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The rise of the People’s Republic of 
China (PRC) in the global economy has 
been one of the biggest contributors 
to the decline of global inequality 
until the early 2000s (Ho-fung 2015, 
102). As an alternative foreign direct 
investor, Chinese companies have 
chosen to do business with developing 
countries previously ignored by other 
major investors (Bräutigam 2009, 
Gallagher & Porzecanski 2010). In 
addition, the presence of Chinese 
investors increases competition for 
key developmental projects in these 
areas, thus allowing host states to 
bargain more effectively for better 
economic terms and political returns 
(Camba 2016a, Ho-fung 2015). As a 
developmental aid donor, China has 
targeted key sectors that have been 
overlooked by the focus of Western 
aid policies on human rights, freedom 
of speech, and gender equality 
(Bräutigam 2009, 18,  Nissanke & 
Söderberg 2011, 22).  While assisting 
non-government organizations and 
host states in these crucial social 
domains has merits, the financing 
of mega infrastructures and other 
strategic projects remains largely 
inaccessible to the developing world 
without foreign assistance. 
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When the payment of previously agreed-
upon loans was no longer possible for 
developing countries, China allowed 
debt forgiveness or loan restructuring, or 
asked for specific, negotiable political or 
economic returns. A partial list in Table 1 
demonstrates China’s previous responses 
to defaults on loans. However, deviating 
from earlier patterns, China instead 
opted for equity returns in the cases of 
Sri Lanka and Djibouti.  First, heavily in 
debt by USD 64 Billion, Sri Lanka agreed 
to sell the 70% of the majority stake to 
China Merchants Port Holdings along 
with giving a 49% minority stake to the 
newly-formed Hambantota International 
Port Services Company (Kazmin 2017). 
Similarly, in Djibouti, China has become 
the largest importer of goods and one of 
the biggest sources of developing finance 
for the small African state since the Forum 
for China-Africa Cooperation in 2001. 
Specifically, China recently financed the 
Doraleh Multipurpose Port, a seaport 
jointly operated and owned by Dubai Ports 
and the China Merchants Port Holdings 
(Manson 2016b). Adjacent to the China-
funded port and the United States’ own 
Camp Lemonnier, the first Chinese overseas 
military base will be built in Djibouti. Beijing 
negotiated a ten-year lease of the base that 
comes along with the right to station up to 
10,000 troops (Al Jazeera 2017).  Like 
Sri Lanka, Djibouti is heavily in debt 
to multiple foreign sources.

In both countries, the Chinese actors 
acquired equity in the projects. These 
actions deviate from China’s previous 
response to dealing with debt-saddled 
countries. The key question is, why did 
China acquire equity returns at this 
particular moment? I argue that Beijing’s 
previous actions of forgiving foreign debt 
made sense during the period of China’s 
rise, which depended on natural resource 
imports for export manufacturing and Image credit: South China Morning Post
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political support from foreign countries. 
However, during today’s period of China’s 
peak, acquiring ports in Sri Lanka and Djibouti 
can be explained by three crucial factors: 
(1) the falling rate of profitability; (2) China’s 
behavior under Xi Jinping’s leadership; (3) and 
the emergence of the Belt & Road Initiative. 
Below, I examine and compare China’s foreign 
acquisitions in Sri Lanka and Djibouti. And 
finally, I draw out the key lessons from China’s 
engagements with both states to examine 
what it means for the Philippines. 

The Falling Rate of Profitability 

Ho-fung Hung (2008) argues that excessive investment in the Chinese economy 
has resulted in overcapacity, which drove various Chinese actors to reinvest 
capital abroad. As such, China’s increasing military presence abroad reflects 
escalating pressures to protect their growing overseas investments. Ho-fung’s 
argument can be best understood when situated within China’s developmental 
context. During the 1980s, China’s economic development relied upon the 
readily available labor from rural areas to work cheaply in the urban export 
manufacturing sector. As stagflation motivated multinational companies from the 
West to relocate in East-Southeast Asia, China received huge amounts of foreign 
direct investment (FDI) to jumpstart its capital-starved economy. Meanwhile, 

Image credit: The Maritime Standard
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Japan, South Korea, and Taiwan utilized cheap labor from the 1960s through 
the 1980s to export manufacturing goods abroad, and these states eventually 
ascended in the global economy (Amsden 2007). As a result of these different 
trajectories, many of these East Asian states ended up reinvesting their capital 
in China’s manufacturing sector by the 1990s. China clearly became the 
“workshop of the world” due to the huge amounts of capital and after the 
Asian Financial Crisis (AFC) in 1998. As aftermath of the AFC coincided with 
a commodity boom (1998-2011), the impact of FDI in China was undeniable 
(Gallagher & Porzecanski 2010). With increased demand for resources 
and manufacturing goods, China was all but set to ascend 
the development ladder (Ho-fung 2009).

The PRC’s economic power can be explained through different political and 
economic policies, but I focus on financial repression. Conventionally, financial 
repression takes place through a series of market and non-market policies, 
which comprise of, but are not limited to, interest rate controls, high bank liquidity 
requirements, capital controls, state ownership of banks, and protection of the 
financial sector from foreign capital. Financial repression in China takes place 
through a series of monetary policies administered by the People’s Bank of 
China (PBC) which transfers wealth from net borrowers in Chinese households 
‘to subsidize producers, infrastructure investors, real estate developers, local 
and provincial borrowers, and central government borrowers’ (Pettis 2014, 38). 
Beijing-based economist Michael Pettis (2014) argues that the PBC’s financial 
repression is perhaps the most powerful driver of the Chinese development 
model in concert with the artificial devaluation of the renminbi and wage 
restraint policies. Because the stock market is mostly dominated by insider 
trading, the young Chinese bond market, the capital controls, and the protected 
financial sector, households have little choice but to save in state-owned 
banks. All of which result in growing household deposits, diverting savings 
into domestic investments, and fostering the conditions for low-cost credit 
expansion for state-owned enterprises and local governments. 

Through financial repression, a two-tier financial structure, with a growing 
imbalance due to artificially low interest rates, subsidizes export manufacturing 
and represses consumption power. This leads to more subsidies for borrowers 
at the expense of consumers, and a growing gap between the two. Interest 
rates averaged at 6.42% between 1996 and 2014, growing to an all-time 
high at 10.98% in 1996 and then falling to 5.31% in 2002.1 Thus, against the 
conventional logic that lower interest rates lead to lower savings, financially 
repressed systems actually push up the savings rate, channeling the disposable 
income of consumers into savings for future expenses and repressing the growth 
of consumption relative to production. The recent share of consumption in the 
GDP since 2009 is 34% in 2009, 34.9% in 2010, 36% in 2012, and 35% in 
2012.2  This is a big contrast to the consumption’s share in the previous decades 
of 40% to 47% from 1990 to 2004, and 50% to 51% from 1980 to 1989.3 
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Subsidizing the borrowers at the expense of consumers would 
make sense if new projects were to generate greater profits and 
economic value. However, continuing the policy without generating 
returns on the initial investments, through continuously building roads 
or airports at peripheral provinces, presents a problem when banks 
eventually demand repayment of the borrowed capital. Indeed, Walter & 
Howie (2010) captured some of these trends early on in their analysis of 
“Assets Management Corporation,” which is tasked to recycle domestic 
debt in order to offset expiration. As a result of these policies, excess 
capacity and investment in “little-to-no value” projects continue in 
China, leading to falling growth rates. While China’s growth rate 
fluctuated between 11% and 13%, after the 2008 financial crisis and 
the commodity boom in 2011, China’s growth slowed down to 
6%-7% as it was unable to sustain the rate of growth.

While many scholars argued for the continuing growth of the Chinese 
economy, Ho-fung Hung and Michael Pettis drew from these early trends 
and foresaw the eventual slowdown. For Hung, because the Chinese 
economy relies upon exporting manufactured goods to North America 
and Western Europe, this strategy results in a trade surplus, which is 
reinvested to purchase treasury bonds in order to protect the 
economy against external economic shocks and to devalue 
the renminbi to maintain competitiveness. 

However, after the 2008 financial crisis, consumers in the West were 
constrained by the financial crisis, the loss of jobs, and the widening 
polarization between the rich and the poor. Without a “consumer of last 
resort,” China’s economic growth was thereby constrained. For Pettis, 
in order to maintain growth, China would have needed to shift from 
exporting capital to one of domestic consumption. This would entail 
reversing financial repression, wage restraints, and currency devaluation 
in order to expand domestic consumption. Limiting financial 
repression constrains the availability of excess capital, 
thereby increasing the interest rates of the borrowers.  

Chinese Behavior under Xi (2013-present)

Many international relations (IR) and China studies scholars have 
argued that Xi Jinping’s ascendance in the Chinese Communist Party 
marks a shift from Deng Xiaoping’s “flying low” strategy to a more 
ambivalent and amorphous foreign policy agenda. Recent research 
on China’s international relations support Swaine’s statement. For 
instance, Angela Poh and Mingjiang Li (2017) argued that China has 
indeed been moving away from Deng’s “flying low” strategy. They argued 

that Xi Jinping’s regime has slowly 
demonstrated and tried to create 
norms at the international level that 
could affect states and international 
organizations. China’s gradual and 
seemingly ambivalent actions can be 
explained by his administration’s lack of 
experience in undertaking international 
responsibilities, issues at the domestic 
level, and the pushback of states 
abroad (Poh & Li 2017, 85). 

Moving from an examination at the 
international level to one at the state 
level, Michael Swaine (2014) argues 
in Chinese Views and Commentary 
on Peripheral Diplomacy that China 
has increasingly moved towards 
rewarding allies and punishing enemies 
in territorial disputes. Swaine uses 
authoritative, quasi-authoritative, and 
non-authoritative sources in order 
to answer how Chinese officials view 
and approach their periphery. 
He concludes (23) that:

…[It] is evident that on an 
authoritative level Beijing’s 
periphery diplomacy…is designed 
to address the increasingly 
challenging security environment 
along China’s immediate 
(especially maritime) region, 
centered on the views and actions 
of neighboring nations. That said, 
for at least some authoritative 
sources, this challenging 
environment also involves 
relations with some major powers 
involved in this nearby region, 
especially the United States.
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in power since 2008, has received 
political donations from Chinese 
businessmen with close connections to 
the PRC. When the National Party is set 
to lose, the Chinese businesses move 
their donations to the opposing party, 
such as during the mayoral elections 
in Auckland in 2016. Through China’s 
political influence, Chinese companies 
such as Mega Upload continue to 
operate and expand their influence in 

While Swaine analyzes China’s 
relationship with countries at the 
immediate regions, Brady (2017) 
examines China’s actions with those 
further away. She argues that Xi Jinping 
is leading the expansion of China’s 
influence abroad. In the case of New 
Zealand, she argues that China’s 
influence on the economy and politics 
continue to expand below the radar. 
Specifically, Anne-Marie Brady (24) 
outlines that the “Xi government is 
encouraging more overseas Chinese 
to become engaged in politics and one 
important means to be active in politics 
is via political donations.” Specifically, 
the National Party, the political party 

the country. Business associations led 
by “Chinese Overseas” in New Zealand 
have established strong political and 
economic ties to the National and 
Labor Parties (Brady 2017, 40). 

At the moment, Australia is deeply 
worried by China’s growing influence in 
the region. New Zealand is perhaps the 
leading “Western country” in support of 
China’s Belt and Road Initiative through 

Image credit: gatewaycontainersales.com
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the New Zealand OBOR Foundation and other think tanks. New Zealand has 
been reluctant to join the US and Australia in condemning China’s actions in 
the South China Sea (Brady 2017, 14). While China’s actions in New Zealand 
resonates with Australia’s experiences, the latter has been able to eventually 
constrain the political donations of Chinese businesses to major political parties. 
At the moment, New Zealand’s institutions appear to be ineffective in dealing with 
these moves. As Brady explains, the New Zealand Electoral Commission excludes 
donations at fundraisers, dinners, and auctions (Brady 2017, 24). At the moment, 
political donations to major political parties and politicians in New Zealand 
are subject to little scrutiny from local public commentators and political 
analysts. However, this may change as social organizations and other 
political actors push for the examination of political donations. 

The findings of these IR scholars dovetail well with Ho-fung’s research on 
China’s overcapacity. Specifically, the increasing amount of Chinese FDI and 
economic engagements across the world necessitate that the CCP protect 
their interest. Acquiring political allies across host states to pursue investment 
projects and to protect China’s territorial interest make perfect sense for the 
PRC. In addition, targeting key allies that could potentially influence China’s likely 
opposition at international organizations is a crucial step in enhancing China’s 
power projection abroad. Specifically, in the Association for Southeast Asian 
Nations (ASEAN), Cambodia has been a known Chinese ally, while, in Africa, 
Zambia and Tanzania have been long-time Chinese partners. Similarly, New 
Zealand appears to be one of China’s most promising collaborators.  

From the Going Out Policy to the 
Belt and Road Initiative (BRI)

BRI is not a new policy but instead evolved from China’s “Going Out Policy.” 
However, unlike the BRI, the “Going Out Policy” grew out of China’s decentralized 
approach to the role of Chinese State Oriented Enterprises (SOEs) within 
China’s own borders. Specifically, the policy was highly decentralized and gave 
power to a variety of competing actors. In the late 1990s, China’s clear and 
inevitable economic growth led to the export of Chinese capital to overseas 
investment outlets. By the early 2000s, China had engaged in numerous 
overseas developmental aid (ODA) policies under numerous programs facilitated 
by Chinese state institutions: grant aid, concessional loans, commercial loans, 
export-import credits, and revolving credits (Bräutigam 2011, 754). These grants 
are not only available to Chinese companies or investors seeking to do business 
in the developing world, but also to the developing world needing to fund key 
development projects (Bräutigam 2009, 15). As Western developmental aid 
agencies shifted their focus from infrastructural spending to funding the social 
domains of development (Nissanke & Söderberg 2011, 22), many infrastructure- 

and capital-starved developing countries 
still desperately required investment for 
infrastructure. As such, China eventually 
filled the gap left by the power players of the 
west, becoming an alternative foreign direct 
investor to the developing world. 

According to the recent World Investment 
Report (2015) by the United Nations, China 
is the only country in the top ten investing 
countries in the world without former colonial 
possessions. Nissanke and Söderberg 
(2011, 24) noted that in sub-Saharan Africa, 
China has on average focused on more 
infrastructures than DAC countries have 
done in the past.  China has been able to 
acquire most of the civil works contracts 
to construct infrastructure in Ethiopia, 
Tanzania, Congo, Zambia, Mozambique, 
though the size of the infrastructure has 
been debated. For many of these companies, 
strategic lines of credit were offered to 
“Dragon head companies” or firms that 
the Chinese government believed could be 
internationally competitive. Conventional 
companies could get RMB 200-300 Million 
in grants and up to RMB 2 Billion in loans 
(Foster et al. 2009, Renard 2011). Using 
a new methodology that analyzes press 
reports and China’s Export-Import Bank’s 
database, Foster and his colleagues (2009, 
8) estimated that Chinese infrastructural 
investments averaged at USD 500 Million 
annually from 2003 to 2007. In 2006, 
these figures peaked at USD 7 Billion until 
decreasing to about USD 4.5 Billion in 2007 
(Foster et al. 2009). While most projects 
were worth less than USD 50 Million, there 
were several megaprojects that cost more 
than USD 1 Billion (Renard 2011, 20). 
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The decentralized approach to the “Going Out Policy” has several modes of 
financing among the Chinese companies and the host state actors. In one modality, 
the Chinese government provides political networks and access to economic 
credits to potential Chinese investors. As part of the normal protocol, the Chinese 
state has conventionally taken a “hands off” approach to these deals, but Beijing 
intervenes as a last resort. For example, Mauritius and Nigeria requested expedited 
projects to deal with disagreements between the Chinese and the African host 
partners; however, this appears to work only in policy disagreements (Bräutigam 
& Xiaoyang 2012, 811). In another type of deal, China EXIM funds Chinese 
construction companies to build the mineral extraction infrastructure in exchange 
for licenses for natural resource extraction or (Renard 2011). The Chambishi Mines 
in Zambia’s Copperbelt district gave the rights to the Chinese mining companies to 
operate in exchange for the initial infrastructure construction. A similar deal existed 
between the Chinese National Oil Companies, a group of multibillion dollar Chinese 
SOEs, and the Angolan government. A more popular modality would be an 
“oil-for-loan” or the “per kind” payment to the Chinese loans. Angola, Tanzania, 
Zambia, Central Africa, and many others have these deals with China.  

In some instances, the Chinese government itself through the Ministry of 
Commerce (MOFCOM) of China’s Trade and Economic Cooperation Zone provides 
for the preconstruction and construction phases of the special economic zones. 
Bräutigam and Xiaoyang’s study of Special Economic Zones in Africa shows that 
Chambishi in Zambia and the Suez in Egypt were the only operational ones out 
of seven planned commitments (Bräutigam & Xiaoyang 2011, 31). However, 
individual Chinese enterprises that used other economic credits tried to build their 
own economic zones in Nigeria, Sierra Leone, Uganda, Botswana, and South 
Africa. There are no explicit rules on the rights to the Special Economic Zones, 
but MOFCOM hopes that Chinese companies would take up 70%-80% 
of the industrial economic zone (Bräutigam & Xiaoyang 2011, 43). 

The “Going Out Policy” sheds light on the 
fact that there is variation within China’s 
developmental impact in the developing 
world, pointing to asset specificity, sectoral 
distribution, and the size of investments. 
These particular examples illustrate a well-
known argument that there is no single 
Chinese investor, but instead a multiplicity 
of national and regional SOEs, provincial 
entrepreneurs, and private investors (see 
Bräutigam 2009, Lee 2009, 2014). However, 
these findings also suggest that the logic 
that guided China’s previous investment 
patterns may no longer be applicable. New 
contexts, issues, and circumstances rise 
from foreign policy issues, world economic 
shifts, and host state reactions. As both 
the EXIM and the China Development Bank 
depend on the state budget funded by 
financial repression, these finances may be 
experiencing greater scrutiny due to China’s 
economic slowdown (Ho-fung 2013). As a 
result, the concentration of the control of 
capital exports may be occurring in China, 
giving rise to diplomatic considerations and 
the need to protect overseas interests. The 
next section demonstrates that China’s 
engagements in Sri Lanka and Djibouti 
reflect these changing structures. 

Image: China Global Television Network
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China’s Port Acquisitions in 
Sri Lanka and Djibouti

As a portion of the Belt and Road 
Initiative, China committed USD 900 
Billion to purchase a majority or partial 
ownership of ports situated across 
East-Southeast Asia, the Middle East, 
and Europe. Within the BRI, China 
seeks to build the “New Silk Road,” or 
a network of fully- or partially-owned 
Chinese ports from China all the way to 
Europe. Indeed, China decided to ramp 
up the purchase of overseas ports in 
the last couple of years. In Malaysia, 
China recently decided to invest in four 
key ports: a USD 7.2 Billion Melaka 
Gateway, a USD 2.84 Billion Kuala 
Linggi Port, the USD 1.4 Billion Penant 
Port, and the USD 177 Million Kuantan 
port project (Kynge 2017). In Indonesia, 
the Ningbo Zhoushan Port, a Chinese 
SOE based in Jakarta, decided to 
expand the Tanjung Priok, Indonesia’s 
biggest port. In the Middle East, five 
Chinese companies decided to invest 
USD 300 Million to Abu Dhabi Ports 
(Camba 2016b). Outside Asia, China 
has already started the construction 
of yet another planned project, a deep 
port at Arkhangelsk located on Russia’s 
White Sea (Kynge 2017). Although 
Djibouti and Sri Lanka could simply 
follow this trend of acquiring ports, one 
key difference is that these countries 
remain heavily indebted to foreign 
developmental loans and finances.

The Sri Lanka government owns an 
estimated amount of USD 64 Billion 
to foreign entities. Long beset by a 
prolonged civil war, Sri Lanka has relied 
on foreign sources to construct crucial 
infrastructures. Sri Lanka has been 
borrowing from China since the 1970s 
for key infrastructure projects, such 
as the Mattala Airport, a new railway, 
and the Colombo Port City Project. 
For the Hambantota southern deep 
port, Sri Lanka borrowed USD 301 
Million from China with interest rates 

allegedly higher than other sources 
(Chaudhury 2017). As previous deals 
led to an unsustainable USD 7 Billion 
debt obligations to China, Sri Lanka 
agreed to a USD 1.1 Billion sale of 
a 99-year lease and 70% ownership 
of the Hambantota seaport to China 
Merchant Holders. The initial deal 
resulted in tensions between China and 
India over the former’s presence in the 
region due to the potential presence of 
the People’s Liberation Army (PLA) Navy 
in the Indian Ocean. China negotiated 
for the right to allow their military ships 
docking rights in the port. 
After further negotiations, China 
agreed to let Sri Lanka control port 
security (Kazmin 2017). The deal allows 
Sri Lanka to track Chinese ships 
and, thus, temporarily placated 
India’s security concerns. 

In Africa, Djibouti’s geography connects 
South Asia to the Suez Canal. China 
provided a USD 590 Million loan to 
construct the Doraleh Multipurpose 
Port (Manson 2016b). Like in Sri Lanka, 
China’s centrality in Djibouti’s economy 
enabled the acquisition of equity in 
the form of a foreign port (Manson 
2016b). Djibouti has relied on Chinese 
funding to construct key infrastructures 
and maintain economic development. 
According to the International Monetary 
Fund’s (IMF) debt sustainability 
analysis, Djibouti’s overseas debt 
increased exponentially between 2014 
and 2016 due to three key projects: 
the Addis Ababa–Djibouti railway, a 
water pipeline connecting Ethiopia and 
Djibouti, and the construction of 
a multipurpose port. The IMF concludes 
that 81% of Djibouti’s GDP will be 
used to pay for the multiple 
Chinese projects (Manson 2016b).

In examining the IMF’s assessment 
of Chinese loans in Djibouti, there 
are key conceptual and factual 
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Bräutigam and her colleagues list 
crucial programs by the Chinese 
in Africa that are not treated as 
“developmental aid.” However, 
journalists have often disagreed with 
this assessment, arguing that Chinese 
loans have been expensive.  A key 
issue here is that interest rates vary 
across different donors and projects 
depending on the recipient’s previous 
record, the terms of agreement, and 
the parameters of the financing. As 
such, the key question is, were there 
other funders willing to finance the 
Chinese portions of key projects, 
because the World Bank and other 
DAC countries have largely moved away 
from funding infrastructure projects, 
making it more logical for recipient 
states to diversify their donors. Unless 
a similar offer was put forward by 
alternative funders, or a large, rigorous 
database of projects was constructed, 
then the “base” market rates cannot 
be used for comparison. As such, those 
arguing that Chinese interest rates 
have often been higher fail take into 
account the nuances around interest 
rate calculation, often relying upon the 
available market rate for loans. 

My goal is not to defend China, 
but rather to have a credible and 
reasonable assessment of comparing 
various aid projects and development 
finance initiatives. The crucial issue 
with Chinese aid, though arguably 
more generous than DAC countries in 
many cases, is that it mixes business, 
political, and economic objectives (see 
Percival 2007, Wang 2002). While DAC 
countries focus on the market and 
economic criteria when judging loans, 
an amiable diplomatic relationship 

disagreements regarding Chinese 
development assistance than that 
of members of the Development 
Assistance Committee (DAC).4  Although 
some argue that Chinese aid is more 
expensive than DAC alternatives, 
there are incompatible definitions 
between the DAC and China. For the 
DAC, a concessional project’s interest 
rate and grace period should be 25% 
cheaper than a comparable market 
loan “with no grace period and a fixed 
interest rate of 10%” (Bräutigam 2011, 
754) These rules were formulated in 
the 1980s when market loans were 
more expensive and less generous 
than state loans. However, loans from 
international organizations and banks 
today can offer a rate of only 4% to 6%. 
In addition, DAC countries tend to treat 
the entire loan cost as development 
assistance even if the actual “grant” is 
a fraction of the cost. Mimicking those 
of the DAC, China’s concessional loans 
include the following: zero-interest 
loans, concessional credits, training 
programs, rebates for firms, cost of 
turn-key Chinese projects, and several 
others. Bräutigam argues (2011, 755) 
that although China’s concessional 
loans follow the DAC definition, a 
key difference lies in China EXIM’s 
subsidizing the interest rate of the 
project, “making up the difference 
between a low, fixed rate and the actual 
cost of the funds.” The cost is charged 
to the Chinese government’s external 
assistance budget rather than the cost 
of the loan. Other forms of assistance 
such as special financing or loans 
given to Chinese companies for 
a joint venture in the host state 
are typically not counted as 
developmental assistance. 

Following their research, there is 
good reason to expect that China’s 
aid in Africa have often been more 
developmental than that of DAC 
countries in the past decade. Indeed, 

with China is clearly a prerequisite for 
acquiring loans and better terms. If 
the political objective is to establish 
a “New Silk Road” in order to project 
military power and protect Chinese 
economic interests, shipping lanes and 
transportation routes have invaluable 
strategic and economic value. The 
PRC can better protect Chinese ships 
through the control of ports at strategic 
locations unhindered by sovereign 
or territorial constraints. For now, 
acquiring a majority stake in crucial 
ports is more important than natural 
resources or votes in international 
organizations, which China has been 
able to, and can, acquire elsewhere.  

China’s foothold in Sri Lanka can be 
framed as an attempt to check India’s 
hold over the region. India, the biggest 
trading partner of Sri Lanka, has 
contributed over USD 2.5 Billion worth 
of developmental assistance. Arguably, 
the Indian state and companies have 
begun investing in Africa. Specifically, 
India’s investments in Mauritius, South 
Africa, Nigeria, and Libya have received 
the biggest attention (Ndiaye 2016). 
Though most savings have focused 
on oil and gas, Indian investments 
have expanded in pharmaceuticals 
and retail. As such, China’s acquisition 
of ports in Sri Lanka can be read as 
a response to India’s attempts to 
trespass in Africa. India has been 
keen to upgrade the Economic and 
Technology Cooperation Agreement 
(ETCA), which could give favorable 
terms to India to invest in powerplants, 
railways, and manufacturing centers 
(Siddiqui 2017). 

THE CRUCIAL ISSUE WITH CHINESE AID, THOUGH ARGUABLy MORE 
GENEROUS THAN DAC COUNTRIES IN MANy CASES, IS THAT IT MIXES 
BUSINESS, POLITICAL, AND ECONOMIC OBJECTIvES. WHILE DAC 
COUNTRIES FOCUS ON THE MARKET AND ECONOMIC CRITERIA 
WHEN JUDGING LOANS, AN AMIABLE RELATIONSHIP WITH 
CHINA IS CLEARLy A PREREqUISITE FOR ACqUIRING 
LOANS AND BETTER TERMS.
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Unlike China in South Asia, China’s presence in Africa has been much longer and 
stronger. While political opposition and social mobilization hindered China’s control 
over the Sri Lanka port, the absence of a similar backlash in Djibouti led to more 
favorable terms for China. Furthermore, the establishment of an overseas military base 
alongside the Addis Ababa–Djibouti railway protects crucial Chinese resource imports 
with economic and strategic value: Sudanese oil, Zambian mines, and Central Africa’s 
wood (Clover & Ju 2017). These acquisitions also can also bridge and protect all the 
key Chinese players in Africa: entrepreneurs in South Africa, the Chinese National Oil 
Companies in Sudan, and the Chinese mining companies in Zambia. Though there is a 
rising number of Chinese citizens leaving Africa for China, the role of Chinese SOEs has 
increasing. The port and the base in Djibouti also serve to project power in the Middle 
East and protect the investments in the Arabian Peninsula (Clover & Lin 2016). The 
contribution of Chinese soldiers in the UN peacekeeping missions, Afghanistan, and 
Iraq has also been expanding (Camba & Ho-fung forthcoming). Moreover, the existence 
of French, Japanese, and American bases in Djibouti adds an additional layer 
of security that make these powers check each other’s moves 
across the regions (see Manson 2016a). 

Image: Diplomatic Courier
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What does it mean for the Philippines?

How can the experience of Sri Lanka and Djibouti shed light on the rapprochement 
between the Philippines and China? Rodrigo Duterte’s government reversed the 
course of Philippine relations with China. He gave up the Philippines’ arbitration 
victory, insisted on the usage of the South China Sea over the West Philippine Sea, 
and placated the Chinese government’s worries. In a speech in Beijing, Duterte 
said that the Philippines announces “separation from the U.S… there’s three of 
us [China, Russia] against the world” (Calonzo et al. 2016). Though he threatened 
to kick out the U.S. troops and bases in the Philippines, Duterte’s more balanced 
alignment with China led to some modest degrees of policy shifts. Though at 
times Duterte asserted the rights of the Philippines in the South China Sea, 
his regime’s general trend has been to accommodate the Chinese. 

With the shift from conflictual to cooperative relations, Chinese FDI and ODA have 
been predicted and promised to increase. Duterte’s visit to Beijing led to crucial 
economic agreements: passed 24 agreements during the state visit to China; 
signed memoranda of agreement with companies worth USD 15 Billion and USD 
9 Billion in loans. Filipino fisher folks were eventually allowed back in the disputed 
areas. Most recently, the Philippines proposed the Sino-Philippine joint energy 
cooperation, an offshoot of Arroyo’s own Joint Maritime Seismic Understanding. 
In response, China lifted a ban on Philippine banana exports in October 2016, 
which was initially placed to punish the Aquino administration. In addition, 
China committed to increasing the amount of agricultural imports 
from, and increasing tourist travels to, the Philippines. 

Drawing from the experience of Sri Lanka and Djibouti, there are four key 
lessons for the Philippines. First, China’s role in today’s developmental context 
is remarkably different from before. Although China has been more forgiving of 
unpaid loans in many parts of the world, these decisions were made under a 
booming Chinese economy, a different political leadership, and a decentralized 
capital export policy. The means and goals of these various policies were tied to 
each other. China’s loans-for-resources agreements occurred during the period 
of commodity boom (1998-2011) when demand for manufacturing goods and 
natural resources was especially high. Stockpiling resources for future production 
made sense for a state that relies on export manufacturing. In the mid-2000s, Hu 
Jintao’s (2005-2013) approach to foreign policy was directed towards expanding 
China’s export markets, investment destinations, and political allies at international 
organizations, paving the way for the narrative of China’s “peaceful rise.” In today’s 
global situation, a more aggressive Chinese leadership, a growing but uncertain 
economy, and stronger political considerations for capital exports mean 
that these loans and investments will have greater costs. 

Second, the Philippines has several ports 
that could provide strategic and economic 
value to China. The firm control of these 
ports under the hands of Philippine 
entities must be maintained. Seen in the 
Sri Lankan and Djibouti cases, China’s 
port acquisitions are tied to their New 
Silk Road and Belt and Road Initiative. 
Changing global conditions motivates China 
to need to protect its investments abroad 
by projecting military and political power. 
If the Philippines becomes highly indebted 
to Chinese financing, China could ask 
for the partial or full ownership of these 
ports. Combined with an understaffed and 
underbudgeted Philippine Navy, the foreign 
control of ports could mean the eventual 
loss of sovereignty in the Philippine seas. 
Indeed, the weak military capacity of the 
Philippine Navy could also be seen in the 
decade-long continuity of the illegal mining 
operations and the smuggling of resources 
out of the country (Camba forthcoming). 
To ensure the national control of ports, 
the Philippine government should seek to 
enhance its maritime institutions, borders, 
and infrastructure. Other foreign investors, 
which do not have China’s global strategic 
ambition and need to project political 
power, could also be invited to participate 
in port development. A higher budget for 
and more administrative attention to the 
Philippine Navy should also be pursued. 

Third, although there are good reasons to be 
cautious towards Chinese loans and FDI, the 
Philippines should still be open to potential 
deals. By competing with Western investors 
in Africa, Chinese investors were able to 
give the African states the bargaining tool to 
negotiate for better returns. In the literature, 
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there is a growing consensus that Chinese financing and FDI have helped Africa considerably 
through key infrastructure and strategic sector investments. Outside China, developing 
countries have few sources of financing for infrastructure since Western aid has been 
redirected towards social issues and DAC countries have more selective standards. Though 
Japan, new capital exporting states, and private banks can provide financing for infrastructure, 
the inclusion of China means that more and different kinds of projects can be financed at 
the same time. Developing countries, beset by the dearth of infrastructure and demands for 
expediency, need to move more decisively in order to deliver better services to its citizens. 

Last, the expediency and focus of Chinese financing makes these loans attractive to the 
Philippines. Yet opening the economy to the deluge of capital necessitates the Philippine 
government to strengthen its bureaucratic institutions in order to assess the developmental 
impact of these projects and loans. In a short article for the Philippine Center for Investigative 
Journalism, Kenneth Cardenas (2017) argued that Chinese corporations have partnered 
up with questionable Philippine companies. These moves signal the high probability of the 
project’s failure, rent-seeking practices, and years of wasted taxpayers money. Africa and Latin 
America also dealt with similarly opportunistic Chinese and host country actors. However, the 
government should not only be cautious with Chinese financing, but also with different kinds of 
foreign sources. Indeed, Japanese loans have been subject to numerous problems and issues. 
Some have argued that Japan earns more from interest rates than the amount it gives, 
while others have said that overpricing of projects also occur with Japanese loans.   

Image: ABS-CBN
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1 Japan continues to fund infrastructure 

but their aid has “moved away from energy- and 
resource-intensive sectors to high-technology and 
knowledge-intensive sectors” (Nissanke & Söderberg 
2011, 18). As such, China provides niche funding on 
very specific, capital-intensive sectors. 

2 China Interest Rates’ in ‘Trading Econom-
ics,’ http://www.tradingeconomics.com/china/inter-
est-rate (accessed in September 2017)

  
3 Pettis points this out in both of his works 

in Avoiding the Fall: China’s Economic Restructuring, 
28 and The Great Rebalancing: Trade, Conflict, and 
the Perilous Ahead for the World Economy (2012), 58. 
‘World Development Indicators,’ ‘World Bank,’ http://
wdi.worldbank.org/table/4.8.

  
4 Ibid.
  
5 This does not include Japan, which has 

always focused on infrastructure, within the DAC 
framework.  

  
6 A committee within the Organization for 

Economic Cooperation and Development’s (OECD).
  
7 The China-Africa Research Initiative (CARI) 

at Johns Hopkins’ School of Advanced International 
Studies (SAIS) has examined a large number articles 
written by journalists and academics on China’s role 
in Africa and the developing world. After examin-
ing and cross-checking their claims, CARI finds that 
these articles are riddled with factual misrepresenta-
tion, unverified data, and unfounded exaggeration. 
To look at their analysis, visit: http://www.chinaafrica-
realstory.com/
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