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In an era where economic prowess often defines geopolitical influence, the phenomenon of
debt-trap colonization has emerged as a critical concern on the global stage. The practice,
characterized by leveraging exorbitant loans to ensnare nations into economic dependency, not only
raises alarms but also poses a significant threat to the sovereignty and sustainable development of

many nations.

This scenario raises the concern of falling into "debt traps." The term refers to a predicament
where a debt becomes unmanageable, granting the creditor substantial leverage over the borrower.
Institutions like the IMF and the World Bank have faced accusations of entangling countries in debt
traps through stringent lending terms, including coercive measures such as imposing tax hikes that
may worsen poverty. However, the most prominent manifestation of this phenomenon is observed
in the Belt and Road Initiative (BRI), a Chinese policy aimed at amplifying the global trade network

through extensive transportation networks spanning Asia.

The newly coined term, "debt-trap diplomacy," was originally formulated by Indian academic
Brahma Chellaney in 2017. It asserts that the Chinese government extends loans to smaller nations
and subsequently exploits their debt burden to achieve geopolitical objectives. Notably, this term,
"debt-trap diplomacy," has gained official recognition within the United States, being employed by

two successive administrations in their discourse.

The existence of debt traps remains a subject of ongoing debate. While some view many of
these infrastructure loans as coercive, it's crucial to note that the recipient nations willingly accepted
these loan offers. Consequently, the accountability line becomes blurred, allowing lending
organizations to potentially evade significant repercussions for their predatory lending practices

based on the premise of a mutual agreement between nations.
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Definition of Key Terms

The Belt and Road Initiative (BRI)

The Belt and Road Initiative (BRI) is a colossal global development strategy introduced by
China in 2013. This initiative aims to revive and expand ancient trade routes, creating extensive
networks of infrastructure and connectivity across Asia, Europe, and Africa. It comprises two primary
components: the Silk Road Economic Belt and the 21st Century Maritime Silk Road. The BRI involves
investments in various projects, including roads, railways, ports, energy pipelines, and digital
infrastructure, to promote economic growth and facilitating trade and cultural exchange among

participating countries.

Bilateral lenders
Bilateral lenders refer to entities, usually governments or official agencies, that extend loans
directly to another individual country or government. These loans are conducted between two

parties, hence the term ‘bilateral’.

Debt-trap diplomacy

Debt-trap diplomacy refers to a strategy wherein one country deliberately extends excessive
credit or loans to another nation, often with the anticipation of that debtor nation being unable to
repay the debt. The lending country then leverages this debt to gain strategic or economic
concessions from the debtor country. This practice can lead to a situation where the indebted nation
becomes politically, economically, or strategically subservient to the creditor nation, potentially
compromising its sovereignty or interests. The intent is often to exert influence, control key assets,

or secure advantageous deals from the debtor country due to their inability to repay the debt.

Domestic finances

Domestic finances refer to the financial resources, investments, revenue, and economic
activities within a country's borders. It encompasses various aspects, including the personal finances
of citizens, corporate finances, government budgets, taxes, and overall economic activities that

occur within the country's territory and impact its economic health and stability.

Foreign Direct Investment (FDI)
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Foreign Direct Investment (FDI) refers to investments made into business interests located in
another country. It involves a long-term relationship and control in the foreign business by the
investor, differing from portfolio investment where the investor merely purchases equities of
foreign-based companies. FDI often involves acquiring assets or establishing ownership controlling

interest in foreign enterprises.

Gross Domestic Product (GDP)

GDP is a monetary measure that represents the total value of all finished goods and services
produced within a country's borders during a specific period, typically a year or a quarter. It
measures the economic output and productivity of a nation and is used as an indicator of the

country's overall economic health and growth.

Infrastructure projects

Infrastructure projects refer to large-scale initiatives undertaken to develop or improve
physical and organizational structures necessary for the functioning of a society or industry. These
projects encompass the construction, maintenance, or enhancement of fundamental facilities and
systems, including roads, bridges, railways, airports, utilities (such as water supply and electricity),
telecommunications, and public buildings. The aim is to support economic development,

connectivity, and the overall well-being of a region or nation.

The International Monetary Fund (IMF)

The International Monetary Fund (IMF) is an international organization established to foster
global monetary cooperation, secure financial stability, facilitate international trade, promote high
employment and sustainable economic growth, and reduce poverty around the world. It offers
financial and technical assistance to member countries experiencing economic difficulties and
provides policy advice to help manage economic challenges. The IMF also conducts research and

analysis on global economic trends and policies.

Neo-colonialism

Neo-colonialism refers to the practice of using economic, cultural, and political influence to
exert control over other nations, often in ways that mirror colonial relationships but without the
direct administration or occupation associated with traditional colonialism. It involves maintaining

control or dominance over a country or region indirectly, such as through economic dependency,
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unequal trade relationships, cultural imperialism, or political interference, while allowing nominal

independence or self-governance.

State-affiliated enterprises

State-affiliated enterprises refer to businesses or organizations that operate within a
country's economy but have significant ties to the government. These entities can vary in structure
and ownership, ranging from partially state-owned corporations to those heavily influenced or
controlled by government agencies or officials. They often play a crucial role in a nation's economic
activities, carrying out specific functions, offering services, or managing industries under state

supervision or guidance.

The World Bank

The World Bank is an international financial institution that provides loans and grants to the
governments of poorer countries to pursue capital projects. It aims to reduce poverty by offering
financial and technical assistance for development programs and projects focused on areas like

education, healthcare, infrastructure, and economic reforms in developing countries.

China’s Belt and Road Initiative

China's Belt and Road Initiative (BRI) stands as one of the most ambitious and expansive
global development projects of the 21st century. Unveiled in 2013, this initiative aims to revitalize
ancient trade routes, facilitating economic integration and connectivity across Asia, Europe, and
Africa. The initiative consists of two primary components: the Silk Road Economic Belt and the 21st
Century Maritime Silk Road, collectively forming a network of infrastructure, including roads,

railways, ports, and digital connectivity.

As a response to the 2007-2008 financial crisis, the U.S. and Europe's central banks
implemented interest rate reductions, resulting in a prolonged period of low-interest in the private
markets of these regions throughout the 2010s. Consequently, these markets became less appealing
to investors, prompting a shift in focus towards emerging or frontier markets in pursuit of higher
investment returns. In 2013, China, which was comparatively less impacted by the 2008 crisis than
the U.S. and Europe, initiated its Belt and Road Initiative (BRI). Through this initiative, China

facilitated loans via its policy banks and other state-affiliated enterprises, primarily directing these
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funds towards infrastructure projects in similar emerging markets that private investors had been

targeting.

In numerous aspects, this is perceived as China's pivotal stride in enhancing its position as a
global trade powerhouse. The convergence of trade routes toward China through the Belt and Road
Initiative serves to reposition trade activities, consolidating China's influence. Moreover, this
initiative is regarded as an appealing investment for LEDCs due to its notably low-interest loans,
even when compared with those offered by the IMF. This led to China becoming the world's largest
bilateral lender. The majority of nations engaged in this initiative hail from Africa, primarily owing to
the continent's comparatively lower levels of development. Additionally, for China, Africa represents

a significant asset due to its expansive territory, offering substantial potential for energy resources.

The initiative has sparked both enthusiasm and caution on the global stage. Its far-reaching
implications extend beyond infrastructure development, influencing trade patterns, regional
dynamics, and the global economic landscape. As the Belt and Road Initiative continues to unfold, its
evolution and impact on participating nations and global geopolitics remain subjects of intense
scrutiny and analysis. Critics and proponents alike scrutinize the BRI for its scale, potential economic
benefits, and geopolitical implications. While supporters highlight its potential to uplift economies,
improve infrastructure, and promote global cooperation, critics voice concerns over debt
sustainability, transparency, and the potential for geopolitical influence.

The BRI and China’s International Trade
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Because of Asia's vast expanse, the BRI’s two objectives of land and maritime trade routes
are both situated within the region. Central Asia holds a pivotal role in the overland route, as
evidenced by agreements signed between the BRI and countries like Kyrgyzstan, Kazakhstan,
Tajikistan, Turkmenistan, and Uzbekistan. The geographic proximity of Central Asia to China

accentuates its strategic importance in terms of Chinese influence.

The BRI has contributed to increased employment opportunities in Central Asia, yet
disparities persist in wages between Chinese workers and local labourers, with Chinese workers
typically receiving higher pay. Investigations reveal Chinese investors striving to adhere to minimal
local labour regulations when unpressured by China. However, despite these challenges, numerous
Central Asian nations still perceive the BRI as a means to address their lack of access to natural
resources, considering it a beneficial avenue to bolster domestic finances. Additionally, given Central
Asia's landlocked position, the BRI assumes critical significance in facilitating access to global trade

routes for these nations.

The estimations from the World Bank show a potential 32% increase in GDP for Kyrgyzstan
and Tajikistan and a 21% rise for Kazakhstan. These figures likely contribute to Central Asia's

willingness to embrace the initiative, despite the associated risks of falling into debt traps.

Much like Central Asia, South Asia grapples with insufficient infrastructure financing,
providing China with an easy avenue for involvement. South Asia holds pivotal significance for China,
as gaining access to the Indian Ocean could potentially amplify China's control and mitigate external

threats.

A prominent illustration of existing infrastructure development is the China-Pakistan
Economic Corridor (CPEC), establishing a linkage between the Arabian Sea and China's western
provinces. Valued at over US$62 billion, this extensive 3000-kilometer network comprises roads,
railways, and pipelines. Beyond its infrastructural aspect, from a geopolitical standpoint, this

represents China's endeavour to supersede the U.S. as Pakistan's primary partner.
Within the BRI, the Maritime Silk Road (MSR) signifies the "Road" aspect, aiming to bolster

connectivity across Southeast Asia, Africa, and the Indian Ocean. Notably, the MSR boasts an

average reduction in carbon dioxide emissions by 9.5% and decreases transit time by five to 14 days.
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For South Asian nations, the MSR unlocks unprecedented economic prospects that were previously

unattainable due to a lack of foreign investment.

During the 2018 China-Africa Cooperation Forum in Beijing, China extended a $60 billion
loan to Africa for infrastructure development, asserting that it came with no special conditions or
restrictions. China's BRI strategy offers African nations comparatively fewer conditions, such as
lower interest rates, which have proven appealing. Current estimates indicate that Africa borrows

approximately S5 billion annually, a substantial portion contributing to African debt burdens.

However, China's engagement with Africa has triggered scepticism regarding political
motives. The establishment of China's inaugural military base in Djibouti serves as an example

highlighting China's potential political objectives in the region.

Hambantota International Port

Critics have lambasted the Belt and Road initiative, labelling it as a predatory endeavour
orchestrated by China to extend its global influence. Concerns have emerged, likening the BRI to
neo-colonialism, largely attributed to China's coercive lending practices. For instance, the acquisition
of Sri Lanka's Hambantota port might be the best example of China's strategy: initially offering
lenient loan terms but later transitioning to demanding the port rather than negotiating. This

instance typifies the debt traps that China is imposing on other nations.

The Hambantota International Port in Sri Lanka stands out as a significant instance of debt-
trap diplomacy. Although inaugurated in 2010, the port initially struggled, managing to generate
only USD 1.81 billion by 2016.

Sri Lanka's relationship with China has historically been cordial, stemming from being an
early supporter of China's communist government and receiving significant aid during its civil war.
Following the war's conclusion, China engaged in strategic negotiations, leveraging its support to Sri
Lanka.

In 2007, despite widespread scepticism
from experts, President Rajapaksa pursued the
ambitious plan to construct the Hambantota
port. This decision was questioned due to the

ongoing development of Sri Lanka's main port in
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the capital, which rendered the establishment of another port in Hambantota seemingly impractical.
Despite concerns, the president persisted with the project, securing the initial development loan

from China, which included stipulations like intelligence sharing.

As borrowing increased, the port struggled to attract adequate traffic, failing to offset
maintenance costs. Despite these challenges, the Sri Lankan government pursued further expansion,
seeking an additional $757 million loan from China. This loan differed significantly from prior ones,
imposing a substantially higher interest rate. Facing mounting national debt, Sri Lanka eventually
reached an agreement with China, . - q

& Sri Lanka fell deeper into Chinese debt trap

ceding control of the port to manage its ~ over the years
Chinese debt as a share of total public and publicly guaranteed debt (PPG) of Sri

financial obligations. Lanka.
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pollution emissions.

The Chinese People's Liberation Army

China’s BRI has underscored several geopolitical aspirations, exemplified by the
establishment of a significant military base in Djibouti. As early as 2015, China initiated negotiations
with Djibouti concerning economic infrastructure development. Similar to the Hambantota port, the
construction in Djibouti is financed through loans from China's government-backed banks. China's
keen interest in Djibouti stems from its strategic positioning, straddling the Bab-el-Mandeb Strait, a

vital maritime passage linking the Gulf of Aden and the Red Sea, adjacent to the Suez Canal.

In 2016, the Chinese People's Liberation Army Support Base emerged in Djibouti, extending
China's influence in these critical regions. Additionally, China has established the "People's
Liberation Army Navy" (PLAN), which operates in Djibouti and along the "second island chain,"

spanning from Japan to Guam and Indonesia.

Absence of viable choices
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Countries are slipping into debt traps primarily because of the absence of viable choices.
Although the US introduced an alternate infrastructure funding model called "Build Back Better
World" (B3W), it lacks clarity, a specified timeline, structure, and scope. Moreover, this proposal has
encountered opposition from several senators, leading to further delays. Additionally, concerns arise

as the US president's focus on re-elections potentially poses risks and could impact voting outcomes.

Another attempted alternative is the EU's "Global Gateway," deemed largely ineffective
compared to the established BRI project. The EU faces challenges in quick decision-making and

cooperation compared to China's more centralized government structure.

Furthermore, many Western nations hesitate to offer feasible alternatives due to
apprehensions about aligning with countries implicated in human rights violations. NATO also

struggles to make significant progress, fearing potential aggression from Russia and China.

Date Event

2007-2008 The global financial crisis prompts a shift in focus
from private markets in the US and Europe to

emerging markets seeking higher investment returns.

2013 China unveils the Belt and Road Initiative (BRI) as a
global development project aimed at revitalizing
ancient trade routes and enhancing economic

integration across Asia, Europe, and Africa.

November 2014 Xi Jinping declares a $40 billion investment for the
BRI, signalling a commitment to further augment this

amount over time.

December 2015 China initiates the Asia Infrastructure Investment
Bank (AlIB) with an initial capital of $100 billion,

positioning it as a significant player in global lending,
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2021

China
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as a part of the Belt and Road Initiative (BRI). This
capital rivals that of the World Bank and IMF,

signifying its substantial impact on BRI financing.

The Chinese People's Liberation Army Support Base
emerges in Djibouti, extending China's influence in

critical maritime passages.

China was given the Hambantota International Port,
with the China Merchants Port securing a 70% stake.
This incident stands as an initial example of debt-trap

practices evident to the public.

China extends a $60 billion loan to Africa for
infrastructure development during the China-Africa
Cooperation Forum, signalling increased engagement

in the African continent.

Russia grants Moldova a 200-million-euro loan for
infrastructure projects, with allegations of attaching
strings to the loan leading to concerns over debt

traps.

US introduces the "Build Back Better World" (B3W)
as an alternative infrastructure funding model,
attempting to counter the BRI. The EU also

introduces the ‘Global Gateway’.

Undoubtedly, China holds a pivotal role in this matter, given its initiation of the Belt and

Road Initiative (BRI), a project often associated with creating debt traps globally. This initiative aligns

with China's key national interests, focusing on economic development, safeguarding sovereignty,
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and ensuring national security. Within China, the Chinese Communist Party (CCP) faces pressure to
sustain job creation and economic growth, especially amid a gradual slowdown in GDP expansion.
The BRI stands as an instrumental strategy to address these concerns. Moreover, the BRI has
extended its scope to tackle various national security issues, acknowledging the significance of
resolving peripheral insecurities in Southern Asia, which could ultimately benefit China. Notably,
China's BRI investments primarily concentrate on its immediate neighbours like Kazakhstan and

Vietnam, with investments in Africa seemingly unrelated to national security agendas.

China has reaped substantial economic benefits from the BRI. For instance, the initiative has
driven an approximate 4% annual increase in China's Foreign Direct Investment (FDI). Additionally, it
has fostered a notable upsurge in net trade between China and neighbouring Southern Asian

countries.

Debtor Nations

Debtor nations, entangled in substantial debt attributed to initiatives like the Belt and Road
Initiative (BRI), encompass countries like Sri Lanka, Pakistan, the Maldives, several African nations
(such as Kenya, Ethiopia, Zambia, Djibouti), and Central Asian countries like Kazakhstan, Kyrgyzstan,
and Tajikistan. These nations face challenges concerning debt sustainability and concerns about their
sovereignty due to extensive borrowing from external entities for infrastructure projects. Sri Lanka's
Hambantota Port, Pakistan's China-Pakistan Economic Corridor (CPEC), and various African nations'
infrastructure projects exemplify the predicaments faced, raising issues about repayment capacity
and potential impacts on national autonomy. In navigating these challenges, these debtor nations
advocate for fairer lending terms, debt restructuring, and increased transparency in loan agreements

to alleviate debt burdens and safeguard their economic independence.
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Pakistan's dollar debt payments are high in next 5 years
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International Financial Institutions

International Financial Institutions are entities like the International Monetary Fund (IMF) or
World Bank involved in providing financial assistance and policy advice to debtor nations. They
engage to promote financial stability, debt sustainability, and economic growth. Their stance often
revolves around advocating for prudent borrowing practices, offering support for debt restructuring,

and encouraging transparency in loan agreements to prevent debt crises.

the USA

The United States has voiced strong opposition to debt traps, yet its withdrawal from
economic influence in global spheres potentially allowed China's ascent in power. Despite being a
prominent member of the World Bank, the US hasn't initiated significant infrastructure projects to

counter the Belt and Road Initiative (BRI) and curb debt traps.

There's a clear American interest in establishing an alternative approach that pressures
China to revise BRI practices, emphasizing sustainable infrastructure, elevated labour standards, and
environmental preservation. The Obama administration previously engaged in negotiations for the
Trans-Pacific Partnership (TPP), which would have encompassed 40% of the global GDP, posing a
substantial challenge to the BRI's dominance. However, this initiative was abandoned under the

Trump administration's shift away from fostering international alliances.
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The Trump administration's contradictory stance on China's exports further reflects the
inadequacy of the US response to the BRI, highlighting inconsistencies in its approach toward

countering China's economic influence.

The Russian Federation

Russia has faced numerous accusations of utilizing debt traps and imposing stringent
conditions on infrastructure loans. For instance, on April 23, 2020, Russia allocated a 200-million-
euro loan to Moldova, purportedly designated for infrastructure projects and the government
budget. However, this loan enabled Russia to exert influence on Moldovan businesses, compelling

them to repay debts owed to Russian banks.

Regarding the Belt and Road Initiative (BRI), Russia generally maintains a favourable stance.
The historical political alliance and economic partnership between Russia and China have inclined
Russia to embrace the BRI to attract foreign investments. China stands as Russia's largest trading
partner, with its bilateral trade volume hitting a historic milestone of 100 billion in 2018. While
Russia doesn't aim to present alternatives to the BRI and doesn't perceive it as investment
competition, it doesn't imply full compliance. Russia seeks to foster a productive relationship with
China without becoming overly reliant on it. However, in a scenario where China accrues excessive

power through the BRI, Russia remains unwilling to tolerate such dominance.

India

India declined numerous invitations from China to participate in the BRI, citing concerns
about unfair competition for Indian businesses and potential disruptions caused by China. India's
opposition to the BRI is further fuelled by its strained relations with Pakistan, a significant recipient
of BRI investments. Additionally, with China's presence at the Hambantota Port, India feels
increasingly surrounded by naval forces. In response, India and Japan established the Asia-Africa
Growth Corridor (AAGC), aiming to foster high-quality infrastructure development in Africa. The
AAGC intends to link Africa with Southeast Asian and Oceanic nations by establishing connections
between various ports across continents. However, this initiative has been criticized for its lack of

clarity and perceived ineffectiveness, akin to the United States' TPP alternative.

EU and NATO

The EU and NATO have sought to counter debt-trap colonization through various avenues

but have faced challenges in their efforts. The EU attempted an alternative initiative called the
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‘Global Gateway’ to rival China's BRI. However, this initiative encountered hurdles due to the EU's
slower decision-making processes and a lack of swift cooperation compared to China's more

centralized system. This hindered its effectiveness in countering the BRI's influence.

As for NATO, it has grappled with proposing substantial measures due to concerns about
potential aggression from countries like Russia and China. This fear of geopolitical tensions has
restrained NATO from making significant strides in offering alternative strategies to combat debt-
trap colonization. Both the EU and NATO face limitations in swiftly presenting viable alternatives,
which has impeded their ability to provide robust responses to counter the predatory lending

practices associated with the BRI.

Debt restructuring and relief

Debt restructuring and relief initiatives serve as pivotal strategies aimed at mitigating the
financial strain faced by debtor nations. These mechanisms involve advocating for the renegotiation
of existing loan terms and implementing measures that alleviate the overwhelming debt burden,
thereby facilitating manageable repayment conditions. By engaging in these initiatives, the primary
objective is to curtail the potential of falling into deeper debt traps, safeguarding the economic

stability of debtor nations.

Fair and sustainable lending practices

Promoting equitable and sustainable lending practices is crucial for shaping responsible
global financial systems. This advocacy aims to encourage international financial institutions and
creditor nations to embrace fair lending methods. It highlights the importance of implementing fair
interest rates, flexible repayment schedules, and comprehensive evaluations of a borrowing

country's economic capacity.

Instituting regular oversight

Contract loopholes often exploit the ambiguity in loans, contributing to numerous debt
traps. The UN could exert influence by instituting regular oversight of Belt and Road Initiative (BRI)
activities and implementing stringent protective measures to avert debt traps. One approach could

involve monitoring and regulating loans accessible to economically vulnerable nations, potentially by
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imposing a limit on the amount of loans a country can acquire at once. Another strategy might entail
establishing UN bases in regions that have received BRI funding, facilitating oversight of foreign
investors' activities. While this action may somewhat impinge on sovereignty, it stands as a

necessary measure for the UN to ensure transparent infrastructure lending.
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