.347). The situation in which the UK got regarding the AIIB resembles this old case. Again, the UK had to choose between China, to pursue their economic interests, and its closest ally the US. Now it seemed like the UK chose for China in 2015 by applying to the AIIB. However, this decision of the UK does not result from its reputation. As being described in the preceding sections, the relation the UK has with the US is still there, but the UK is clashing with China again already. The time of the ‘Golden Age’ with China, as Cameron has said can be seen more as a temporal anomaly. Hypothesis five can, therefore, be discarded.


4. Conclusion

The preceding analyses points strongly towards financial motives the UK had for joining the AIIB back in 2015. By applying for membership as first Western state, the government of the UK hoped to get relative more economic benefits then their geographically near competitor states, Germany and France. An important sector playing a big role in the UK’s measure of possible economic benefits was the financial sector. Due to the financialization of infrastructure the financial sector got great interests in the AIIB since the AIIB could get them a lot of opportunities for speculating on infrastructure and to invest in infrastructure products in Asia. Together with these interests the financial sector of London also hoped to become the trading centre for renminbi trading which they got – though not the only European one. Combined with the expectation the US would not inflict too much (reputation) costs to the UK, especially not after the joining of several other European states to the AIIB, the decision to join the AIIB became just too attractive for the UK to let go. The joining of several other European states to the AIIB could have been advantageous for the UK too, since together they could balance China from within the AIIB. This internal balancing seemingly worked, since non-regional members got a considerable voting share and got many LIO norms written in the articles of agreement. It got the AIIB to cooperate with the existing financial MDBs as well and it got the AIIB denominating their loans into dollars instead of renminbi. (Neo)mercantilism, therefore, proved itself to be a helpful guideline in answering the research question. The UK saw economic benefits with trading with China while they perceived it to be having few costs. While the US loses ground concerning their hegemon status, the UK saw its chance to attach their wagon to the ascending state, China, in order to reap as much benefits they possible could.

(Neo)mercantilism proves to be open for cooperation between states after all. Unlike commonly hold beliefs that (neo)mercantilism does not support cooperation this does not have to be the case. As this thesis proves, states can perfectly cooperate with each other inside international organizations out of (neo)mercantilist motivations. The UK is a perfect example of this. It joined the AIIB completely out of materialistic self-interest without even considering their held values and norms and the different held norms of the AIIB. The UK used the AIIB purely as a mean to enrich themselves. Material interests have, therefore, an ontological prevalence over norms as an explanatory factor for state behaviour. In a world full of international organizations wherein states are cooperating with each other, (neo)mercantilism can still be very useful. Here the combination between (neo)mercantilism and liberal institutionalism proves its advantages as it makes (neo)mercantilism more willing to accept cooperation between states. This does not mean that (neo)mercantilism can be replaced by liberal institutionalism altogether. As this case showed, states can cooperate with each other without losing track of each other’s benefits. So states do not have to be atomistic in order to be able to cooperate. They can still be positional while finding themselves cooperating. This way (neo)mercantilism can remain relevant in explaining state behaviour. As the world and life is not static, why should theories be? How other will there be progress in theory-building? 

To the contrary, social constructivism has some troubles with explaining the research question, since it stays unclear what is first: changing of the norms or changing of the material interests? It stands out that norms and values are only in play when it is advantageous for the material interests at that moment. The UK went silent on values when they saw trade with China as a big chance for extracting profit, but when the UK felt threatened by China and is taking counter measures against China, suddenly values play an influential part again. It follows, therefore, that the UK uses its values more as a means to a materialistic end. In the end, social constructivism can maybe explain (partly) how an event happened, but it cannot answer the ‘why-question’.

Still a couple of issues remains to be open for future research. Firstly, as this thesis only treats the British application to the AIIB it only covers the beginning of the AIIB. However, we are a couple of years further now. In the meantime, many events and developments have taken place. A hardening relationship between the US and China is the most important development since. How does this alienation between the US and China affects the AIIB? Is the AIIB still operating in the same manner or has it, after all, coming to operate in the way the US always had feared? New research can give more clarification.

Secondly, this this has shown that (neo)mercantilism can explain why states join international organizations and are cooperating. This could be the case for other international organizations too. It would be helpful to conduct research on other international organizations in order to assess whether (neo)mercantilism is at play there too. Especially in a world where, seemingly, (neo)mercantilist states are in the upswing as Helleiner (2019) has illustrated in his outlining of different kinds of mercantilism. See for example the Trump administration (2016-2020).

Thirdly, this thesis has also mentioned that the relationship between the UK and China has severely worsened. Still, the UK took part of a Special Fund within the AIIB in 2019. No other Western state did the same. In light of the British turn of their China-policy in which they became more sceptical about China this decision to join the Special Fund seems particular. Future research on this issue can help shedding light upon the difference between (neo)mercantilism and realism. What is more important: economic gains or safety?
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