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INTRODUCTION 

Chinese President Xi Jinping has recounted the initial two decades of  the 21st century as a 
‘period of  strategic  opportunity’. Over the past four decades, China has pursued development 
with doors wide open making an impressive transition from being a largely closed society to one 
that’s open to the world in all respects. China’s increasing overseas investments are an indicator 
of  its assertive nature in geopolitics. Belt and Road Initiative (BRI) is China’s global integration 
strategy to act as linkage between Eurasian countries, the Middle East and Africa.Through the 
Belt and Road Initiative China hopes to deliver trillions of  dollars in infrastructure financing and 
pave a way for its global leadership. However through this initiative China is known to pursue the 
“Debt trap diplomacy”.  

Debt Trap Diplomacy is a diplomatic archetype where bilateral relations are marked by a negative intent to push a 
country into indebtedness. More than fifty countries including Sri Lanka, Pakistan, Malaysia, 
Djibouti, Montenegro, Tonga, Laos, Cambodia, Piraeus, Greece, and Darwin, Australia are 
indebted to China. By lending out loans to developing nations for their large scale infrastructure 
projects and extending aid to countries that are poor but rich in resources, China is making the 
most out of  its chequebook diplomacy. It is using the naiveness of  these developing countries to 
its favour. This report tries to analyse the strategies China is pursuing to further its goals through 
a thorough examination of  events at Gwadar Port in Pakistan and Hambantota Port in Sri 
Lanka.  

AIM OF THE POLICY  

China’s growing influence across the world is supplemented by the ‘debt trap’ model. Allegedly, 
under the garb of  a benevolent friend, China is extending hundreds of  billion dollar loans and 
aid to further its own ends. The debt trap diplomacy along the Belt and Road initiative has 
allowed China to gain geopolitical and economic ascendency. Seizing the assets of  the 
countries unable to clear their debts, China is weaponizing debt to gain strategic geo-political 
control, for instance receiving a 99 year lease on Sri Lanka’s Hambantota Port. It is extending 
resource collateral loans to several other developing countries for a similar control. 

China has operational rights to 40 ports in 22 countries. These emerging patterns of  Chinese 
activities in various continents like Africa, Europe and Asia, indicate the Chinese political 
willingness to go the extra mile to secure the Chinese economic and security related interests, for 
the near future. It is relying on its soft power skills to hold a sway on the world. It is steadily 
increasing support for cultural exchanges, sending doctors and teachers to work abroad, 
welcoming students from other nations to study in China, and paying for Chinese- language  

1



programs abroad. Through this, it is steadily expanding its cultural and diplomatic 
influence, especially in the developing countries.  
This has been apparent in Southeast Asia for years and has become evident through Beijing’s 
economic partnership in Latin America and more recently in Africa.Under the Belt and road 
initiative there have also been significant investments in Malaysia facilitating cultural exchange 
and reinforcing China’s rise as a soft power. China is using the debt trap model to establish 
counter-hegemonic institutions and equalise the playing field for imperial control. 

STRATEGIES 

During his visits to Kazakhstan and Indonesia in September and October 2013, Chinese 
President Xi Jinping unveiled the One Belt- One Road Initiative, now known as the Belt and 
Road Initiative (BRI). Being popularly called the Chinese ‘Marshall Plan’, the initiative has 
proven to be the main vehicle of  Chinese chequebook diplomacy. Aimed at addressing an 
‘infrastructure gap’ and connecting China to markets all around the world, the project allows 
China to invest in nearly 70 countries and international organisations. Through this $1 trillion 
(constantly expanding) initiative, China has been extending huge loans to the governments of  
strategically located developing countries. To facilitate these transactions China has given way to 
several financial institutions. 

Around the same time in 2013, China proposed the creation of  Asian Infrastructure 
Investment Bank (AIIB) for funding these loans and developmental projects. Russia is one of  
the founding members of  this Multilateral Development Bank (MDB) and China is the single 
largest stakeholder with more than 26 percent of  the voting rights. Through its diplomatic 
stances at various summits and meets, China has critically indicated Asia’s need for infrastructure 
investment and the insufficient capacity of  the existing regional MDBs, stressing its ability to help 
cover the shortfalls through AIIB. The bank’s authorized capital stock is 100 billion USD and it is 
currently funding more than a hundred projects in countries including India. As a result, the 
African continent alone owes $145 billion to China.  
On 29th December 2014, the Chinese government created a state owned investment fund 
to further advance loans and investments in countries as part of  the BRI project. Named as the 
Silk Road Fund, it has four stakeholders: State Administration of  Foreign Exchange(65%), China 
Investment Corporation(15%), Export-Import Bank of  China(15%) and China Development 
Bank(5%). The Fund has a total capital of  40 billion, and the first round of  capital instalment is 
US$10 billion, contributed by the shareholders accordingly. The fund is semi-directly under 
supervision of  the People's Bank of  China.  
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Chinese Construction Firms (CCFs) that win open tenders in developing countries act as 
facilitators of  Chinese influence in the region. Many media reports and business statements have  
accused Chinese state-owned and private companies of  using aggressive pricing to make fast, 
strategic inroads at the expense of  European and South African companies that once dominated 
these sectors. Most of  the loans are linked to various CCFs such as PowerChina International, 
Huaneng Shandong Ruyi energy(HSR) and Port Qasim Electric Power Company Limited and 
oblige the loanee to use their products only. Means through which Chinese firms win contracts 
are varied – some are state appointed, others win open government or international agency 
tenders, while many prevail simply through market-driven competition – the response when 
things go wrong is almost always the same as predominantly the collaterals for most loans are 
mining or other state owned natural resources. A large majority of  the projects that the Chinese 
government invests in belong to the primary resource sector such as Timber, Oil or Uranium 
extraction. These trends reflect a colonialist approach with an imperialism vision, where 
Chinese companies import raw materials from the developing companies and supply their 
developing markets with their own finished products. Further, such Chinese Foreign Direct 
Investment (FDI) is exceptionally intriguing because it is widely assisted by the Chinese 
government that facilitates the creation of  Special Economic Zones (SEZs) through agreements 
and MoUs with the developing nations.  

A comparison of  labor practices across 11 Chinese projects in Tanzania found that three of  the 
four projects operated by Chinese contractors had exceptionally low standards—with long 
working hours, low pay, low safety and health standards, and poor workers’ rights (ILO 2005). 
Of  all the accusations that are levied at CCFs’ operations in developing countries in general, and 
in Africa in particular, the most recurrent is that they use limited local labor. This is argued to be 
true in the case of  trained managers and supervisors.  

CASE STUDY I: SRI LANKA’S HAMBANTOTA PORT 
Dream Turned Into Nightmare 

Hambantota Port was the initiative of  Sri Lankan government to develop a strategic port and 
industrial zone of  1,235 acres.The port is the second largest port of  Sri Lanka after Port of  
Colombo.Hambantota port was expected to relieve pressure on the Colombo port and provide 
services to ships that detour to secure services such as refuelling, maintenance, logistics and 
buying provisions and medical supplies.It was to be a dedicated port for crude oil tankers and 
vehicle parts.  

Mahinda Rajpaksha was the president of  Sri Lanka from 2005 to 2015. Under him, Sri Lanka 
relied heavily on China for economic support, military equipment and political support at the  
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United Nations to block potential sanctions. During his tenure numerous investments were made 
by Chinese companies for infrastructural development namely Mahinda Rajapaksa National Tele 
Cinema Park, Mahinda Rajapaksa International Cricket Stadium, Norochcholai Power Plant, 
Southern Expressway and Mattala Rajapaksa International  
Airport.The idea to have the Hambantota Port was floating for over three decades, but it was 
only under the Rajpaksha government that it was taken up , when Ariya Wickramanayake, a self  
funded researcher on the port, presented it to Mahindra Rajpaksha.  

When India deemed the construction of  a Hambantota Port as unviable, Sri Lanka turned to 
China for funding. The port project was constructed and built by the China Merchants Port 
Holdings Company Limited (CMPHCL), a fully Chinese government owned enterprise. In 2005, 
a study of  the construction of  the Hambantota Port was conducted by Danish consultancy 
organisation. The development project was divided into three phases.The construction of  the 
Phase – I was estimated to cost USD 360 million, with 85 percent of  funding from China Exim 
Bank and the balance 15 per cent by the Sri Lankan Port Authority (SLPA). The port was 
operational from 2012-2014. Phase II started in November 2016 and was estimated to cost 
around 850 million. The development project also includes an artificial island, built with the 
excavated material from Phase – II of  Hambantota port. The island is located within the 
boundary of  the port development area and has an approximate area of  43 Hectares.Phase – III 
of  the development project was expected to be completed by 2023, but future development 
appears to be on stalled. Huge payments flowed from the port construction fund to Rajpaksha’s 
campaign aid, verified by a New York Time’s study. 

Sri Lanka Ports Authority (SLPA) operated the Hambantota port from 2012 to the end of  2014. 
The port incurred heavy losses, with regard to its maintenance expenses, debt servicing 
instalments, and interest payments.Sri Lanka had borrowed USD 301 million from China, at an 
interest rate of  6.3 per cent. There was a change of  government in Sri Lanka in January 
2015.The Sirisena administration inherited a debt of  USD 8 billion to China. Unable to 
generate revenue from the failed project and with a huge loan to pay, Sirisena administration 
entered into an agreement with CMPHCL. The decision was made to convert the loans to equity 
in order to ease some debt it owes to China. 

On December 2016, Sri Lankan Port Authority (SLPA) signed an agreement with  
China Merchants Port Holdings Company Limited giving a 99 year lease to Chinese company. 
The Sri Lankan government sold 80% shares of  Hambantota Port. In January 2016, a number 
of  violent demonstrations, protests, and rallies sprung up  against the port deal with China. 
China had sent in its own workers to work on the port depriving locals of  the employment 
opportunity. 
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 On 6 December 2016, a satyagraha campaign was also launched by the Hambantota workers, 
who were at the risk of  losing their livelihood. The protesters feared that soon the land around 
Hambantota port would flourish as a ‘Chinese Colony’, paramount in erosion of  culture and 
demography, apart from the prevailing resettlement issues. 
The pressure from the protests made the Chinese government revisit the agreement.  

The revised proposed agreement stated that the Chinese company shall agree to divest a 
maximum of  20 percent from its initial shareholding of  80 percent, within a decade to other Sri 
Lankan enterprises. 
According to a New York Times Study, Though the deal removed roughly $1 billion in debt for 
the port project, Sri Lanka is now in more debt to China than ever, as other loans have continued 
and rates remain much higher than from other international lenders. 

CASE STUDY II: GWADAR PORT, PAKISTAN 

Located in the Arabian Sea, Gwadar in Balochistan region of  Pakistan is the deepest sea port of  
the world. Geostrategically, it is the country’s biggest advantage. However, on a deeper analysis of  
some recent events it appears that it may have actually become a burden on Pakistan’s already 
weak economy. On 13th November 2016, Chinese cargo was transported overland to Gwadar 
Port for onward maritime shipment to Africa and West Asia, officially initialising the China 
Pakistan Economic Corridor (CPEC). CPEC is a group of  infrastructural projects funded 
by China in Pakistan and acts as a pilot project for BRI. It was officially signed in 2013 and is 
estimated to be worth $62 billion by the World Bank. This case study aims to reflect on the final 
objective of  CPEC as exploitation of  the shrinking Pakistan economy.  

Since its inception, political leaders of  Pakistan have praised the project as Pakistan’s economic 
lifeline. According to Chinese diplomats, by 2030 CPEC is expected to create around 2.3 million 
jobs in Pakistan. The project is also expected to link the entire country with vast networks of  
highways and railways and develop a $33 billion worth of  energy infrastructure that will help 
cure the country’s chronic energy shortage.  

As mentioned earlier, CPEC is a group of  several infrastructure projects in multiple sectors. The 
most prominent projects are- Gwadar Port, Karachi-Lahore Motorway, Pakistan- China Fiber 
Optic Project, Gwadar International Airport, Karachi- Peshawar Railway Line, Karakoram 
Highway,  Suki Kinari Hydropower Project, Sahiwal Coal Power Project etc. All these projects 
are funded through concessionary loans from China, dispersed by the Exim Bank of  China, 
China Development Bank, and the ICBC at an interest rate of  1.6%. However, the long planned 
27.1km long orange line of  the Lahore Metro is a commercial project and therefore does not  
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qualify the Exim Bank’s 1.6% interest rate. The $1.6 billion project would be financed at a 2.4% 
interest rate instead. Another exception to the 1.6% interest rate is the Pakistan- China Fiber 
Optic Project that would be financed at 2% interest rate. In 2015, the Chinese government 
converted the loans of  the Gwadar International Airport project into grants and several 
concessionary loans into interest free loans such that the government of  Pakistan only has to 
repay their principal amounts now.  

However, after facing grave criticism on corruption in 2017, Beijing was forced to stop funding 
for three major road projects. In August 2019, an internal report of  a committee formed by the 
Pakistani government also shed light on corruption and lack of  transparency in the projects 
related to the CPEC. The report reveals CPEC’s final objective as that to be exploiting Pakistan’s 
shirking economy through the creation of  a corrupt elite and a friendly army establishment. 

According to the Economic Times that claims to have a copy of  the report, the report revealed 
that six power projects under CPEC have resulted in huge profits for Chinese firms through 
over invoicing and higher tariff  rates as compared to market prices. The report also revealed that 
a $1.7 billion Power Transmission Line Project was 234 times more expensive than a similar 
project in India with better technology. Since this project was a part of  government-to-
government agreements under CPEC, it was directly given to Chinese Construction Firms 
without competitive bidding. In India however, the similar project was awarded to a Zurich based 
construction company through internationally competitive bidding. The committee has also 
uncovered that $2.5-2.6 billion excess payments were made to China and its firms in two coal-
based projects under the CPEC. Wind power projects by Hydro China and Three Gorges, 
another Chinese company, have also come under the committee’s inspection. Consequently it can 
be stated that most of  the deals signed by the Pakistan government unduly favoured Chinese 
investors.  

Due to the high interest rates and extremely expensive obligatory conditions of  the CPEC that 
force the Pakistani government to use only Chinese construction material and electricity, the 
country is now in a huge debt to China. According to the State Bank of  Pakistan, one-fifth of  
Pakistan's total external debt that is 11,658.1 billion Pakistani Rupees as of  March 2020 (i.e 
about $4 billion) is owed to China due to CPEC. As of  March 2020, 98.2% of  Pakistan’s GDP 
forms its external debt liabilities.  
As a result, the country’s economy is practically dependent upon Chinese investments now 
completing the debt trap. Even though Imran Khan promised to reduce Chinese corruption in 
his election campaign, he could do practically nothing after coming to power because of  the 
deep-rooted bribery and corruption of  the bureaucratic system and military. Pakistani Military 
officials are loyal and in support of  the Chinese government.  
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CPEC, often hailed as the symbol of  Pakistan-China bonhomie also has deep ramifications 
for India. Leaders of  China and Pakistan have described their relationship as “higher than the 
mountains, deeper than the oceans, stronger than steel and sweeter than honey”. Within this context, the 
increasing dependence of  Pakistan’s economy on China is worrisome for India as both the 
countries are a security and regional threat to it.  
China and India are separated geographically through the Himalayan Range, making expansion 
into the other’s territory impossible, however with a rise in technology both countries have been 
forced to expand their horizons and venture into the oceans, and it is there that they have to 
encounter one another. India has a large, well equipped modern day navy which includes an 
aircraft carrier but it can not compete with China’s ever expanding Blue Water Navy. Instead, 
India is finding itself  new allies, who can together to at least shadow, if  not dominate the Chinese 
as they sail down the China Seas, through the strait of  Malacca, past the Bay of  Bengal and into 
the Arabian Sea to the friendly port China has built in Gwadar, Pakistan.    

CONCLUSION 

On a deeper analysis of  the agreements signed by China with developing countries, the speeches 
given by its officials and diplomatic activity at summits over the past one decade, it appears that 
the particular foriegn policy strategies adopted by China in the third world are furthering its 
economic and geopolitical interests. However, it has also become clear through the example of  
Pakistan and Sri Lanka that Chinese Chequebook diplomacy has deeper implications on the 
developing countries.  

Rampant corruption by Chinese officials, collusion with the loanee country’s bureaucratic 
machinery and unemployment as a result of  immigration of  Chinese workers leads to a rapid 
increase in economic and social disparities in the regions. Projects whose main aim is to bring 
development and prosperity in backward regions are only furthering wheatlessness and poverty.  
As is more evident in the case of  Sri Lanka, the loanee country also faces severe danger and 
interference with its national sovereignty when it fails to repay the loans. The strategies adopted 
by the Chinese seem to be representing the newest form of  exploitation in a capitalist world.  
Because China’s debt-trap diplomacy empowers China culturally, militarily and economically, it 
must be viewed as the country’s main instrument to becoming a global superpower.    
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