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Focus 84 – Chinese debt-trap  

 

 

Significance and repercussions 

On the wake of the current Sri Lankan socio-economic and political collapse, a 

strong international debate is being waged on the dangers of debt-traps in 

connection with the ‘Belt and Road Initiative’ (BRI).  

In the present paper we will make a brief historical review of the use of the ‘debt-

trap’ concept, the peculiarities of the BRI (and the whole of our century’s Chinese 

foreign investment) and of its impacts in South Asia – especially on Sri Lanka.  

Although we acknowledge that both funds providers’ and debtors’ actions are 

important in the creation of a debt-trap phenomenon, the Chinese debt-trap is a 

reality – not a ‘myth’ or the product of ‘conspiracists’.  

China has yet to provide any sign of a profound reform to its foreign policy; on the 

contrary the further development of an aggressive territorial imperialism in the 

region seems more likely.  

In these circumstances, a global assistance from the international community 

towards development and away from the debt-trap methods of the past is a must.  

1. Debt in History  

Debt has been identified as one of the most common reasons for human slavery 

throughout history (Reid, 2014) and up to our day (End slavery Now, n.d.). Debt 

has also justified coercion in relations between states. The Hague Conventions 

(1899 and 1907) ‘Restricting the Use of Force to Recover on Contract Claims’ were 
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the first international efforts to restrict this practice (Scott, 1908). According to 

Loewe (2015, p.65), as recently as the twentieth century, the practice of war for 

debt collection was common: ‘as late as 1902-1903, Britain, Germany and Italy sent 

warships to blockade the coast of Venezuela, which had defaulted on debts owed 

to nationals of those States.’  

From the indebted countries’ point of view, since the nineteenth century, it was 

common to see debt-related mechanics and loss of sovereignty as a ‘debt-trap’ (see 

Toussaint, 2019). Some went as far as seeing the ‘debt-trap’ not as a survival of 

ancient mechanisms valuing contract claims over humane principles, but quite on 

the contrary – as claimed in Lenin’s famous pamphlet titled ‘Imperialism, the 

Highest Stage of Capitalism’ – as a consequence of humanity’s development within 

the social system called ‘capitalism’.  

In modern times, this perception was not diminished by the creation of international 

institutions such as the IMF or circumstantial creditor arrangements for debt 

alleviation. On the contrary, third-world institutions such as the Economic 

Commission for Latin America (ECLA) perceived these arrangements as a 

concertation of debt owners’ interests over those of debtors (see for instance 

O’Donnell, 1985).  

While the most important tendency is to hold creditors responsible for the debt-trap, 

some see the debt-trap primarily as a consequence of debtor irresponsibility. The 

seminal writing, dated from 1916, of António Salazar, whom became a Portuguese 

long-term dictator in the twentieth century, sees a public debt-trap as a consequence 

of the Portuguese political establishment’s irresponsibility.  

2. The contemporary debt-trap debate 

The main contemporary novelty on the ‘debt-trap’ discussion is that it is now 

focused on China’s international investment programme, known as the ‘Belt and 

Road Initiative’. The issue dominated the most recent G-7 annual summit. 

According to the title of that report, authored by Radio Liberty: ‘G7 Announces 

Infrastructure Program To Counter China's Belt And Road Initiative’ (2022.06.26).  

The White House’s press release, although not directly naming the Chinese 

programme, states that:  

https://www.jstor.org/stable/2186560
https://books.google.be/books?id=UkWbCgAAQBAJ&pg=PA64&lpg=PA64&dq=history+nations++the+Use+of+Force+to+Recover+on+Contract+Claims&source=bl&ots=SFNJdoKQEF&sig=ACfU3U1qL_fCyQLjvbQZ61wFtb4Z1iAoMg&hl=en&sa=X&ved=2ahUKEwipiZTLg7r5AhWONuwKHfEoAOIQ6AF6BAgbEAM#v=onepage&q=history%20nations%20%20the%20Use%20of%20Force%20to%20Recover%20on%20Contract%20Claims&f=false
https://www.cadtm.org/The-Debt-System-A-History-of-Sovereign-Debts-and-their-Repudiation
https://www.marxists.org/archive/lenin/works/1916/imp-hsc/
https://www.marxists.org/archive/lenin/works/1916/imp-hsc/
https://repositorio.cepal.org/bitstream/handle/11362/12428/27027033I_en.pdf;sequence=1
https://www.bportugal.pt/sites/default/files/ocpep-16.pdf
https://www.rferl.org/a/g7-global-infrastructure-investment-plan-bri-china/31915926.html
https://www.whitehouse.gov/briefing-room/presidential-actions/2022/06/26/memorandum-on-the-partnership-for-global-infrastructure-and-investment/
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‘Too often, financing options lack transparency, fuel corruption and poor 

governance, and create unsustainable debt burdens, often leading to projects that 

exploit, rather than empower, workers; exacerbate challenges faced by vulnerable 

populations, such as forced displacement; degrade natural resources and the 

environment; threaten economic stability; undermine gender equality and human 

rights; and put insufficient focus on cybersecurity best practices — a failure that 

can contribute to vulnerable information and communications technology 

networks.’ 

The Chinese press answered with articles such as that published by the Global 

Times (Feng, 2022.08.19), titled ‘China's 'debt-trap' rhetoric is clumsy lies 

fabricated by the US’. China otherwise also reversed the accusation, as in a Xinhua 

article titled ‘U.S. should be held responsible for creating "debt-trap"’ (2022.06.28).  

The controversy was brought to the top of the international agenda in the Summer; 

however, it had already been anticipated by the Sri Lankan socio-economic and 

political collapse – with clear imprints from the infrastructural investment crisis. 

We can quote as example the Global Times, in an article titled ‘Rumors behind 

‘China debt-trap’: How Western and Indian conspiracists smear China-Sri Lanka 

cooperation’ (2022.02.06).  

The Chinese official point-of-view was followed by some Western analysts, namely 

the Atlantic (Brautigam and Rithmire, 2021.02.06). In the article ‘The Chinese 

‘Debt-trap’ Is a Myth’ we witness an approach whose aggressive rhetoric was later 

smoothed within the same register in such publications as the ‘Atlantic Council’ by 

Jeremy Mark (2021): ‘China’s real ‘debt-trap’ threat’.  

3. A factual analysis on the BRI and debt-trap 

Before deepening on the political controversy, it is convenient to look at the reality. 

To our knowledge, the most comprehensive analysis of the data related to the issue 

was compiled by AidData (Malik et. al., September 2021) titled: ‘Banking on the 

Belt and Road: Insights from a new global dataset of 13,427 Chinese development 

projects’.  

As the authors explain in the introduction to this comprehensive and unrivalled 

assessment (p. 4):  

https://www.globaltimes.cn/page/202208/1273411.shtml
https://english.news.cn/20220628/f3e98613157749eb89eca6a3491d044b/c.html
https://www.globaltimes.cn/page/202202/1251536.shtml
https://www.theatlantic.com/international/archive/2021/02/china-debt-trap-diplomacy/617953/
https://www.atlanticcouncil.org/blogs/new-atlanticist/chinas-real-debt-trap-threat/
https://docs.aiddata.org/ad4/pdfs/Banking_on_the_Belt_and_Road__Insights_from_a_new_global_dataset_of_13427_Chinese_development_projects.pdf
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‘In this pivotal moment, it is more important than ever that G7, Chinese, and host 

country policymakers base their decisions upon hard evidence rather than opinions 

and conjecture. AidData’s team of more than 135 faculty, professional staff, and 

research assistants has sought to establish a stronger evidentiary foundation for 

analysis and decision-making by painstakingly assembling a comprehensive dataset 

of Chinese government-financed development projects. The purpose of this paper 

is to introduce AidData’s Global Chinese Development Finance Dataset (Version 

2.0) and highlight the ways that it can be put to productive use.’ 

The project started in 2013, the date of the official launching of the BRI, several 

results being made public in earlier versions; however, the ‘temporal coverage (…) 

of the dataset tracks projects over eighteen commitment years (2000-2017), with 

details on the timing of project implementation over a 22-year period (2000-2021)’ 

(p. 7). This is particularly useful if we are to focus pioneer Chinese infrastructure 

financing such as the one in Sri Lanka.  

Without prejudice of more in-depth and detailed conclusions, this study clearly 

allows us to understand that (1) the Chinese state foreign investment became, in the 

last decade, the most important at the world level; (2) there is a lack of transparency 

regarding key elements of this investment; (3) the Chinese state investment made 

in concessional terms (Official Development Assistance, ODA, following the 

OECD criteria) represents a small and diminishing fraction of the total; (4) the 

investment has a special strong corruption risk; (5) in several cases it leads to 

unsustainable debt situations that are normally described as ‘debt-traps’.  

In section 6 (p.152), the AidData study shows the gigantic efforts it developed so 

as to collect  data one would normally expect to be freely available in international 

statistics, implicitly underlying the lack of transparency of Chinese international 

finance sources.  

The AidData study shows how China became, in the course of the last twenty years, 

the most important international development finance source (see figures 1-4, pp. 

11-14). Figures 5-6 of pp.15-16 highlight the most significant characteristic of this 

Chinese source: only a small part – and diminishing overtime – of this effort can be 

classified as official development assistance, most of it following rates close to 

those practiced in the market.  
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In part, the non-transparency of Chinese financing operations is due to a blurred 

separation between private and public instruments. For instance, the main recipient 

of Chinese state-investment is Russia, and this investment is grossly non-

concessional (table 3, p.19). Although this is uncommon in Western economies, 

since these operations are normally undertaken by private institutions, this specific 

relation cannot be seen within the debt-trap domain, but rather as a stronger 

presence of the state in these former state-planning economies. The hidden 

character of this debt, in this case, is also in relation with the need to elude western 

sanctions on Russian oil economy.  

When ‘these operations are contracted by state owned enterprises, state-owned 

banks, or state-owned special purpose vehicles/joint ventures without explicit host 

government guarantees’ AidData classifies ‘these debts as “hidden” because they 

are rarely disclosed as potential host government repayment obligations but may 

benefit from implicit forms of government liability protection (and thus become 

host government repayment obligations in the event of default by the primary 

borrowers)’ (Malik et. al. p. 51).  

The lack of transparency is a key factor in igniting a ‘debt-trap’ as it prevents 

national or international actors from properly controlling the debt in relation to the 

development reality of a country. Laos, the country standing at the top of the 

Chinese ‘debt-trap’ league, is also the country ranking highest on the ratio of 

hidden-debt to GDP (figure 20, p. 52).  

Corruption is another important marker in this debate. The abstract of the study 

underlines that: ‘China has rapidly scaled up the provision of foreign currency-

denominated loans to resource-rich countries that suffer from high levels of 

corruption.’ (p. 1). Among the various factors that led the AidData research team 

to this conclusion, we can quote the following: ‘According to Table 4, 89% of 

official sector lending from China between 2000 and 2017 supported countries that 

scored below the global median on the WGI [Worldwide Governance Indicators] 

Control of Corruption Index.’ (p. 20). 

The AidData team report (Malik et.al., September 2021) analyses in greater detail 

the case of two of the most indebted countries, Laos and the Republic of Congo. In 

both cases, there are high levels of debt and hidden-debt resulting mostly from 

https://docs.aiddata.org/ad4/pdfs/Banking_on_the_Belt_and_Road__Insights_from_a_new_global_dataset_of_13427_Chinese_development_projects.pdf
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financing of big infrastructural projects on non-concessional terms and low levels 

of governance (see WGI world table). Both countries attained an unsustainable 

level of debt. The Republic of Congo restructured its debt in 2019 with its main 

Chinese creditor, Eximbank, by delaying yet increasing its debt burden (p. 54) while 

Laos had to concede to China the control of a large part of the country’s electricity 

transmission grid (…) in an apparent debt-for-equity swap’. (p. 49) 

4. South-Asia situation 

Both India and Bhutan are not signatories to the Chinese BRI initiative, Chinese 

state investment presence being small to non-existing. Afghanistan is a signatory to 

the scheme, yet the scale of Chinese presence is small.  

Chinese state investment is important in Nepal. According to Aid Data (table 3, p. 

19) Nepal makes part of the list of the 25 major recipients of Chinese ODA from 

2000 to 2017, and it is the number four destination of Chinese grants during the 

same period (table A.9, p. 123). Nepal only adhered to the BRI in 2017 (table A.17, 

p. 142) and, according to the press (Frontline, 2022.08.25), the discussions on the 

financing of nine major infrastructural projects are not yet finalised.  

Discussions are therefore being held after the plain denunciation of the debt-trap 

dangers of the Chinese initiative by the US and G-7. According to the same source 

(Frontline, 2022.08.25), during 2022, the US, through the American Millennium 

Challenge Corporation, provided a 500 million US$ grant to infrastructural 

development in Nepal – and the US made available an extra support of 659 million 

US$. Still, quoting Frontline, Nepalese authorities see the Sri Lankan collapse as a 

stark warning of the Chinese BRI investment’s debt-trap dangers.  

The Maldives also signed to the BRI initiative in 2017, however, the country 

already has an extensive portfolio of Chinese state-sponsored investment.  This 

investment provides one of the examples chosen by AidData to highlight the 

dangers of hidden-debt; it relates to a loan given to an hotel investment in 2017 (pp. 

45-46). In figure 20 of page 52, the Maldives appear as a country with a high 

Sovereign debt exposure to China.  

The Maldives has very often been mentioned as a Chinese debt-trap case, the 

possibility of a territorial surrendering to China for diminishing the debt burden 

https://gain-new.crc.nd.edu/ranking/readiness/governance
https://frontline.thehindu.com/dispatches/nepal-what-happened-to-chinas-belt-and-road-projects/article65466849.ece
https://frontline.thehindu.com/dispatches/nepal-what-happened-to-chinas-belt-and-road-projects/article65466849.ece
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being also mentioned in the press: ‘Maldives Could Relinquish Control Of An 

Island As Chinese Loan & Pressure Mounts?’ (Eurasian Times, 2020.09.18).  

Bangladesh appears as the most important case showing how a country managed to 

overcome the debt-trap consequences of its indebtedness. Last year I concluded that 

‘Bangladesh [was resisting] Chinese BRI heavy-handiness!’ according to the title 

of the paper (Casaca, 2021); the signs of this resistance are now more obvious. 

An analysis published by the Financial Times (Parkin, 2022.08.09) is significantly 

titled: ‘Bangladesh’s finance minister warns on Belt and Road loans from China’. 

Quoting from the Bangladeshi government responsible, Parkin writes:  

‘Bangladesh’s finance minister has warned that developing countries must think 

twice about taking more loans through China’s Belt and Road Initiative as global 

inflation and slowing growth add to the strains on indebted emerging markets. 

‘AHM Mustafa Kamal also said Beijing needed to be more rigorous in evaluating 

its loans amid concern that poor lending decisions risked pushing countries into 

debt distress. He pointed to Sri Lanka, where Chinese-backed infrastructure 

projects that failed to generate returns had exacerbated a severe economic crisis.’ 

(Parkin, 2022. 08.09).  

The bluntness of the Bengali authorities is particularly remarkable as these 

statements were made during the visit of the Chinese foreign minister. Still, 

according to the same article, Bangladesh sought the support of several multilateral 

institutions for new investments.  

Pakistan’s vulnerability to Chinese investments related debt-trap is one of the 

world’s highest. Pakistan is now the most important recipient of BRI investment 

(AidData, table 19, p. 62) as well as the country ‘with BRI infrastructure project 

descriptions that reference claims of corruption or other types of financial 

wrongdoing’ (Table 24, p.67).  

There is a majority consensus on the dangers of Pakistan following Sri Lanka’s path 

to socio-economic and political collapse (for instance, Casaca, 2022).  

The link between Sri Lanka’s collapse and the impact of the debt-trap Chinese 

diplomacy has been highlighted by numerous observers. Still, it is important to 

stress that the debt-trap under analysis, exactly as its historical predecessors, is a 

https://eurasiantimes.com/maldives-could-relinquish-control-of-an-island-as-chinese-loan-pressure-mounts/
https://www.sadf.eu/bangladesh-resists-chinese-bri-heavy-handiness/
https://www.ft.com/content/65632129-dd75-4f23-b9c4-9c0496840a54
https://www.ft.com/content/65632129-dd75-4f23-b9c4-9c0496840a54
https://www.sadf.eu/comment-236-sri-lanka-rescue-quad-coordination-is-necessary/
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result of a bilateral relation – with responsibilities from both sides of the debt 

relation. Bangladesh’s success in keeping its independent mindset and overall 

stability in spite of a difficult economic environment (see Parkin, 2022.08.24 in 

Financial Times) is a reminder of this fact. Otherwise, as has often happened in the 

past, crisis due to debt-trap relations normally becomes apparent in difficult 

economic times. The present crisis is no exception, but this does not allow us to 

disavow the unsustainability of debt as a problem on its own.  

According to the IMF 2022 Sri Lanka’s Country Report (table 1, p. 51), at the end 

of 2020, Sri Lanka’s bilateral debt to China was over 50% of all state bilateral debt, 

a figure considerably above the 10% of global debt normally invoked by Feng 

(2022.08.19) among others.  

Crucially, it is more important to analyse the sustainability of the investment 

originating such debt – as did Jonathan Hillman in his book ‘The Secret History of 

Hambantota’ (extensively quoted in Casaca, 2022) – than to blur facts by drowning 

them in statistics.  

Lack of governance, corruption (or absence of an investment sustainability analysis 

in gigantic infrastructural projects) are indeed key to debt-trap and cannot be 

ignored.  

Particularly striking is the attempt by Brautigam and Rithmire, 2021.02.06 to 

dismiss the link between the Hambantota project financing and China. This was 

done by quoting Indian or Canadian companies involved in the process, as if Indian 

or Canadian companies’ relations to their respective states could be compared with 

Chinese companies’ relations to their own state.  

The claims made by Xinhua, 2022.06.28, Feng, 2022.08.19, or Brautigam and 

Rithmire, 2021.02.06 dismissing the existence of a Chinese debt-trap in Sri Lanka 

– or explaining the concept as a product of American and Indian ‘conspiracists’/ a 

plain ‘myth’ – cannot be accepted.  

5. Conclusions  

One of the most striking Chinese debt-trap analysis (Chellaney, The Hill, 

2022.12.05) begins with this telling paragraph: ‘American statesman John Adams, 

who served as president from 1797 to 1801, famously said, “There are two ways to 

https://www.ft.com/content/a9b8d051-a126-469c-b1ad-b0d29a8d53eb
file:///C:/Users/info_gfjdcvi/Downloads/1LKAEA2022001.pdf
https://www.globaltimes.cn/page/202208/1273411.shtml
https://www.sadf.eu/comment-236-sri-lanka-rescue-quad-coordination-is-necessary/
https://www.theatlantic.com/international/archive/2021/02/china-debt-trap-diplomacy/617953/
https://english.news.cn/20220628/f3e98613157749eb89eca6a3491d044b/c.html
https://www.globaltimes.cn/page/202208/1273411.shtml
https://www.theatlantic.com/international/archive/2021/02/china-debt-trap-diplomacy/617953/
https://www.theatlantic.com/international/archive/2021/02/china-debt-trap-diplomacy/617953/
https://thehill.com/opinion/international/551337-chinas-debt-trap-diplomacy/
https://thehill.com/opinion/international/551337-chinas-debt-trap-diplomacy/
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conquer and enslave a country: One is by the sword; the other is by debt.” China, 

choosing the second path, has embraced colonial-era practices and rapidly emerged 

as the world’s biggest official creditor.’ 

This might be an overstatement for the reasons we have seen. Besides, sword and 

debt are not mutually exclusive – and China’s expansionist agenda across the 

Himalayas, on the South China Sea or the Taiwan straight are stark reminders of 

this fact.  

Still, Chellaney’s method of contextualising China’s debt-trap diplomacy in history 

seems sound, and one could dismiss the importance of the Chinese debt-trap 

diplomacy by observing that Western countries did not act in an essentially different 

way in the past. Still, Western countries have overcome now some of the most 

dogmatic capitalist logics – which still survive in Chinese policy.   

The problem, as pointed out by the AidData analysis (Malik et.al., September 

2021), is that the tendency in the Chinese international investment strategy does not 

seem to point to the right direction. Notwithstanding, President Xi publicly made 

some important statements on the need to reform the BRI, most in particular, 

regarding its environmental impact (Malik et. al., p.3). Is it possible to envisage a 

reform-minded, progressive leader for China?  

Such a discussion would clearly take us much beyond our present intentions; 

however, the fully-fledged imperial character of the present Chinese policy we now 

witness does not leave much room for reforming ambitions.  

A global effort of assistance to development – countering the debt-trap logic – is a 

necessity and should be raised to the fore by the international community.  

 

 

 

 

 

 

 

 

https://docs.aiddata.org/ad4/pdfs/Banking_on_the_Belt_and_Road__Insights_from_a_new_global_dataset_of_13427_Chinese_development_projects.pdf
https://docs.aiddata.org/ad4/pdfs/Banking_on_the_Belt_and_Road__Insights_from_a_new_global_dataset_of_13427_Chinese_development_projects.pdf
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