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Abstract 

This study applied some datasets extracted from various sources to explore is Chinese over-
sea financing in SSA a trap or an opportunity for the regional economic growth of the nations 
in that region. The study discussed this question by exploring the external debt stocks com-
ponents of SSA and analysing the major debt creditors in SSA from 2008 to 2018. The study 
found that China is not the biggest debtor in SSA and Chinese loans in SSA are mainly 
allocated in infrastructure. What is more, Chinese oversea financing insists the mutual prin-
ciple without a condition attached, which also comes with longer maturity and competitive 
rate.  The research concludes that loans from China to SSA is an opportunity for the regional 
nations to spur their economic growth, since such loans complement what those countries’ 
economic development is thirsty for.   

Relevance to Development Studies 

The economic growth of SSA is always a focus in the public, the indebtedness distresses the 
economic development of the region, especially during the period of global economic slow-
down. As an emergent market in the developing world, sufficient policies are called for its 
economic reform. To figure out the policies, SSA nations should look deep into the cause of 
its economic stagnation.  The study discussed the obstacles of the economic growth in SSA, 
and the role China loan plays in SSA.  The findings of this research are expected to contribute 
to provide some evidence to demonstrate that Chinese financial engagement in SSA is an 
opportunity for the regional economic growth and provide a different prospective to the 
policy makers of SSA nations. 

KEYWORDS 

China, Sub-Saharan Africa, loan, infrastructure, debt trap, economic growth 
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Chapter 1 Introduction  

1.1 Background 

Thirty out of thirty-nine heavy indebted countries (HIPCs) are from Sub-Saharan Af-

rica, they are potentially eligible to receive write-off loans (IMF, 2020). The rising 

public debt in Sub-Saharan Africa has been a controversial debate around the world. 

This research will examine the rising debts in Sub-Saharan Africa with a focus on 

loans from China to Sub-Saharan Africa. China’s re-emergence in Africa since 1980s 

has attracted the world-wide attention, loans from China to Africa captured an upward 

trend, with the number from 0.2 million dollars in 2000 to 21.8 million dollars in 2014 

(AidData 2017), what is more, China’s President Xi Jinping pledged an investment 

of $ 60 billion to finance Africa in the 6th Forum on China-Africa Cooperation. 

China’s overseas lending in Africa caused a controversy in the public. 

 

An article published in New Delhi Times (2018) argued that China’s overseas lending 

to Africa is a diplomatic lever to get access to the raw materials in Africa by setting a 

debt trap. some scholars pointed out that the loans from China allocated to infrastruc-

ture is to facilitate the transportation and further provide the convenience to access 

the raw resources (Hanauer et al., 2014). However, according to Brautigam (2016), 

the allocation of loans from China to Africa between 2000 and 2014 are not only 

flows to energy, communication and other sectors counts for 70 percent.  In addition, 

Chinese infrastructure finance in Sub-Saharan Africa from 2001to 2007 can be iden-

tified with 5 categories: electricity (33.4%), transport (33.2%), ICT (17.4%, mainly 

equipment supply), water (2%) and general sector (14%) (Foster, 2009). The loans 

from China to Sub-Saharan Africa boost the infrastructure building in the region, 

which will improve the investment environment in that area and further attract the 

FDI. The improvement of infrastructure is what Sub-Saharan African governments 

thirstily seek for their manufacture development (Ayodele and Sotola, 2014), and it 

is the area western donors are unwilling to invest in while China’s loans allocated at.  

 

Sub-Saharan Africa has missed the time for its economic development in 1960s (Gill 

and Karakulah, 2019), it is an important opportunity for them to embrace the oppor-

tunity to reshape and develop its economy by using the loans provided by China, es-

pecially vast amount of loans under the project Belt and Road Initiative. The external 

debates, particularly the “debt trap” narrative around the loans from China may cause 

the holdback of Sub-Saharan African countries to carry on borrowing the loans for its 

economic establishment. Thus, it is the first and foremost task to figure out whether 

China’s loans are a trap to Sub-Saharan Africa by looking deep into the the real pur-

pose of Chinese lending and realizing that what the borrowers will gain in those loans. 

 

This study will look deep into the debt situation in Sub-Saharan Africa (SSA) coun-

tries and analyze the reason why the debts in Sub-Saharan Africa is rising and how 

much China lend to SSA.  The research will further answer the main question whether 

China foreign financing is a trap for SSA by analyzing the characteristic of China’s 

foreign loans to SSA, and the real needs of SSA’s economic growth. 
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1.2 Research Objectives and Questions  

 
The research is aiming to discuss whether loans from China to SSA were damaging the 

economic growth in that region. The main question of this study is as follows: whether 

China’s loans were damaging the economic growth of SSA countries. The sub-questions 

are as follows: a) Does China’s lending to SSA constitute “a debt trap” as is claimed by 

many commentators? b) If not, why not? 

 

1.3 Data and Methodology  

 

1.3.1 Data 

 

Chinese oversea lending is officially executed by the government, state-owned companies 

or central banks, which means the loans from China to SSA countries are officially from 

government to government. China is not a member of Paris Club, and it is not necessary 

to report its overseas financing as Paris Club creditors, which resulted in the scarcity of 

official data about its oversea lending.  Numerous of research institutes are trying to track 

the records of Chinese oversea lending, they rely on various of sources, for instance, news 

reports, official statements, debt information tracked by scholars or NGOs.  However, it 

is hard to identify the quality of the data collected by the research institutes, since they 

have different degrees in cleaning the data and they also applied different methods to 

collect the data, not all the research institutes disclose their research method and how 

much they clean the data. Brautigam and Hwang (2016) also pointed out that AidData is 

the transparent in its research methods and its data cleaning rigor, however, the data they 

published in 2013 still overstate the magnitude of Chinese oversea lending, which can be 

found in version 1.0. They found that only 50% of the total financing are executed, but 

numerous scholars are still using this flawed dataset, for instance, Guillon and Mathonnat 

(2019) applied the data from AidData to evaluate the motivation of Chinese overseas 

financing in Africa Park et (2013) Lee (2018) estimated the impact of Belt and Road 

Initiative (BRI) on the trade between China and Central Asian countries. The results they 

obtained are suspicious, since their results are based on the problematic data source. 

 

The data of Chinese loan in this study is extracted from the database of China-Africa 

Research Initiative (CARI). According to Brautigam and Hwang (2019), this dataset rec-

orded the loans from China to Africa, which includes commercial loan, zero-interest loan, 

concessional loan, suppliers’ credit, preferential export buyers’ credit, export buyers’ 

credit and master facility loan. CARI tracked these loan flows from China to Africa by 

Forensic Internet Sleuthing (FIS) from “the initial report to completion” (Brautigam and 

Hwang, 2019: P4). This is a methodology CARI applied to triangulate and cross-check 

reports of loans, all the status of loan records in the dataset can be identified as “signed”, 

“implementation” or “completed” (Brautigam and Hwang, 2016). The resources they ex-

tracted the loans records are news reports, official websites of central banks and ministries 

of finance, Chinese contractors, and personal contacts in China and in African countries.” 

(Brautigam and Hwang, 2016: P7) and some other resources are obtained from in-country 

interviews and meetings with the officials from both lending and borrowing countries 

(Brautigam and Hwang, 2016). The data of SSA’s GDP compositions is extracted from 

World Bank Data base and IMF data base, some other data, such as the electricity access 

data, Chinese import data and transportation cost of SSA and Africa was extracted from 

the official reports, working papers and some official websites. 
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1.3.2 Methodology  

 

This study will use secondary data to analyze the research problems, the data of loan 

flows from China to Sub-Saharan African countries is obtained from the database of 

CARI. The study also applied exploratory data and descriptive analysis to answer the 

research questions by presenting tables and graphs. 

 

Case study will be implied to answer the some of the research questions, the cases will 

be picked to illustrate how the capital flows from China to SSA promote the economic 

growth directly and indirectly.  

 

1.4 Scope and Limitation  

 

This study applied the loan records from 2000 to 2018, this period was captured because 

China increased its financial resources to foreign aid rapidly since 21st century (Infor-

mation Office of the State Council The PRC, 2011).  

 

However, as mentioned before, China does not publish its oversea financial data, even in 

the White Paper on China’s Foreign Aid 2011 & 2014, the Information Office of the State 

Council of The PRC only publish the aggregate of its oversea lending. No detailed data 

is published, the research institutes and researchers collected Chinese foreign financial 

data mostly through the news reports, the official announcements or reports from central 

bank, ministries of finance or some other resources. It is hard to make sure all the loans 

are included in the records, and the loan records collected by the research institutes may 

be not completely correct. The researchers should measure the errors among the datasets.  
 
1.5 Structure  

 

The study will be built with six chapters. Chapter 1 is the introduction of the study, which 

includes the background, research objectives, research questions, data, methodologies 

and the scope and limitation of the study. Chapter 2 is the literature reviews, which ex-

plored why SSA countries are seeking external debts, and the arguments towards China’s 

loans to SSA. Chapter 3 is the debt situation in SSA and Chinese financing in SSA. Chap-

ter 4 discussed the so-called evidence behind the public use to blame Chinese loans. In 

this section, the paper pointed out the questions in terms of “debt trap” and analyzed the 

reasons of the debt distress in Sri Lanka and unveil the mysteries of the Hambantota port 

story. In addition, this chapter also shows how a real debt trap operate by studying what 

Egypt and Pakistan experienced decades ago. Chapter 5 illustrated Chinese overseas fi-

nancing in SSA is beneficial for the regional economic growth in terms of trade, business, 

FDI, knowledge transfers and job creation. This chapter studied the bottlenecks of the 

SSA economic growth and further analyzed loans with Chinese characteristics meet the 

real needs of SSA countries. A conclusion will be drawn in Chapter 6.  
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Chapter 2 Literature Review 

 

China’s loan is accused by the public that China used a “debt trap” diplomacy to shackle 

the poor nations, which further damages the economic growth of the recipient countries. 

This chapter will discuss the arguments around this statement. This chapter will be built 

by three sections. The first section discusses the literatures about why the developing 

countries are seeking for external borrowing. The second section discusses the main ar-

guments for and against Chinese loans to SSA countries. 

 

2.1 External Debt 

 

The debt of a country can be identified as internal debt and external debt. Internal debt is 

borrowed from the lenders within the country, while the external debt is borrowed from 

the creditors from other countries. The loans we discussed in this study allocated in the 

external debt. 

 

Most of the least developed countries (LDCs) are in low domestic savings, insufficient 

government revenue leads to the poor investment in infrastructure for its industrial devel-

opment (Angmortey and Tandoh-Offin, 2014). Poor infrastructure impedes the industrial 

development in the developing countries (Calderon and Serven, 2010), which further do 

harm to the regional economic growth. In order to fulfill this gap, those countries chase 

after the external borrowing. Furthermore, those recipient countries may need to export 

to the lender’s countries to repay the loans, which may cause the currency differences. 

Harrod(1939) and Domar (1946) applied two-gap models to explain that how the external 

debt and foreign capital flows fulfill the domestic saving-investment gap and, the foreign 

currency gap caused by the trading between lenders and borrower countries. They pointed 

out that the external  can fulfill the gap between the low domestic savings, however the 

borrowing should repay the external debt with the currency of the lenders most of the 

time, in order to repay the debt, the borrowing countries usually export goods to the lend-

ing countries, which further results in the currency gap because of the trade, the solution 

for the foreign currency gap is the foreign capital flow, in other words, external borrowing 

is one of the vital ways for the developing countries to fulfill the gap between domestic 

savings and investments and, the foreign currency gap contributed by the trades between 

lending and borrowing countries. 

  

2.2 The Arguments Towards China’s Loans to SSA 

 

China’s re-emergence in Africa since 1980s has attracted the world-wide attention, loans 

from China to Africa captured an upward trend, with the number from 0.2 million dollars 

in 2000 to 21.8 million dollars in 2014 (AidData 2017). What is more, China’s President 

Xi Jinping pledged an investment of 60 billion dollars to finance Africa in the 6th Forum 

on China-Africa Cooperation, which lead to the public debates that China were setting up 

a “Debt Trap” to the developing countries by lending them the money. The mainstreams 

of China’s “debt trap” arguments can be mainly concluded into three aspects.  

 

First of all, China is blamed that it set up a debt trap for the poor nations to swap the raw 

materials in the developing countries (Chan-Fishel and Lawson, 2007; Reisen, 2007) by 

using loans and conditions. They argued that China is offering loans and other 
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investments in Africa to get access to extract the natural resources with low price in the 

continent. Martuscelli (2019) further pointed out that China imports mostly the raw ma-

terials from Africa, such as oil. China treats Africa as the source of cheap and raw mate-

rials, and the value of processing is finished in the other countries (Flynn, 2013).  Other 

researchers also believe that Chinese loans are resources-based or oil-seeking strategies 

(Butts and Bankus, 2009; Jiang, 2009; Alden and Alves, 2009; Meidan, 2016), they ar-

gued that Chinese energy consumption for its economic development drives China ex-

plore and extract the oil from Africa to satisfy the needs of its rapid economic develop-

ment, China’s lending to SSA countries is somehow a strategy to enter the natural 

resources of Africa. 

 

However, the above arguments are problematic. As the architect of Ethiopia’s industrial 

policy pointed out, China’s loans and investments in SSA is not simply driven by natural 

resources (Arkebe Oqubay in Pilling, 2015).  

 

Firstly, data from China-Africa Research Initiative (CARI) also shows that Chinese loan 

does not only flow to resource-rich countries, but also flow to those are not resource-rich 

ones. For instance, Ethiopia and Rwanda. Data from CARI shows that Ethiopia is one of 

the top ten biggest recipients with Chinese loans, while Rwanda has a very “close trade 

and investment tie with China” (Pilling, 2015).  

 

Secondly, massive of data from various sources shows that Africa is not the largest fuel 

supplier for China, it only shared 4% of Chinese global trading in 2011(Gamache and 

Hammer, 2013). World Integrated Trade Solution (WITS) also indicates that the largest 

fuel import partner of China is Russia, with the share of 12 percent, following with Saudi 

Arabia, with the share of 9 percent in 2018. The other figures provided by some research-

ers also implies that SSA countries are not the main crude oil providers for China. Alden 

and Alves (2009) pointed out that only 9% of Chinese oil is imported from Africa, the 

number is small compared with the one of the United States and Europe, with the amount 

of 32% and 33% respectively. Workman (2019) reported in World’s Top Export that the 

crude oil China imported in 2019 is worth of 238.7 billion dollars, the top 15 countries 

count more than 90% of the total imported crude oil of China in 2019, in which 2 out of 

15 providers are SSA countries (Angola and Congo), the crude oil from those two SSA 

countries shared 11.8% of the total amount of imported crude oil of China in 2019. What 

is more, the the crude oil purchased in Angola and Congo in 2019 declined by 8.7% and 

12.9% respectively. The above figures show that the main crude oil providers of China 

are not SSA countries. Instead, China mainly purchased the crude oil from Saudi Arabia, 

Russia and Iraq, which account for more than 42% of the total purchased amount in 2019.   

 

Thirdly, Chinese loans are “no strings” attached (Yu and Wang, 2007; Wong and Zhou, 

2021), so the accuse that China impose SSA countries to export raw materials to China 

by using the conditions along with the foreign lending is a fiction rather than a fact. 

China’s aid including the concessional loans to SSA is unconditional, Chinese oversea 

financing is driven by One-China policy and the purpose of maintaining the diplomatic 

relations across the countries (Brautigam 2012), that is the reason why China also fi-

nances those countries are lack of resources, for instance, Mali, Rwanda, Ethiopia, Sene-

gal, Togo, Benin etc. China reported in ‘China White Paper of Aid’ (2014) that the inter-

est-free loan and concessional loan, which amounted up to 63.8% of total assistance 

volume, flowed to the construction of infrastructures of the recipient countries.  
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While some scholars believe that the loans from China allocated to infrastructure is to 

facilitate the transportation and further provide the convenience to access the raw re-

sources (Hanauer et al., 2014). Brautigam (2016) refutes that the allocation of loans from 

China to Africa between 2000 and 2014 are not only flows to energy, communication and 

other sectors counts for 70 percent.  In addition, Chinese infrastructure finance in Sub-

Saharan Africa from 2001 to 2007 can be identified with 5 categories: electricity (33.4%), 

transport (33.2%), ICT (17.4%, mainly equipment supply), water (2%) and general sector 

(14%) (Foster, 2009). The loans from China to Sub-Saharan Africa boost the infrastruc-

ture building in the region, which will improve the investment environment in that area 

and further attract the FDI. The improvement of infrastructure is what Sub-Saharan Afri-

can governments thirstily seek for their manufacture development (Ayodele and Sotola, 

2014), and it is the area western donors are unwilling to invest in while China’s loans 

allocated at.  

 

SSA countries do not have the infrastructure to build the modern economy. Gyude Moore, 

the senior policy fellow at Global Development, pointed out at Paulson Institute’s Con-

temporary China Speakers Series (Paulson Institute, 2019) that “only 43 percent of the 

roads in Africa are paved and 30 percent of all the paved roads are in South Africa”, the 

gap of the road in the continent is dramatically large. China’s show up provides the op-

portunity for the continent to get access to the funds which the SSA countries cannot 

obtain from other international financial institutes. He further argued that unlike the West-

ern countries, China provided a different model for SSA countries in terms of loan for 

infrastructure.  The infrastructure Western financed was “basically from the city center to 

the periphery”, and it was intended to transfer the resource from the periphery to the cen-

ter, Gyude Moore said in the Paulson Institute’s Contemporary China Speakers Series 

(Paulson Institute, 2019).  Instead, the infrastructure Chinese loan invested in is not di-

rectly related to raw material extraction, but connecting African cities and African capi-

tals, which “make it possible for global value chains and regional value chains to develop” 

(ibid). 

 

Another argument relates to the debt repayments. The critics argued that the Chinese debt 

repayments bleeding the surplus of SSA countries dry (Calderón and Zeufack, 2020; 

WIHTOL, 2020; Muhammed Tandogan in TRTWorld, 2019; Léonce Ndikumana and 

Boyce, 2011). They argued that the heavy indebtedness drained the revenue out of SSA 

countries, the high debt service constrains the government to invest in schools, hospitals 

and other public infrastructures, which makes the continent remain poor. Some critics 

allege that Chinese loans are “collateralized lending” (TRTWorld, 2019), they claimed 

that recipient countries have no choice but use the future revenue to serve debt repayment 

to China, which is simply one disaster after another. 

 

While there is no evidence show that the Chinese loans suck the surplus out of SSA coun-

tries. Actually, Gyude Moore (Paulson Institute, 2019) indicated that China’s share of the 

African external debt stock is around 17 percent, majority of Africa’s debt borrowed from 

financial market, issued euro bonds.  A report from CARI (Brautigam, Huang and Acker, 

2020) shows that China’s share of SSA’s total public and private guaranteed (PPG) debt 

accounts to 22 percent in 2018. Which is different from the picture that those critics drew. 

The report (ibid) used the case of Bui Dam project in Ghana, it indicates that the collat-

eralized lending (“resource-backed infrastructure finance”) is one type of project financ-

ing, which is not invented by China and it is secured the repayment by the future receiv-

ables (i.e. future cocoa, oil, or other export revenue), rather than the existing assets (i.e. 
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property), the author illustrated that Bui Dem case was secured by the export of cocoa 

beans to a Chinese buyer in the prevailing market price and the electricity revenues paid 

by the consumers. The revenues of the Cocoa and electricity sales will be deposited to an 

escrow account with China Eximbank, which will be used to repay the loan, and the ex-

cess funds in the account can be withdrawn by the borrowing government or, if the bor-

rowing government wish, the government can earn the interest by saving the excess parts. 

Brautigam, Huang and Acker (2020) emphasized that this finance model is aiming to 

reduce “the risk of a loan lowers its cost, which enables borrowing governments to use 

more finance” to establish the infrastructure they urgently need.  

 

The final argument attacks Chinese overseas lending is that China is ensnaring the devel-

oping countries with unrepayable loan (Miller, 2019; Parker and Chefitz, 2018a; 

Mantesso, 2018; Abi-Habib, 2018). They argued that China may obtain its strategic assets 

when the borrowing countries default.  While this argument tends to be indefensible, first 

of all, rarely evidence shows that China’s oversea lending is intended to take over the 

sovereign of the assets from the borrowing countries. Sri Lanka is one of thousands pro-

jects the critics used to accused Chinese overseas finance (International Development 

LSE, 2020a). The real cause of the heavy indebtedness and the main causes of the debt 

default of Hambantota Port project will be illustrated in Chapter 4.  Secondly, China pays 

more attention to its loans in SSA countries (Nyabiage, 2020; Nyabiage, 2019). Nyabiage 

(2020) pointed out that China is cautious with its overseas financing in Africa, especially 

during the COVID-19 period, China is worried about the debt default risk of the countries 

in the continent like other investors. Another report from The Africa Report (Olander, 

2020a) indicated that Chinese creditors are highly cautious about issuing new loans for 

African countries regarding to their considerable financing distress.  If China is ensnaring 

the poor nations to default, China should provide more loan to the developing countries 

during the pandemic, but the fact is that China is slowing down its lending to Africa, all 

these turn out that China does not want the borrower countries to struggling in heavy 

indebtedness. Another evidence to support this is the debt relief for African countries, 

who are hammered by the pandemic. Staff (2020) indicated that China extended the debt 

relief up to $2.1 billion under the G20 framework, what is more, China Eximbank “sus-

pended debt service payments from 23 countries, worth up to $ 1.353 billion. Will a coun-

try extend the debt relief and suspend the debt service payment if it intends to take over 

the assets by ensnaring the developing nations to default? The answer would be no. 

 

2.3 Do Foreign Loans Bring Economic Growth? 

 

There is no consensus on the relationship between foreign borrowings and economic 

growth in the academy. Plenty of studies on foreign loans and economic growth, some 

researchers argued that the foreign borrowing helps the growth (Jayaraman and Lau, 2009; 

Easterly, 2001; Warner, 1992; Eaton, 1993), also, based on the Laffer Curve, some schol-

ars obtained a non-linear relationship between foreign borrowing and economic growth 

(Cohen and Sachs,1986; Checherita-Westphal, Hughes Hallett and Rother, 2013). Con-

versely, massive scholars captured a negative relationship between external debt and the 

regional economic growth (Dey and Tareque, 2020; Senadza, Fiagbe and Quartey, 2017; 

Reinhart and Rogoff, 2010; Were, 2001; Deshpande, 1997; Fosu, 1996; BOURNE, 1981;), 

they studied on different developing countries in different period, they argued that the 

external debt will lower the economic growth rate in the borrowing countries,Krugman 

(1988) also argued that the debt service depressing the economic growth and the invest-

ment. 
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Horn, Reinhart and Trebesch(2019) rebuilt a database to track Chinese overseas capital 

exports from 1949 to 2017. They collected the data from different resources, such as the 

global treaties, debt contracts, reports and academic researchers. They argued that Chi-

nese foreign loans created heavy burden for the debtor countries and the opacity of capital 

flows is an obstacle of managing financial crisis, which further hinder the debt sustaina-

bility and economic growth.   

 

A study paper from European Foundation for South Asian Studies (2017) argued that 

Chinese lending in Africa is a “Debt Trap”, since 20.9 billion US dollars out of 83.4 

billion US dollars debt of infrastructural construction owned by China, which burdened 

African countries’ debt pressure. What’s more, the paper pointed out that 12% out of 322 

large scale infrastructural projects are executed by Chinese construction companies, 

which also implied that about one million Chinese are in Africa, the author further argued 

that even China’s lending in Africa is mainly allocated at the construction of infrastruc-

ture, but its value is small compared with the value of the natural resources, and the Af-

rican governments controlled by Chinese government because of the rampant corruption. 

The author argued that the evidence shows that Chinese lending is a debt trap and prevent 

the economic growth in the continent.   

 

Voivodas (1973) reported that foreign capitals have a negative impact on growth by ana-

lyzing the data of 22 LDCs from 1956 to 1968, while the impact was insignificant. Voi-

vodas collected the data of the real gross domestic product (GDP) and capital flows from 

various of materials of United Nations Yearbook of National Accounts, the inaccurate 

data from various sources may be the reason which led to the inconclusive results (Dur-

barry, Gemmell and Greenaway, 1998).  Ayadi, F.S. and Ayadi F.O.(2008) applied ordi-

nary least square (OLS) and generalized least square (GLS) to analyze the relationship 

between external debts and the economic growth of Nigeria and South Africa, however, 

the result is ambiguous, they argued that the debt service has a negative impact on the 

growth in Nigeria, while the result in South Africa is positive.  This result may suggest 

that a good debt service management will promote the output of the debt and further boost 

the regional economic growth (Klein, 1994).   

 

BOURNE (1981) examined the impact of foreign borrowings on the economic growth in 

Jamaica in 1970s, he argued that the foreign borrowings mainly caused the economic 

crisis in Jamaica, since the external debt stocks decline the domestic savings and will 

decline both the government savings and private savings. Furthermore, the debt service 

will increase the taxation, which will further distress the private savings. 

 

Were (2001) studied on the relationship between external debt and economic growth in 

HIPCs, he chose Kenya as the research country to analyze the effect of external borrow-

ings on its economic growth. He found that the dominant part of the external debt of 

Kenya is official (multilateral) borrowing from 1970 to 1995, and the external debt stocks 

have a negative impact on its economic growth and the private investment.   

 

Senadza, Fiagbe and Quartey (2017) employed the System Generalised Methods (GMM) 

to examine the influence of external debt in SSA on its economic growth from 1990 to 

2013, they found that the external debt retards the economic growth in both lower and 

middle-income countries in SSA. They argued that SSA experienced a low economic  

growth between 1990 and 2000 because of the high debt-to-GDP ratio, and the rapid 

economic growth in the following decades due to the debt relief in HIPCs. 
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However, are those empirical examinations can be generalized? What are they missing? 

In the next section, the study will assess these two questions. 

 

2.4 What Are Missing? 

 

But will foreign loans decrease the regional economic growth? If not, what are missing 

in those studies? The growing imbalance and mounting external debts in SSA have been 

last for decades and the solutions are called for the macroeconomic stability. Substantial 

studies on the impacts of external debt on the economic growth in SSA have been done, 

while the nexus between external debt and economic growth is a mixed. While the bal-

ance tends to tilt in the positive direction, if so, what is missing in the studies about the 

adverse effect of foreign borrowing on economic growth? 

 

In addition, the foreign borrowing can provide funds for the public investment and narrow 

down the gap between savings and investment in developing countries (Chenery and 

Strout,1966), while BOURNE (1981) argued that the external debt will cause adverse 

impact on domestic savings and, further damage the economic growth. However, it is the 

import inflation and the skyrocketed oil price (Stone, 1985), after Jamaica turned to IMF 

for the bailout, liberalization of the financial sector was imposed (Kirkpatrick and Ten-

nant, 2002), the poor financial sector management and the rapid expansion of private 

lending, along with the insufficient risk assessment led to the large non-performing loans 

(Green, 1999). The foreign exchange and BoP situation were aggregated.  
 

According to the data from World Bank Database, the GDP of SSA from 2000 to 2013 

witnessed a fast growth, from $395 billion in 2000 to $1731 billion in 2013. In which the 

service and industry account 51.08% and 27.1% respectively1. The regional GDP of SSA 

reached the peak in 2014 with $1813 billion. Senadza, Fiagbe and Quartey (2017) ad-

dressed that external debt lowered the economic growth in SSA,  the regional economic 

growth after 2000 mainly benefits from the debt relief of HIPC Initiative reduced the 

debt-to GDP ratio after 2000, which further promoted the economic growth in SSA. How-

ever, the total estimated amount of the debt relief of the Initiative was $12.5 billion and 

$39.4 billion respectively in the net present value (NPV) terms, it is actually a drop in a 

bucket with regard to the mounting debt in SSA (George, 1992).   

 

The data from World Bank shows that the average export-to-GDP in SSA between 2000 

and 2013 was more than 31%, and it can be observed from Figure 2.1 that the export of 

goods and service remained in about $100 billion from 1990 to 2000, but it is increasing 

sharply after 2000, it reached to the peak in 2012, with the amount about $538 billion, it 

was more than five times of which in 1999. The dramatic increasing in service and indus-

try, as well as export contributed to the economic growth and the foreign exchange in 

SSA after 2000, instead of the debt relief in HIPC initiative.  

  

 
1 Data from World Bank, available at: https://data.worldbank.org/indicator/NV.SRV.TOTL.ZS?locations=ZG. Accessed at : 27 November 2020. 

https://data.worldbank.org/indicator/NV.SRV.TOTL.ZS?locations=ZG
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Figure 2.1 

 
Source: World Bank 

 

In fact, external borrowing is not a monster.  The negative nexus between foreign financ-

ing and economic growth is also significantly related to poor governance in poor countries. 

(Loko et al., 2003), good governance is always a key element for economic growth. An-

other point is, low domestic savings restrict the public investment in SSA countries, the 

thirsty of the development of public infrastructure pushes SSA countries to seek the fi-

nancing sources oversea (Coulibaly et al., 2019), the external debt is a complement to 

narrow the gap between domestic savings and investment, and thus promotes the growth 

(Eaton, 1993). 

 

The nexus between economic growth and foreign borrowings cannot be simply analyze 

by models. different countries or regions have different situations, for instance, different 

countries have different governance, different external environment and political situa-

tions are all influence the economic performance, so the relationship between economic 

growth and external borrowings cannot be generally used model to address. 
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Chapter 3 The Debt Situation and Chinese Loans in SSA 

This chapter will be organized with two sections, the first section will discuss the debt 

situation in SSA, and the Chinese financing in SSA will be discussed in the second sec-

tion.  

 

3.1 Debt Situation in SSA 

 

Sub-Saharan Africa (SSA) is one of the least developed regions around the world, most 

countries in that region are in heavy debt. Simeon Ibidayo Ajayi and Mohsin S. Khan 

pointed out in a report from IMF (1997) that the external debt of SSA reached $18 billion 

in 1975, but the external debt amounted to more than $200 billion in 1995.  The data from 

World Bank shows that the external debt of SSA jumped to $625 billion in 20192, the 

situation in 2020 would be worse as the COVID-19 and the declining of oil price. In this 

section, the indebtedness situation of SSA countries will be discussed, and the study will 

further analyse the components of the external debts in SSA. 

 

3.1.1 Tracking the External Debt of SSA 

 

The indebtedness situation in SSA is continuing to rise in the past few decades, the ca-

pacity of the repayment and the debt sustainability in this region have aroused extensive 

attention. In the following section, the study will look at the external debt revolution in 

SSA. 

 

 

Figure 3.1 External Debt Stocks, GDP and External Debt-GDP Ratio of SSA 

(US$ bn, 1970-2019) 

 
Note: High income countries are excluded. 

Source: World Bank (2020) 
 

 

 
2 Available at: https://datatopics-worldbank-org.eur.idm.oclc.org/debt/ids/region/SSA , accessed at: October 1, 2020 
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According to the data from World Bank, the external debt of SSA in 2019 shot up to $625 

billion, which is almost 36% of its GDP in the same year.  The external debt stock to GDP 

ratio of SSA captured an upward trend from 1970 to 1994, the external debt to GDP ratio  

reached its peak in 1994, with the number of 71.6percent, and then dropped to 19 per-

cent in 2008 (see Figure 3.1), after that the ratio slightly increased to 36 percent in 2019. 

After the il shock in 1970s, the debt burden in SSA became worse, low economic 

growth along with high debt service resulted in the unsustainable external indebtedness 

(Request and Mustapha, 2014). Due to the good performance of economic growth and 

the Heavy Indebt Poor Countries (HIPC) and Multilateral Debt Relief Initiative (MDRI) 

debt relief programs in mid-1990s, the external debt to GDP ratio declined after 1994 

(Battaile, Hernández and Norambuena, 2015; Omotola and Saliu, 2009).  While the 

global economic crisis in 2008 made SSA countries suffered a hard economic develop-

ment period, which also put pressure on its debt service, and further led the debt to GDP 

ratio to an upward trend. 

 

3.1.2 The Components of the External Debt of SSA 

 

The previous section discussed the trend of external debt in SSA, the study will dig into 

the data and further look at the components of the External Debt of SSA.  

 

Figuring out the indebtedness of SSA is vital to look at the components of the external 

debt in that region, since it is vital to look behind the general data by analyzing the com-

position of the external debt. It is beneficial for the policy makers to target the main causes 

of the indebtedness and further develop the related policies to tackle the problems. The 

rising external debt stocks in SSA have become a global focus in recent decades. It is 

essential to figure out what is behind the external debt through analyzing its composition.  

 

According to the data shown in Figure 3.2, the long-term debt accounts the largest pro-

portio of the external debt stocks in SSA from 2011 to 2019, and the proportion of long-

term debt in external debt stocks captured from 80% in 2011 to 86% in 2019. The ratio 

of short-term debt in external debt stocks fluctuated between 2011 and 2019, while it 

experienced a downward trend in general. Long-term debt still plays an important role in 

the indebtedness of SSA. 

 

Figure 3.2 Components of External Debt Stocks in SSA(2011-2019) 

 

 
Note: High income countries are excluded. 

Source: World Bank (2020)  
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According to the data from World Bank3, the multilateral debt ratio in external debt stocks 

is higher than the bilateral one between 2011 and 2019(see Figure 3.3), the bilateral debt 

ratio increased after 2012, then it dropped from 2016 and the ratio gap between multilat-

eral and bilateral increased from 2016, the role of multilateral debt becomes more signif-

icant compared with the bilateral one in the external debt stocks of SSA recent years. 

Another point can be observed from the data is that proportion of multilateral and bilateral 

debt in external debt stocks fluctuated from 31% to 37% between 2011 and 2019, which 

means the main debt burden is contributed by the private creditors, as we can see the data 

from Table 3.1, the average debt ratio of private creditors (including both publicly guar-

anteed and nonguaranteed) from 2011 to 2019 accounted for 48% of external debt stocks. 
 

Figure 3.3 The Multilateral & Bilateral Ratio in External Debt Stocks in SSA 

 

 
Note: High income countries are excluded. 

Source: World Bank (2020) 

 

Table 3.1 Composition of External Debt Stocks in SSA (2011-2019 $bn) 

 

Year 2011 2012 2013 2014 2015 2016 2017 2018 2019 
Long-term Ex-
ternal Debt  259.3 295.8 326.6 355.6 359.1 398.6 457.7 483.6 534.6 
Public and 
Publicly Guar-
anteed 178.6 202.0 224.4 247.7 250.8 283.1 335.9 354.5 391.9 
Official Credi-
tors 113.5 117.0 132.1 143.8 152.2 172.1 199.5 209.5 224.1 

Multilateral 62.6 66.2 73.5 77.7 81.3 87.3 104.5 110.5 123.6 

Concessional 50.0 51.9 58.5 60.9 63.8 67.6 78.0 82.0 90.1 

Bilateral 50.9 50.8 58.6 66.0 70.9 84.8 95.0 99.0 100.5 

Concessional 10.7 10.3 11.7 12.3 12.9 13.8 15.3 16.5 16.9 
Private Credi-
tors 65.2  84.9 92.2 104.0 98.5 111.0 136.5 145.0 167.8 
Private Non-
guaranteed 80.6 93.8 102.2 107.9 108.4 115.5 121.8 129.1 142.6 
Short-term Ex-
ternal Debt 46.0 57.2 61.8 56.9 60.4 56.8 65.2 66.1 67.6 
Total External 
Debt Stocks 325.9 374.5 410.1 432.8 438.8 474.2 543.4 571.2 625.0 

 

Note: High income countries are excluded. 

Source: World Bank (2020) 

 
3 Available at: https://datatopics-worldbank-org.eur.idm.oclc.org/debt/ids/region/SSA#, accessed at: October 5, 2020 
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3.1.3 Who Owns the Debt of SSA 

 

China is always set as a role of the biggest creditors in Africa. Especially under the un-

transparent lending data, Chinese loans in Africa is always overstated.  According to a 

report from Jubilee Debt Campaign (2018), China owns 20% of African’s total external 

debt. According to the data from CARI database, China provided about $138 billion loans 

for SSA from 2000 to 2018, which accounts for around 24% of the external debt stocks 

of SSA in 2018. However, the real proportion must be lower, since some of the debtors 

have already repaid part of the loans. For instance, Nigeria is captured with 16 loans with 

China between 2000 and 2018, which amounted $6 billion, while due to the disbursement 

of $2.8 billion (Brautigam, Huang and Acker, 2020), its outstanding debt of China re-

mained $2.5 billion by the end of 2018 (Debt Management Office Nigeria, 2018a). Some 

researchers argued that Chinese loans amounted around 80% of some SSA countries’ 

bilateral debt (Payne, 2020; Abi-Habib and Bradsher, 2020). While a report from Jubilee 

Debt Campaign (2018) estimated that Chinese loans share 20 percent of African govern-

ment external debts. 

 

According to the data from International Debt Statistic 20204 shown in Figure 3.4, the 

bilateral debt accounted 25 percent of the total external debt stocks in SSA by the end of 

2018, which can be captured from Figure 3.4, if Chinese loan amounted to 80 percent, 

which means Chinese loans accounted 20 percent of SSA’s total external debt stocks in 

2018, with the number about $114 billion, if the share of Chinese loan in SSA captured 

56 percent, then China’s oversea lending in SSA was only 14 percent in 2018, with the 

number of $79.97 billion.  
 

Figure 3.4 SSA General External Debt Stock by Creditor 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Source: International Debt Statistics 2020 

  

 
4 Available at: https://databank.worldbank.org/source/international-debt-statistics. Accessed at: 28 November 2020. 
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Apart from China, World Bank and its sister institution IMF are two major creditors in 

SSA. They play vital roles in SSA’s external debt. Most of the multilateral loans of SSA 

are come from these two institutions.  A report from Jubilee Debt Campaign (2018) men-

tioned that the multilateral institutions owned 36% of African countries’ external debt by 

the end of 2016 (World Bank, IMF and other multilaterals accounted 16%, 5% and 15% 

respectively). Further, the report (ibid) studied 16 countries in SSA, the figures can be 

observed from Table 3.2, the average amount of those 16 countries owed to World Bank 

is 14% of the external debt stocks. 8 out of 16 countries owed more than 14% of their 

external debt to World Bank, two countries owed more than 14% of their debt to IMF. 

The total amount of loans IMF and World Bank provided to these 16 countries are 

amounted to $23.59 billion by the end of 2017, which is slightly higher compared with 

the loans China lend to those countries, with the number of $23.56 billion.  In addition, it 

can be captured from Table 3.1 that the private loan (private creditors and private non-

guaranteed) amounted more than 50 percent of the long-term external debt in SSA from 

2011 to 2019.  

 

Table 3.2 Debt owed to China IMF and World Bank (WB) 

Note: * in debt distress 
         *** high risk of debt distress 

Source: Jubilee Debt Campaign (2018), calculated by the author. 

  

  

% of the external debt  
Debt owed to($ mil-

lion) 
Total external 
debt($million) 

China IMF WB China WB IMF   

Burundi*** 0% 14% 30% 0 143 65 474 

Cabo Verde*** 1% 0% 21% 23 346 0 1675 

Cameroon*** 29% 5% 16% 2530 1440 400 8730 

Central African 
Public*** 6% 22% 9% 40 61 146 675 

Chad* 8% 6% 6% 215 161 161 2690 

Djibouti*** 68% 2% 8% 1096 131 26 1604 

Ethiopia*** 

35% (China, India 
and Middle East 

Gov.) 1% 27% 8600 6600 200 24000 

Gambia* 0% 8% 16% 0 105 52 686 

Ghana*** 9% 4% 18% 2060 3922 958 22000 

Mauritania*** 8% 4% 8% 339 365 166 4408 

Mozambique* 16% 2% 28% 1600 2870 200 10150 

Sao Tome * 5% 4% 6% 10 12 7 190 

South Sudan* 10%   4% 100 34 0 963 

Sudan* 6% 3% 2% 3200 1200 1400 50700 

Zambia*** 30% 1% 10% 2640 890 130 8800 

Zimbabwe* 15%   19% 1107 1402 0 7253 

Total       23560 23593 144998 

% of total debt       0.1625 0.1627   
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3.2 Chinese Financers in SSA 

 

As Chinese financing in SSA is increasing, Chinese official financers are playing vital 

roles in those financial activities. Chinese oversea lending is mainly executed by China 

Export-Import Bank (Eximbank), even though other state-own banks also implement the 

oversea lending in SSA. According Table 3.3, Chinese financers in SSA between 2000 

and 2018 are mainly as follows: Eximbank, China Development Bank (CDB), Ministry 

of Commerce of China (MOFCOM), Industrial Bank of China (ICBC) and Bank of China 

(BoC). The data shows that the loans from China to SSA amounted to $126.6 billion from 

2000 to 2018, and the details can be captured in Table 3.3.   

 

 

Table 3.3 Chinese Main Financers in SSA 

(2000-2018) 

 

 

Lender Loans(bn$) 

Eximbank 68.14 

CDB 32.639 

MOFCOM/GOV/others 16.49 

ICBC 7.66 

BOC 1.687 

Total 126.618 
 

 
Source: CARI 

 

 

According to the data from China Africa Research Initiative shown in Table 3.3, the Ex-

imbank provided $68.14 billion between 2000 and 2018, following by China Develop-

ment Bank (CDB) with the amount of $32.6 billion in the same period.  

 

3.3 Loans from China to SSA 

 

As we mentioned in the previous section, the data of loans from China to Africa is not 

officially published, so the loan data for research is mostly rely on the database of research 

institutes. In our study, the data of loans from China to SSA is extracted from CARI 

database.  

 

It can be captured from Figure 3.5 that the loan flows from China to SSA and Africa 

captured a similar upward trend from 2000 to 2016, and reached to the peak in 2016, 

which amounted to $26.97 billion. There are some fluctuations during that period. The 

flows increased from 2000 to 2006, while it decreased between 2006 and 2008.  The 

financial flows shot again after 2008 and reached to $15.67 billion in 2013 before declin-

ing.  The financing was re-active after 2015, then dropped after 2016. 
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Figure 3.5 Loans from China to Africa & SSA ($bn) 

(2000-2018) 

 
Source: CARI 

 

3.3.1 The Financing Types of Chinese Loans in SSA 

 

According to a report from CARI (2019), Chinese financing activities in SSA could be 

mainly identified as: 

 

Concessional loan (CL), which is lent by Eximbank only. Zero Interest Loan (ZIL), which 

is only from MOFCOM. Commercial Bank Loans (CommL), these loans are not in con-

cessional rate. Preferential Export Buyers’ Credit (PEBC), this is one of Chinese financial 

types in SSA, and this financing activity is at concessional rates, in addition, these loans 

are executed by Eximbank for the recipient governments to purchase products or services 

from Chinese contractors. Eximbank Framework Agreement’s individual loan finance 

agreement (FA-sub), Master Facility Agreement sub-projects (MFA-sub), Suppliers’ 

Credit (SC), Export Buyers’ Credit (EBC) and some unknown loans. 

 

CL, ZIL and PEBC are three types of Chinese financing activities in SSA with conces-

sional rates, according to the data from CARI Loan Database, these three types of loans 

accounted for more than a quarter of the total financing in SSA, with the number of 

25.03%, which can be observed from Figure 3.6.  

 

Figure 3.6 The Proportion of Chinese Financing Types in SSA 

 
Source: CARI 
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3.4 Where Chinese Loans Go To 

 

The data from CARI5 shows that China has lent more than $138 billion to SSA countries 

from 2000 to 2018, which accounts for most of the Chinese lending in Africa. Chinese 

loans mainly flow to the top ten countries, which can be seen in Figure 3.7. These ten 

countries account for more than 77% of total loans from China to SSA between 2000 and 

2018. Angola occupied the first place among the ten largest recipient countries by the end 

of 2018, whose accumulative loans from China amounted to $43.25 billion.  Following 

by Ethiopia, the second largest recipient country, with the number of $13.73 billion, Zam-

bia at $9.71 billion, Kenya at $9.05 billion, Sudan at $6.82 billion and Nigeria at $6.18 

billion.  

Figure 3.7 Top Ten Recipient Countries in SSA 

(2000-2018) 

 
 

Note: High income countries are excluded. 

Source: Chinese Loans to Africa Database. 

 

Some scholars argued that China is aiming to seize the natural resources in SSA countries 

by lending up vast amount of debt to developing countries. (Taylor, 2007; Economy and 

Levi, 2014; Chan-Fishel and Lawson, 2007; Hughes Butts and Bankus, 2009; Sun, 2014). 

They argued that China’s domestic natural resource base is not sufficient enough to sup-

port its fast-growing economy, which drives China to present in Africa by providing loans, 

aid and FDI. 

 

However, the condemnation is not true. The fact is that China is not only lend to the 

natural resource-rich country, but the non-resource intensive country. According to a re-

port from World Bank-IMF Spring Meeting (2014), Ethiopia is non-resource rich country, 

but as we can observe from Figure 3.7, Ethiopia came after Angola, ranked second among 

the recipient countries of China’s loan in SSA from 2000 to 2018. What is more, China’s   

raw material import is mainly from East Asia and Latin America, rather than SSA. Figure 

3.8 shows that the raw materials imported from Latin America was about $117 billion in 

2018, the amount of SSA is far less than Latin America, with the number of $63 billion 

 
5 Available at: https://chinaafricaloandata.org . Accessed at: October 5, 2020. 
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in the same period. It can be observed from Figure 3.8 that Angola accounts only 7% of 

the total fuels import in 2018, which came after Russia and Saudi Arabia, with the share 

of 12% and 9% respectively.  

 

Figure 3.8 China Fuels Import Partner Share 2018 

 
 

Note: Source from World Integrated Trade Solution (WITS) 

          Others included 96 countries. 
 

China has its own experience in developing in resource-back loans in last century. China 

is seeking a win-win way to promote the regional economic growth in SSA by looking 

back to its own developing history. SSA countries should learn from what China did in 

late 1970s. back then China was poorer than most of African countries now, the infra-

structure can be reflected in Figure 3.9, and it was desperate for its economic development, 

however, China did not have sufficient infrastructure and technical talents. China had the 

natural resources and Japan was seeking resources for its rapid economic development, 

back then Japan turned to provide loans to China, and China paid back with the raw ma-

terials instead of cash (Olander, 2020). China seized the opportunity to develop the do-

mestic infrastructure and absorb the technic transfer at that period. 

 

Figure 3.9 Shen Nan Road (Shen zhen City) 1980 and 2018 

 

 

 

 

 

 

 

 

 

 

 
Source: The Paper6 

 
6 Available at: https://www.thepaper.cn/newsDetail_forward_4200389. Accessed at: 3 November, 2020. 
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Chinese loans cover a wide range of fields, such as transportation, energy, mining, com-

munication, water, agriculture, industry, health, etc. Chinese loans are well known as in-

vesting in infrastructure in developing countries. As the data shown in Figure 3.10, loans 

from China to SSA are mainly allocated to infrastructure, the loans allocated to transports  

are amounted to 30.9%, followed by power with the share of 25.87% and mining with the 

number of 13.46%. Obviously, the transport sector and energy sector are still the two 

largest recipients of Chinese loans in SSA countries. Looking deep into the loans allo-

cated to transport sector in Figure 3.11, we found that almost three quarters of the total 

loans in transport sector are distributed to road and railway construction, which amounted 

to 74% of the total share.  

 

Figure 3.10 Sectors Chinese Loans Allocated to 

(2000-2018) 

 
 

Figure 3.11 Breakdown the Loans Allocated in Transport Sector 

 

Source: CARI 
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3.5 Concluding Remarks 

 

The external debt burden in Africa and SSA countries capture the same trend from 2000 

to 2018. The external debt stocks of SSA declined after 1994 due to the good economic 

performance in that region and the HIPC and MDRI debt relief program. However, the 

external debt in SSA increased again after the global financial crisis in 2008 and reached 

to the peak in 2016 with the number of $12.4 billion. China Eximbank and CDB are two 

major actors in Chinese overseas lending in SSA, in which Eximbank provided the largest 

amount of loans to SSA between 2000 and 2018. 

 

More than 25 percent of China’s loans in SSA are concessional loans, which consists with 

CL, ZIL and PEBC. From the list of the top ten recipient countries, it can be figured out 

that Chinese loans are not priority to the natural resource rich countries, and Chinese 

largest fuels supplier is not from SSA, these evidence all support that China is not ex-

tracting the natural resources from SSA by playing “debt” card. 

 

Chinese loans for SSA are mainly allocated in infrastructure, specifically, they are con-

centrated in transportation, power and mining, with the share of 30.9 percent, 25.87 per-

cent and 13.46 percent respectively. The data extracted by breaking down the transporta-

tion shows that the three fields (road, railway and air) share the majority of the loans in 

transportation. 

 

China is providing loans to SSA by its own experience, China use foreign loans from 

Japan to finance its infrastructure back in 1970s, in order to serve the debt by then, China 

can only pay back by natural resources. While several decades past, and China found its 

own way for economic growth, Chinese development experience is a mirror for SSA’s 

economic development.  
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Chapter 4 The Myths Behind the So-called “Evidence” 

Chinese oversea lending is considering as a “Debt Trap” for the developing countries by 

most of western medias. The “Debt Trap” was firstly brought up by an Indian pundit and 

then developed by two students from Harvard University (Brautigam, 2019). The “Debt 

Trap” meme then spread in an astonishing speed by media. China is then accused of 

providing unsustainable loans to those developing countries who cannot repay.  

 

Sri Lanka Hambantota port is the so-call “evidence” chosen from thousands of projects 

for the medias and scholars to criticize Chinese oversea lending. In this chapter, the study 

will question the “Debt Trap” arguments and look deep into the external debt of Sri Lanka 

and the Hambantota port project to debunk the myth behind those “evidence”. 

 

4.1 Questions Behind the “Debt Trap” 

 

Chinese lending in SSA is blamed by some of the publics that it contributed to the spiral-

ing debt and debt servicing problems for SSA countries (Wheatley and Cotterill, 2020; 

OECD, 2020). The opaque nature of Chinese oversea lending caused massive of specu-

lations. Critics argued that China provided “hidden” debt to developing countries 

(Weizhen Tan, 2019; Dhruv Gandhi, 2019), which contributed to the unsustainable debt 

in the third world countries (Faye and Ho, 2019).  Calderón and Zeufack (2020) and TRT-

World (2019) argued that Chinese loans in SSA burdened the debt distress in the region, 

the debt service drain out the revenues for the social investment (i.e. hospitals and 

schools). As the report from Jubilee Debt Campaign (2018), Chinese lending accounted 

20 percent of African’s external debt, and the data from CARI indicated that China’s 

oversea lending in SSA shared 24 percent of the regional total external debt in 2018. In 

addition, 5 out of 44 SSA countries are in debt difficulty, instead of debt crisis (CGTN, 

2021). A research from Christensen (2004) shows that the domestic debt in SSA “presents 

the same burden” as the external debt. What is more, most of the debt belongs to the Euro 

based bonds from financial market (International Development LSE, 2020a; Paulson In-

stitute, 2019).  All the research above turned out to debunk the accuse that China’s loan 

led to the spiraling debt and debt service problems in SSA.  

 

Some researchers believe that external borrowing have a negative relationship with the 

economic growth (Dey and Tareque, 2020; Senadza, Fiagbe and Quartey, 2017; Reinhart 

and Rogoff, 2010; Were, 2001; Deshpande, 1997; Fosu, 1996; BOURNE, 1981), while 

is those results also generally appliable for SSA countries? Will the growth of SSA coun-

tries with Chinese debt slower than the other regions? 

 

According to the data from World Bank Database (shown in Figure 4.1), the economic 

growth in SSA region fluctuated between 2000 and 2019 as the trend of other regions. Its 

economic growth captured an average rate about 4.35 in that period, which is higher than 

the average annual GDP growth rate of Latin America & Caribbean and Europe & central 

Asia, with the average annual growth rate of 2.52 and 4.31 respectively. SSA region re-

ceiving Chinese loans captured a positive growth rate. 
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Figure 4.1 Average Annual GDP Growth Rate in Different Region (2000-2019) 

 
Note: high income countries are excluded. 

Source: World Bank 

 

The Hambantota Port project is the widely used example for the publics to support the 

alleged fact that Chinese lending is aiming to lure the poor nations with unaffordable 

loans, China can take over the strategic assets when the borrowing countries default. Did 

China’s lending result in the default of Sri Lanka’s debt repayment for Hambantota Port? 

In the next section, the study will discuss this question and dig into the causes of Sri 

Lanka’s indebtedness and default. 

 

4.2 The Case of Sri Lanka Hambantota Port 

 

Sri Lanka is always an example for the western world to blame China’s oversea lending 

as a debt trap. The Hambantota Port is the case for most medias to accuse that China is 

using its loans to achieve its debt diploma goals, and the story is about the debt burden is 

increasing because of the easy Chinese financing, their assets will be hand over when 

they are default, but this narrative remains problematic.  

 

Some scholars argued that China knew that Colombo was facing the debt distress, but 

still provide the loans to Sri Lanka to rebuild the port, because Beijing want to seize the 

sovereignty of the Hambantota port, when Sri Lanka default (Brahma Chellaney, 2017; 

Parker and Chefitz, 2018; Parker and Chefitz, 2018a;). However, this perspective is not 

true, the debt problem of Sri Lanka has little to do with Chinese financing. 

 

First of all, the external debt of Sri Lanka had accumulated for a long time. According to 

the data shown in Figure 4.2, the external debt of Sri Lanka captured an increasing trend, 

its external debt stocks level was below $10 billion. Which sounds affordable, however, 

the external debt to GDP ratio kept in a very high level most of the years in that period, 

the peak took place in 1988, which climbed to 75%.  The average external debt to GDP 

ratio of Sri Lanka remains in 51% from 1970 to 2019.   
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The reasons for its accumulative external debt are complicated.  Sri Lanka was under a 

30-year civil war before 2009, which made it hard to focus on its reconstruction and eco-

nomic growth, but then Sri Lanka’s economic experienced a slow growing period in the 

past ten year, due to the domestic peace (The World Bank,2020). The civil war lasted for 

three decades, which comes with a significant military expenditure and low FDI during 

that period. The long-time deficit and low foreign exchange reserve, combined with the 

high international commercial borrowing push Sri Lanka to turn to IMF to seek bailout 

to serve the interest of previous accumulated loans, (Central Bank of Sri Lanka, 2011a; 

East Asia Forum, 2019), the high interest rate borrowing from international commercial 

market makes the “Snow Ball” bigger, and most of the government revenues are allocated 

to repay the interests of the external debt, this also crowded out the resources for the 

public investment. The labor-intensive industries did not benefit for the GDP significantly, 

such as textile.  

 

Secondly, according to Lakshman (2020), the governor of Sri Lanka, the external non-

concessional debt to GDP ratio is 23 percent and the external debt service payment ac-

counts 12 percent of the export earning, together with the preference of domestic debt to 

finance the deficit, which will make the external debt repayment manageable. What’s 

more, according to the spokesperson of Chinese embassy in Sri Lanka, Chinese loans are 

not the main debt burden in Sri Lanka’s public debt. Since loan balance from China ac-

counts only 10.6 percent of Sri Lanka’s total external debt, in which the concessional 

loans amounted to 61.5 percent (Luo Chong in Xinhuanet, 2018; East Asia Forum, 2019).  

 

Thirdly, the Hambantota port was proposed by the former president of Sri Lanka Mahinda 

Rajapaksa, Sri Lanka’s government turned to India firstly for the construction, but India 

refused to build it (Xu, 2019). According to the speech from D. Brautigam in an online 

talk, named Cutting Edge Issues: Panel on China in Africa (2020a), Canada was interested 

in this project, and did a comprehensive feasibility analysis on this port in 1999, as well 

as the financing plan, however, this plan was left unsettled because of the leadership shuf-

fle. When the project restarted one Chinese company got the contract and Canadian gov-

ernment proposed a joint venture public-private partnership (PPP) by then. However, Sri 

Lanka government decided to operate the port by themselves, and the new government 

faced a balance of payment crisis. At the end, Sri Lanka government decided to sell 70% 

share of the port to China in order to handle the BoP crisis, which are based on its Euro-

pean bond borrowing, instead of lending from China, the operation of the port step into 

PPP model at the end as Canadian government proposed initially (International Develop-

ment LSE, 2020a). The only different point is one of the Chinese largest construction 

company got the share instead of Canadian government. 

 

MACAN-MARKAR (2019) further noted that China’s loans share about 15 percent of 

Sri Lanka’s external debt, it was equal around $53 billion by the end of 2018. The largest 

share of its foreign loan is the international dollar-denominated bonds, which amounted 

for 50 percent, followed by Japanese loans, the ADB and the world Bank. 
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Figure 4.2 

 
Source: World Bank 

 

4.3 What A Real Debt Trap Looks Like 

 

The “debt trap” diplomacy is used by the public to accuse that China lend to the develop-

ing countries that cannot afford to pay back to finance the infrastructure in order to seize 

the assets as loan collateral and achieve its strategic goals (Parker and Chefitz, 2018b). 

However, this is simply incorrect. Chinese loans consist with commercial and non-com-

mercial parts, the non-commercial loans are implemented by commercial banks, policy 

banks and state-owned companies, they are highly focusing on the repayment ability of 

the potential borrowers and their issued loans are expected to repay with interest (Gardner 

et al., 2020).  Then what a real debt trap looks like? This section will illustrate what is a 

real debt trap by studying on the IMF and World Bank lending with specific historical 

cases. 

 

The indebtedness of the developing countries has aroused the global attention, especially 

after the financial crisis in 1970s. Developing countries started to seek new loans for the 

debt service, most of them turned to IMF and World Bank, which are controlled by United 

States and British government. The debt trap formular was copied by IMF and World 

Bank from the British Empire to loot the nations by providing them unpayable loans 

(Askary and Ross, 2018), they subordinate the borrowers by debts and interfere the policy 

decisions to obtain what they really want (Toussaint, 2020).  

 

Due to the low international credit rating in Africa, most of the countries in the continent 

faced difficulties to borrow from commercial banks, this situation forced them to borrow 

from IMF (Parfitt and Riley, 1986). The role of IMF among African’s debtors has been 

increased in Africa after issuing massive loans in this continent, with the lending of $400 

billion in 1979 to $1600 billion in 1985 (ibid.).  When the African countries gratified with 

this generous messiah, the picture changed.  The conditionality of loans became much 

harsher, from 2 to 21 between 1978 and 1981(Helleiner, 1983), which normally includes 

“public-spending cuts, devaluation, liberalization of import and exchange control, and a 

hospitable attitude to foreign investment” (Helleiner, 1983: p.522).  Pakistan is a typical 
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victim of IMF debt trap, after the repeated borrowing from IMF in 1980s, Pakistan starts 

its privatization at the same time, its loans owned by IMF soared from $20.9 billion in 

1990 to $99.1 in 2019 (Ghazali, 2019). More than 160 state-owned entities have been 

sold since 1980, thousands of people lost their job, instead of getting rid of the debt, the 

debt deterioration of Pakistan is still carrying on(ibid.). Is Pakistan an only case? The 

answer is no. Before Pakistan, Egypt can be identified as an earlier victim of the debt trap 

template, the British and its allies provided massive debt to Egypt in 19 Century, and even 

provided loans for Egypt to serve its old debt, but in high interest rates, Egypt had no 

choice but borrowing from British banks at that time, the story ended up with the loss of 

sovereignty of policy decisions in Egypt government (Askary and Ross, 2018). While the 

consequences of losing the policy sovereignty haunt the later generations. A news pub-

lished in Middle East Monitor described the expansion of “used food” market in Egypt 

recent years,  due to the loan agreement with IMF, Egypt is forced to implement the eco-

nomic reforms to cut the subsidies, then the price of goods and energy are soaring, resi-

dents cannot afford the food in the normal market, so they turn to the “used food” market 

for their basic necessities, even though some of the foods are unpacked, some of them 

may be expired (Middle East Monitor, 2019).  

 

The formular of a debt trap looks the same, let’s move to what World Bank did for devel-

oping countries in 1980s. World Bank offered tremendous loans to developing countries 

in 1970s,  but the interest rate was risen by US at the end of 1979 along with the drop of 

commodities price, the drop of oil price and the high interest rate made the oil exporting 

countries in a debt repayment crisis,  the developing countries lost huge revenues, which 

resulted in the further borrowing from World Bank, even the new loans are more expen-

sive (Toussaint, 2020).  

 

Egypt and Pakistan experienced the same process, IMF, the Bretton Woods institution, 

provided loans to them to meet their financial requirements, then provided more debt for 

them to serve the old ones with high interest rates, it seems that the borrowing countries 

were repaying their debts, but they are not free from debt. Instead, the debts are overhang 

and the recipient countries are shackled by the creditors. The story is never ended, once 

the creditors “moved into” the office of the borrowing government, public-spending cuts, 

high-cost import and exchange control follow, all the preferential policies will serve for 

the creditor, rather than the borrower. 

 

4.4 Concluding Remarks 

 

Critics address that China’s loan is a debt trap for the developing countries, while publics 

are always overestimate the amount of Chinese share of Africa’s external debt stocks. 

Chinese loans in SSA are not spiraling out the revenue to serve the debt, since Chinese 

share 20 percent of Africa’s total external debts, and only 5 out of 44 SSA countries are 

in debt difficulties (CGTN, 2021).  Most of the external debt is Euro-based bonds from 

the financial market. There are some so-called evidences indicated that China shackled 

the nations by using its “debtbook diplomacy”. Hambantota Port is the example out of 

thousands projects the public used to accuse Chinese overseas lending. However, the con-

struction of the port was proposed by the former president of Sri Lanka. Most importantly, 

Chinese loans shares only 15 percent of Sri Lanka’s external debt stocks in 2018, the 

major debt of Sri Lanka came from the dollar-denominated bonds.  
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What Egypt and Pakistan experienced in the past could be considered as a debt trap, the 

western creditor provided the unaffordable loans to the poor countries and again offered 

them loans in a higher interest rates to serve their old debt. Meanwhile, the western cred-

itors interfered the economic policies of the recipient countries, forced them to implement 

the reforms they do not want to. The story ended up with the sovereign loss of the bor-

rowers. 
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Chapter 5 A Way Rather Than A Trap 

There are plenty of medias and researchers argued that foreign borrowings cannot bring 

economic growth, instead, it would burden the debt distress of the developing countries,   

and then the poor countries have no choice to sell or hand over their assets or by selling 

their primary materials to serve the external debts once they cannot pay the loans back. 

China is accused by the western world that China is using its debt trap diplomacy by 

providing massive oversea lending to developing countries. Which will damage the eco-

nomic growth of that region. This chapter will explore whether the loans from China to 

SSA countries do good to the economic growth of SSA. This chapter will be organized 

by fourth sections, the first section will diagnose the bottlenecks of SSA economic growth. 

The second section will identify the differences of Chinese overseas lending. The third 

section is going to illustrate why and how loans with Chinese characteristics can comple-

ment the shortcomings of SSA economic development, and further benefit the regional 

economic growth. A conclusion will be drawn in the fourth section. 

 

5.1 The Bottleneck of SSA Economic Growth 

 

Poor transportation system and low access to electricity in SSA constrain the modern 

economic development of SSA ((Blimpo and Cosgrove-Davies, 2019; Njoh, 2000). In 

order to promote the regional economic growth, SSA should overcome these two short-

comings. Fortunately, Chinese loans are mainly financing the infrastructure in SSA. 
 

The report Africa’s pulse from World Bank (2020) pointed out that in order to chart the 

road for the economic growth of SSA, scaling up the infrastructure investment should be 

put on the agenda. Since one of the key obstacles of the economic development in SSA 

is the shortage of infrastructure, especially transport and power sector (International Fi-

nance Corporation, 2014), in order to boost the regional economic growth, the infrastruc-

ture gap should be reduced. Low government revenue, domestic savings along with lack 

of foreign investment are the constrains of the infrastructure development (World Bank, 

2020; World Bank, 2014; Calderon and Serven, 2010). Poor infrastructure impedes the 

development of most fields, for instance, the export, import, agriculture and industry.  

 

First of all, poor domestic and external transportation network in SSA contributes to the 

high transportation cost in the region. A report from Teravaninthorn and Raballand (2008) 

noted that the transportation cost of the goods delivery in Africa ranks the first place all 

over the world. Rizet and Hine (1993) compared the road transportation cost of three SSA 

countries with Pakistan, they found that the transportation cost of that three countries was 

amounted to six times of which in Pakistan, and around 40 percent higher than in France. 

Again, a research indicated that “with a 10-percentage-point increase in transportation 

costs typically reducing trade volumes by approximately 20 percent” (Limao, 2001).  

 

High transportation cost is a vital barrier for the business development and investment in 

the continent, which inhibits the regional economic growth. Importantly, even if the in-

dustry and agriculture of SSA have been developed, but the high transport cost will bur-

den the cost of the goods produced in SSA.  In addition, the poor logistic will reduce the 

competitiveness of the local firms (Arvis, Raballand and Marteau, 2010). Teravaninthorn 

and Raballand (2008) further illustrated that the main cause of the high road transportation 
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cost in SSA is the poor road conditions. “only 43 percent of the roads in Africa are paved 

and, 30 percent of all the paved roads are in South Africa” (Gyude Moore in Paulson 

Institute, 2019). The low-quality roads damage the vehicles, shorten the life expectancy 

of tires, increase the consumption of fuels and “reduce the vehicle utilization”. Most im-

portantly, the landlock cost is significant in terms of economic development (Arvis, Ra-

balland and Marteau, 2010). As Figure 5.1 shows that, the overall logistic performance 

in SSA is almost the lowest one among East Asia& Pacific, Europe & Central Asia, Latin 

America& Caribbean, South Asia and Middle East &North Africa between 2000 and 

2018. The logistic performance of SSA was caught up with South Asia after 2008 (the 

data of 2009 is missing), after that, SSA became the poorest logistic performance region 

among the above areas. 

 

Developing countries, especially landlocked ones (almost one out of three in SSA region) 

tend to have the following shortcomings in terms of poor transportation, i) transportation 

cost in landlocked countries, which will lower the competitiveness of the countries in the 

world market; ii) low transportation efficiency and reliability will increase the cost of 

import and export; iii) foreign investors would be negatively attracted by the investment 

environment. While Chinese loans allocated to transportation (i.e. roads, railways and 

airports) in SSA share 30.9 percent of the total loans.  This meets the thirsty of transpor-

tation needs in the future development in the region. 

 

Figure 5.1 Overall Logistic Performance in Different Regions 

 

 
 

Note: High income countries are excluded. 

Source: World Bank 
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and 2028(Nhede, 2019). Blimpo and Cosgrove-Davies (2019 further noted that the study 

extracted 25 out of 29 countries’  data  to estimate the proportion of the firms with reliable 

electricity supply, the outcome shows that more than two-third of the firms experience 

the shortage of reliable electricity(ibid).  Poor electricity condition put significant con-

strains on the economic growth, since it has negative impacts on producing activity, 

Blimpo and Cosgrove-Davies (2019) studied the data from the firms and the results 

showed that every percentage point in the frequency of electricity outages happened, the 

output decreased by 3.3 percent, in other words, the electricity outages lowered the profits 

of the producing activities.  According to the data extracted from CARI, the amount of 

Chinese loans to SSA distributed to power (energy) ranked the second place from 2000 

to 2018, just came after the amount of transportation, with the number of 25.87percent. 

The power plants, dams and other power projects funded by Chinese loans can narrow 

the gap of power supply in SSA region. 

 

Odarno (2020) indicated that the poor electricity access resulted in poor communication 

or interaction on the service sector. Data from World Bank shows that service accounts 

more than 48 percent of the GDP in SSA, poor electricity constrains the communication 

of the service, which will lower the efficiency of the economic activities or public services, 

since lack of reliable electricity will negatively affect the communication signals and in-

terrupt the public connection. 

 

Poor electricity access and logistic performance impede the modern industrial develop-

ment in SSA, the region should learn from China and the West to invest in the infrastruc-

ture (roads, railways, ports, airports, power plants etc.) to provide the foundation and in-

vestment environment for industrial development and the investors. Loans with Chinese 

characteristics happened to complement the needs of fund in SSA. But is it a real that 

Chinese loans can meet the needs of SSA? In the next section, the study will analyze the 

differences of Chinese loans and why it will meet the needs of SSA in terms of overcom-

ing the bottlenecks of SSA countries. 

 

5.2 Why China’s Loans Are Different? 

 

China’s returning to Africa has caused a controversial debate around the world. Some 

scholar argued that Chinese oversea lending in developing countries is also “the essence 

of colonialism” (Sanusi, 2013), however, this is not true. Chinese oversea lending is dif-

ferent from the West, the characteristics of Chinese oversea lending will be explained in 

this section. 

 

To begin with, the actual amount of Chinese oversea lending in SSA maybe lower than 

the number published by the media. Chinese president Xi announced that China will 

pledge $60 billion in aid and loan to Africa to support its development, the funds will be 

mainly allocated in the infrastructure sector (Fifield, 2018). However, it is questionable 

that whether this number will be implemented totally or not, since Brautigam and Hwang 

(2019) pointed out that some of the commitment of loans for projects has been made but 

without implement, so the actual number would be lower than the announced one. The 

accuse from the public that Chinese loans caused the heavy indebtedness of SSA is prob-

lematic. 

 

Secondly, Chinese loans are based on the principle of mutual benefits, and without con-

ditions. Chinese oversea lending is mainly executed by Eximbank and CDB, according 
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to the data from CARI, Chinese loans to SSA captured the same trend as to Africa, loans 

from China to SSA reached its peak in 2016, with the amount of $ 26.36 billion, and then 

dropped after that. Eyssen （2018）argued that Chinese oversea lending is “easy money”, 

since there is no condition attached, as long as the recipient countries recognize “One 

China” policy. Chinese oversea lending is based on the principal of mutual benefit, and it 

comes without any condition (Kjøllesdal and Welle-Strand, 2010). The origin of the prin-

cipal of Chinese oversea lending can be traced back to 1955 with the “Five Principles for 

Peaceful Coexistence”, proposed by Zhou Enlai (ibid). Chinese loans come without any 

condition, instead of the burdensome and ill-suited economic reforms, such as open the 

markets, cutting down the government subsidies, and privatization management (gga_ad, 

2017), China insists the “non-interference” policy in its oversea lending (Hanauer et al., 

2014; Aidoo and Hess, 2015) no matter the macroeconomic management or the domestic 

political issues of the recipient countries, which makes Chinese foreign loans different 

from the loans from World Bank and IMF.  

Thirdly, Chinese oversea financing is willing to invest in infrastructure, industry and ag-

riculture sectors, those are what western financing is unwilling to invest. (Ayodele and 

Sotola, 2014).  Chinese oversea lending is mainly in forms of export credits and loans for 

infrastructure, while loans from the west are mainly in the way of cash and materials 

transfer (Pham, BELLO and BARRY, 2018).  What is more, Chinese loan is faster and 

more flexible, according to Figure 3.8, more than 30% of Chinese loans in SSA are allo-

cated to transportation from 2000 to 2018, which are mainly used for developing the roads, 

railways and airport, with the 44 percent, 32 percent and 11 percent out of the total trans-

portation lending respectively.  While compared with World Bank, its oversea lending in 

Africa is mainly concentrated on the sectors of energy and extractive, and public admin-

istration, with the share of 19 percent and 24 percent out of the total financing in 2018. 

 

One final point, Chinese loan is along with longer repayment maturities and competitive 

interested rate. Brautigam (2009) pointed out that most of Chinese official loans come 

with the maturity of 12 to 15 years with a grace period of 2 to 5 year, what is more, the 

interest rates are also competitive. For instance, Eximbank, as the largest creditor in 

SSA, implemented the major overseas loans to SSA, it provided the loans with an average 

interest rate of 3.1 percent and an average maturity of 13 years in SSA (Foster, 2009). 

 

The loans from China happened to be the convenient and fastest financial sources for 

SSA, when most of them have difficulties to borrow from other multilateral financing 

institutes in term of efficiency and the possibility to obtain the loans (Eyssen, 2018). Chi-

nese generous and easy loans remain a controversial debate in the public, whether Chinese 

loans benefitted SSA countries catch the public attention. In the next section, the study 

will explore whether or not Chinese loans benefitted the economic growth in SSA. 

 

5.3 The “Dragon’s Fruits” 

 

Chinese loans are good or bad for SSA still remain controversial in the public, as Chinese 

rising engagement in SSA, Chinese financing activities in SSA draw a considerable pub-

lic attention in the recent decades. Some scholars hold a negative attitude towards Chinese 

foreign loans in developing countries (Horn, Reinhart and Trebesch, 2019; Horn, Reinhart 

and Trebesch, 2020; Wheatley and Cotterill, 2020; Isilow, 2018). They believed that Chi-

nese massive “hidden” loans will burden the indebtedness of the developing countries, 
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which will further inhibit the regional economic growth. Conversely, admirers argued 

that Chinese loans fill the gap between saving and investment (Quak, 2018; Angmortey 

and Tandoh-Offin, 2014; Senadza, Fiagbe and Quartey, 2017), Chinese lending can ease 

the pressure of capital shortage in the public investment, which provide the foundation 

for economic growth. In this section, the study will analyze why the economic growth of 

SSA countries benefitted from Chinese loans in terms of the trade, business, FDI, em-

ployment, technical transferring and efficiency. 

 

First of all, unlike the traditional lender from the west, Chinese loan to SSA countries is 

along with business and economic cooperation with SSA. As aid cannot bring economic 

development, but investment and trade do (EM, 2018; Glennie and Sumner, 2015), China 

Eximbank’s export buyer’s credits and strategic packages, the equity finance instruments 

(CAD Fund) and development finance loans from CDB are all related to Chinese overseas 

business (Bräutigam, 2011). According to the data from WITS, the exported goods and 

services from SSA countries to China increased dramatically from $1.6 billion in 2000 to 

$37.6 billion in 2018 and SSA’s export value in China reached its peak in 2012, with the 

amount of $60.48 billion (shown in Figure 5.2) and China’s export partner share in SSA 

captured an upward trend in the same period and surpassed the amount of US in 2009. 

Increased export volumes of SSA, further promote the foreign reserves of SSA countries. 

 

Figure 5.2 SSA Export Value and China’s Export Partner Share in SSA 

(2000-2018 $bn) 

 
Source: WITS 

 

Figure 5.2 also somehow reflects that because of the Tariff and quota-Free Entry for Af-

rican least developed countries, promised by Chinese former leader Wen Jiabao in 2003, 

African countries obtained the favorable conditions to export products to China. A list of 

190 products announced in 2005, which was extended to 440 commodities in 2006. By 

that time, Exports from SSA to China soared. China’s Minister of Commerce mentioned 

that the program had exempted $ 680 million in tariff to more than 30 countries. 

 

Secondly, SSA countries benefited from the dragon’s FDI.  Figure 5.3 illustrates that 

Chinese FDI flow to SSA countries shows an upward trend in general. China draws up 

various plans and incentives to encourage the companies to go overseas to seek the de-

velopment opportunities and international markets for their products and services. After 
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the Chinese former president Jiang Zemin put “go global” policy in the vital strategic 

position of the country in 2000. That is why Chinese FDI flow to SSA increased dramat-

ically between 2003 and 2008. While the global financial crisis in 2008 resulted in an 

unstable investment environment in SSA, which led to the decline of FDI from 2008 to 

2009. 

 

Figure 5.3 China-Africa FDI, Flow (2003-2019) 

 

 

 
Source: CARI 

 

Jeffrey Sachs, a top UN adviser believes that China will contribute to the reduction of 

poverty in Africa, he indicated in a report from the Embassy of PRC in South Africa 

(2006) that “China gives fewer lectures and more practical help.” China is using its own 

way to drive the economic growth in SSA.  China’s foreign investment in 2005 surpassed 

those of mining, and China is laying the industrial foundation in Africa (Brautigam ,2009) 

by various ways, for instance, economic zones and equity fund (China-Africa Develop-

ment Fund). The government pledged grants and tax rebates to encourage Chinese com-

panies invest overseas. The relocation of Chinese industrial companies also brings a huge 

opportunity for SSA countries. It is estimated that the transferring of 1 percent of Chinese 

cloth production to Africa will promote the production and export of clothing by 47 per-

cent and, “A 5 percent shift of Chinese export-related investments in the industry could 

translate into $5.4 billion in additional exports.” (Justin Lin in Altenburg, 2019). 

 

The economic zones will create jobs for the locals to do the productive activities. Ethiopia 

benefited from its previous industrial zones, now it attempts to build 30 more industrial 

zones by 2020, the industrial zones in Ethiopia had create more than 28,000 jobs so far 

(Altenburg, 2019). It is also reported that the economic zone in Chambishi employed 

about 4000 workers, in which around 80 percent are local workers (Brautigam, Farole 

and Xiaoyang, 2010).  Jayaram, Kassiri and Sun (2017) also wrote in a report from 

Mckinsey that the 80 percent employees of those Chinese firms are African, scaling up 

to around 300000 jobs for Africans.  In addition, two third of Chinese employers provides 

training to their workers(ibid), which sometimes could be considered as technical transfer. 

The transportation projects also provide job opportunities for local workers, for instance, 

it is estimated that more than 3000 jobs will be provided by Addis Ababa-Djibouti Rail-

way (China Daily, 2018). 

 

In the 7th Forum on China-Africa Cooperation (FOCAC), training has been mentioned 

more than 40 times, it indicates that the knowledge and skills are in adequate in the 
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continent for its industrialization. Chinese loans may not directly bring tech transferring, 

while the FDI along with loans does. And from the database of CARI, we found that the 

communication projects funded by Chinese loans in SSA implemented by some private 

companies, such as Huawei and ZTE. Those private companies transfer the technological 

knowledge and skills when they got the subsidiaries overseas, since they need to train the 

local workers. Take Huawei as an example, Tugendhat (2020) studied that Huawei suc-

ceeds in Africa by training and knowledge transfers to Kenya and Nigeria. The report 

(ibid) noted that Huawei trained more people than its competitors in the early 2000, the 

report pointed out that Huawei invest heavily in training and trained many young engi-

neers to meet its growth. It is estimated that Huawei trained around 1000 people in 2017, 

some of the Kenyan lecturers were send to China to train for months about the new tech-

nologies. What is more, only Huawei has 8 training centers in Africa (seen in Table 5.1). 

 

Table 5.1 Huawei’s Training Centers in Africa 

 

City Country Established 

Year 

Abuja Nigeria 2004 

Cairo Egypt 2005 

Tunis Tunisia 2006 

Nairobi Kenya 2008 and 2017 

Johannesburg South Africa 2008 

Luanda Angola 2008 

Kinshasa DRC 2012 

Rabat Morocco 2012 
                       Source: Tugendhat (2020), Table 5. 

 

Chinese government promised to pledge provide Africa with “50,000 government 
scholarships and 50,000 training opportunities for seminars and workshops”, as well 

as inviting 2000 students to join the exchange program in China (Nakkazi, 2018).  

 

Loans and investments in transportation improved the reliability and efficiency of the 

logistic in the region. An existing example is the Addis Ababa-Djibouti Railway, it re-

duces the transporting time from 7 days by road to 10 hours by train (China-Africa Trade 

Research Center, 2020), and the cost of goods transporting has been reduced 30 percent 

(China Daily, 2018). 

 

5.4 Concluding Remarks 

 

Plenty of research have been done to estimate whether Chinese oversea lending truly ben-

efits for Sub-Saharan African countries’ economic growth or not. To answer this question, 

this chapter analyzed the obstacles of the economic growth of SSA in the first section. 

The poor logistic performance and electricity access in SSA inhibit the development of 

modern economy.  

 

The second section studied the differences of Chinese oversea lending. China’s loan to 

SSA region is always overestimated due to its opacity. Data from CARI shows that most 

of the loans are distributed to the infrastructure (30.9 percent for transportation and 25.87 

percent for power). This is what SSA countries are thirsty to, in order to promote the local 

economy. The improvement of transportation and power access increased the efficiency 
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of productivity and, lowered the cost of the products as well.  China’s overseas financing 

come with no conditions and based on the mutual principle.  Evidence shows that China’s 

loan comes with a longer repayment maturities and competitive interested rate. 

 

The third section analyzed that whether or not the growth of SSA countries benefited 

from Chinese loans. Data and cases showed that China loans and the cooperation along 

with loans did benefit SSA’s economic growth. China’s overseas lending promote the 

export volume of SSA countries and the FDI from China also increased the regional 

growth. Loans and FDI from China not only brought the Tech (knowledge) transfers, 

which is beneficial for the development of the modern industry in the region, but also 

create more jobs for the locals. The last point is the investment in transportation in the 

region reduce the logistic cost dramatically. 
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Chapter 6 Conclusion 

The previous chapter demonstrated the loans from China to SSA is beneficial for the SSA 

countries to promote its economic growth. This chapter is going to draw a conclusion of 

the study. 

 

The focus of this paper is Chinese overseas lending in SSA countries, the study explored 

that whether Chinese financing in SSA is a trap or it is a way for SSA countries to spur 

its economic. It has been noted in the introduction that due to the opaqueness of the Chi-

nese overseas loans, the attitudes towards it are various. This paper extracted various of 

data sources from multiple data bases, and applied secondary data analysis, descriptive 

statistic along with case study to demonstrate the research questions. 

 

One of the findings of this study is that unlike most of the views from the commentators, 

China’s loan is not a “debt trap”. First of all, only five countries are facing debt crisis in 

SSA, the rest of SSA countries are not, what is more, China lending in SSA countries 

accounts only 20 to 24 percent of the total external, most of the external debt stocks in 

SSA are euro-based bonds from the financial market. Secondly, China is not luring the 

developing countries by unaffordable loans, Chinese creditors are more cautious about 

the risk of lending in developing countries. Thirdly, rarely evidence shows that China’s 

overseas lending is aiming to seize the assets from the borrowing countries, commentors 

use Hambantota port to claim that China’s real purpose is seizing the assets from the 

recipient countries when they are default. However, this example is problematic. First of 

all, the construction of the port was not proposed by Chinese government. Secondly, lack 

of port management skills and networks led to the deficit of the port.  

 

Rather to say Chinese financing in SSA is a trap, it is better to address that China is using 

its own experience learned from the engagement with Japan in last century. Chinese loans 

are mainly allocated to the infrastructure in SSA, unlike the Western or multilateral cred-

itors, Chinese loans come without interference conditions.  Loans from China to SSA 

based on the mutual principle with longer maturities and competitive interest rates. All 

those characteristics complement the demands of SSA countries. 

 

Chinese overseas financing in SSA is not a debt trap, instead it brings the opportunity and 

economic benefits to the region. The loans fill the gap between the domestic saving and 

public investments. Chinese lending comes with business cooperation and FDI, which 

will promote the regional export and FDI from China boost the local economic growth, 

further, FDI attracts the investments, which will bring companies and jobs. The foreign 

companies and Chinese foreign lending bring the knowledge and skill transfers, which 

will beneficial for the preparation of future modern industry.  
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