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What can the situation in Sri Lanka tell us about 
China’s “Belt and Road” Initiative (BRI)? During 
Sri Lanka’s ongoing economic crisis, China 

initially seemed to take a step back, leaving everyone to 
wonder whether the Chinese Communist Party (CCP) would 
agree to restructure its debt in Sri Lanka. If Beijing agreed 
to help its “friend in need”, what would this entail for other 
BRI countries seeking to restructure their debt in response 
to the COVID-19 pandemic? This article gives an overview of 
some of the trends currently affecting the BRI, and relates 
them to the challenges China faces on both the national and 
international level. In so doing, it addresses perceptions 
of China’s “responsibility” in Sri Lanka’s current situation, 
including the question of Chinese “debt-trap diplomacy”, and 
sheds light on some of the potential roadblocks for the future 
of Chinese BRI investments.

Key Takeaways
• China seems to have come to Sri Lanka’s aid by entering 

talks to restructure the country’s debt. 

• CCP continues to portray a willingness to adapt to both 
internal and external circumstances in its promotion of 
the BRI

• China’s overall willingness to lend to fragile economies 
continues to serve its political goals and the pursuit of its 
strategic interests. 
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DEVELOPMENT, DEBT, AND DISTRESS: 
Examining challenges to China’s Belt and Road Initiative 

through an analysis of Sri Lanka’s debt crisis

What can the situation in Sri Lanka 
tell us about China’s “Belt and Road” 
Initiative (BRI)? During Sri Lanka’s 

ongoing economic crisis, China initially seemed 
to take a step back, leaving everyone to wonder 
whether the Chinese Communist Party (CCP) 
would agree to restructure its debt in Sri Lanka. 
If Beijing agreed to help its “friend in need”, 
what would this entail for other BRI countries 
seeking to restructure their debt in response 
to the COVID-19 pandemic? In late June 2022, 
they got their answer when China joined debt 
restructuring talks in Sri Lanka as part of an 
expansive creditor group, completing the first 
step before the International Monetary Fund 
(IMF) agreed to provide relief to the country. 

However, this is not the first time that China 
has agreed to restructure BRI debts; in recent 
months, both Pakistan and Zambia have received 
similar promises from China, and discussions 
with creditor groups are now underway in 
both countries. Still, what this development 
will mean for other BRI countries seeking to 
address their debt remains unclear, as does the 
implications this entails for the future of China’s 
“flagship foreign policy project”. To explore this, 
this article analyzes Sri Lanka’s current debt 
crisis, offers an overview of some of the trends 
currently affecting the BRI, and relates them to 
the challenges China faces on both the national 
and international level. In so doing, it addresses 
perceptions of China’s “responsibility” in Sri 
Lanka’s current situation, including the question 
of Chinese “debt-trap diplomacy”, and sheds 
light on some of the potential roadblocks for the 
future of Chinese BRI investments.

Sri Lanka’s 
economic and 
political déroute
To understand Sri Lanka’s predicament, an 
overview of the current crisis1 is in order. In May 
2022, Sri Lanka’s government defaulted on a $78 
million foreign debt interest payment.2 Aside 
from the US $51 billion owed by Sri Lanka to 
foreign creditors, the country’s foreign reserves 
had dwindled, and the government was in urgent 
need of approximately $75 million to secure 
essential imports. The situation has resulted in 
ongoing shortages of food, fuel, medicine, and 
electricity (leading to widespread, daily power 
cuts), and the general inflation rate is nearing 
60%.3  

While the Sri Lankan government continued 
to blame the travel ban imposed during the 
COVID-19 pandemic, which seriously impacted 
the country’s tourism industry, analysts held that 
the fault lay with the government’s economic 
mismanagement, which emphasized importing 
goods for the domestic market rather than 
promoting exports.4 Central government figures, 
such as former President Gotabaya Rajapaksa 
and his older brother, former Prime Minister 
(PM) Mahinda Rajapaksa, have been criticized 
as well. The Rajapaksas introduced large tax cuts 
in 2019, resulting in a substantial loss of revenue 
for the government. In 2021, the government 
attempted to limit the outflow of foreign currency 
and to rebrand Sri Lanka as an “organic and 
sustainable” provider of agricultural products 
by banning chemical fertilizer imports,5  leading 
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to widespread crop failure. This resulted in 
a need for additional imports of food from 
abroad, as well as dwindling tea and rubber 
exports. Notably, external factors, such as the 
soaring US dollar, have further compounded 
Sri Lanka’s debt crisis: Since the majority of 
Sri Lanka’s debt is in US dollars, the amount of 
local currency needed to service this debt has 
become unsustainable.6 

As a result of the deteriorating situation, public 
outrage among Sri Lanka’s 22 million people 
has been growing since January. Protests 
began in March, and escalated on April 9, 2022, 
when protestors took to the streets calling for 
Gotabaya Rajapaksa’s resignation, blocking the 
gate to the Presidential Secretariat. The area is 
now known as “Gota Go Gama” (Gotabaya Go 
Village). Since then, peaceful protests have 
been taking place daily. However, government 
supporters attacked the protesters on May 9,7  
with no intervention from the Secretariat or 
police forces, leading to calls by international 
human rights groups for the government to 
address its human rights violations.8 Former PM 
Rajapaksa resigned on May 12 because of the 
escalating protests,9 and Ranil Wickremesinghe 
was appointed PM once again – for the sixth 
time. 

In June 2022, Wickremesinghe announced 
that Sri Lanka’s economy had “completely 
collapsed”.10 As a result, Sri Lanka is now facing 
its worst crisis since it became independent 
from Britain in 1948, and the country is fast 
approaching bankruptcy, underlining its 
growing fragility.11 On July 9, 2022, thousands 
of protestors stormed Gotabaya Rajapaksa’s 
private residence; as a result, he agreed to 
step down on July 13. On the morning of 
July 13, Gotabaya fled to Singapore by way 
of the Maldives along with his wife and a 
small security detachment, and on July 14, 
he formally resigned. Wickremesinghe was 
appointed acting president in Gotabaya’s 

absence, but after protestors swarmed 
Wickremesinghe’s residence calling for his 
resignation, a state of emergency was declared. 
On July 21, Wickremesinghe was formally 
elected President, and on July 22, Dinesh 
Gunawardena - who is the former Foreign 
Minister and Minister of Education, as well as 
Home Minister since April 2022, in addition 
to being Mahinda Rajapaksa’s old ally and 
Wickremesinghe’s old schoolmate - was elected 
PM, refueling protests. Under the current state 
of emergency, security forces continue to carry 
out heavy-handed arrests and clearings of 
protest camps, which has led to international 
condemnation of the government by human 
rights groups and individual states, such as the 
US. Naturally, questions persist on the role that 
the new Sri Lankan government, spearheaded 
by Wickremesinghe and Gunawardena, will 
play in China’s future investments in the 
country. While it is still early days, it should 
be noted that Wickremesinghe is no stranger 
to cooperating with the CCP, and that he 
has already entered new talks with China to 
save the country’s economy. Similarly, PM 
Gunawardena is a long-time Rajapaksa ally, 
who has worked with the CCP in the past and 
considers the country the “closest friend” of Sri 
Lanka.12  

It is under this tense situation that Sri Lanka 
seeks to secure aid from the IMF and the World 
Bank and is likely to seek assistance from the 
QUAD (US, Japan, India, and Australia) as well. 
However, the country has primarily called on 
its “historic allies” Japan, India, and China – 
recently, the three countries were invited to 
attend a donor conference with a stated aim of 
acquiring more foreign assistance to address 
the ongoing crisis.13 For its part, Japan has been 
negotiating with Sri Lanka on a US $2-3.5 billion 
relief package, and there have been talks of 
further bridging finance assistance from Tokyo 
as well.14 Aside from providing Sri Lanka with 
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fertilizer and fuel shipments, India has already 
promised the government US $1.9 billion in 
loans, with an additional US $1.5 billion for 
imports. However, international attention has 
been largely focused on what China would do 
to help its ally, due not least to perceptions that 
China’s economic stake in Sri Lanka is much 
higher than those of other countries. But is this 
really the case?

China’s influence in Sri Lanka
Official relations between China and Sri Lanka 
were established in 1957, but the two countries 
share a long history of political, cultural, and 
trade relations. China cemented its standing 
with the Sri Lankan government by supporting 
the fight against the Liberation Tigers of Tamil 
Eelam (LTTE) during the civil war (1983-
2009).15  As such, China and Sri Lanka are 
“time-honored” friends, but it is particularly 
since the inception of the BRI in 2013 that 
Chinese investments and engagement in Sri 
Lanka have increased dramatically, much like 
other countries in South Asia.16  BRI projects, 
such as the Hambantota International Port 
(HIP) project, as well as the new projects 
associated with the Colombo Port City (CPC), 
with estimated investments of US $1.4 billion, 
illustrate China’s economic influence in the 
country. With great investments have come 
great responsibilities, and China’s political 
clout in Sri Lanka has grown considerably 
alongside its economic power. Throughout the 
years, Beijing has lobbied hard to secure its 
cordial relations with – and continued political 
support from – the influential Rajapaksa family. 
In this way, the downfall of the Rajapaksas 
from power – and the ensuing changing power 
dynamics in the country - entails potential 
challenges for China’s strategic pursuits. At 
the time of writing this article, however, there 
are no immediate indications that the Sino-Sri 
Lankan relationship is about to change.

Often when the BRI’s implementation in Sri 
Lanka is mentioned, the first thing that springs 
to mind is China’s alleged 2017 debt swap 
takeover of the Hambantota Port, which critics 
argue took place when Sri Lanka failed to repay 
its debt on time.17  The story goes that after China 
structured a lease agreement of the port for 99 
years, the major SOE China Merchants Port 
(CMPort) was able to acquire a 70% stake in a 
joint venture with the Sri Lanka Ports Authority 
(SLPA) through a $584 million debt-to-equity 
deal. This led to international scrutiny of the 
project, as well as critics dubbing the takeover 
“debt-trap diplomacy”, a concept which has 
largely been refuted by scholars, though for 
different reasons.18 Similarly, the case of HIP as 
an example of a Chinese takeover of strategic 
sovereign assets has been largely disproved.19 
Sri Lanka entered a balance-of-payments crisis 
before the port’s construction was completed, 
but when the lease of the port was being 
negotiated, by the end of 2016, only 4% of the 
Sri Lankan government’s total external debt 
was tied to HIP, and the debt to the Chinese 
government and China Eximbank was only 
9.2% of Sri Lanka’s total outstanding foreign 
debt.20

Even so, there is no question that China has been 
investing heavily in Sri Lanka since the end of 
the civil war; in 2020, the IMF placed Sri Lanka’s 
foreign debt at US $38.6 billion, i.e., 47.6% of 
the central government’s total debt.  China 
and Japan came in at 10% each as the leading 
bilateral lenders after the primary foreign 
creditors, international sovereign bondholders, 
and the Asian Development Bank (ADB). Still, it 
should be noted that Chinese loans often come 
at a higher cost, averaging 3.3% interest rates 
versus 0.7% for Japanese ones, and that their 
maturity period, which averages at 18 years, are 
shorter than both India’s (24 years) and Japan’s 
(34 years). Currently, US $11 billion have been 
spent by Chinese lenders on BRI projects in the 
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country21 - many of these were constructed in 
Gotabaya Rajapaksa’s hometown. So, what does 
this mean for Sri Lanka’s debt crisis?

Debt restructuring 
As one of the main bilateral creditors, China 
quickly assured Sri Lanka of its continued 
support in tackling the crisis.22 However, when 
the Sri Lankan government asked Beijing to 
restructure its debt in January, China initially 
seemed to step back.23 While China provided 
emergency grants worth $76 million to Sri 
Lanka, and offered a US $1.5 billion credit 
facility to secure vital imports, as well as a US 
$1 billion loan facility to pay off existing debt,24 
the issue of restructuring the country’s debt 
presented China with 
a dilemma due to Sri 
Lanka’s involvement of 
the IMF. Beijing first 
promised to “play a 
positive role” in talks 
with the IMF on debt 
restructuring issues, 
but then refrained 
from entering talks 
altogether. When asked 
about the topic of Sri Lanka’s cooperation 
with the IMF, Chinese ambassador to Sri 
Lanka, Qi Zhenhong, dryly remarked that the 
negotiations would “interfere with Beijing’s 
loan offer”. Subsequently, due to China’s 
concern that the IMF would force delays in 
repayment,25 Sri Lanka was unable to utilize 
the US $1.5 billion credit line extended from 
Beijing. China’s reluctance to engage with the 
debt restructuring talks, in turn, quickly led to 
perceptions   that China was being “distant” in 
comparison to India, and renewed speculation 
on China’s intentions with the BRI and potential 
“debt-trap diplomacy”. It also sparked concerns 
over whether China was holding off on debt 
restructuring talks because it did not want to 

set a precedent for such restructuring in the 
initiative’s future implementation.26 

But then, in late June, China entered debt 
restructuring talks27 as part of Sri Lanka’s 
complex creditor group,28 marking the 
completion of the first step before the IMF 
would provide relief. Shortly afterwards, on 
June 30, the IMF concluded its 10-day visit to 
Sri Lanka, noting that “significant progress” 
to the country’s economic reform program 
had been made, which raised hopes that a 
financial support package may be underway.29 
Equally worthy of note, the IMF stated that any 
agreement with Sri Lanka would have to be 
contingent on “independence [from the Central 
Bank], strong   anti-corruption measures and 

promotion of the 
rule of law” to avoid 
further economic 
m i s m a n a g e m e n t 
and “uncontrollable 
debt”.30 Still, the 
process could still 
take months to 
complete,31  leaving 
the Sri Lankan 
government and 

people to fend for themselves in the meantime. 
This leaves China, along with other Sri Lankan 
strategic partners, in a precarious waiting 
position.

It is important to emphasize, however, that this 
is not the first time that China has agreed to 
restructure debt. In March 2022, China agreed 
to reschedule US $4.2 billion of Pakistan’s debt 
repayment32 as part of several China-Pakistan 
Economic Corridor (CPEC) energy projects; 
US $2 billion were rolled over.33 Then, on June 
24, China announced that it would provide US 
$2.3 billion in new loans to help roll over US $2 
billion from previous loans given to Pakistan’s 
central bank.34 Likewise, in late April, China 
entered debt restructuring talks as part of a 

In June 2022, Wickre-
mesinghe announced that 
Sri Lanka’s economy had 
“completely collapsed””“

4

ThinkChina Analysis

https://www.thinkchina.ku.dk/
https://www.thinkchina.ku.dk/
https://www.thinkchina.ku.dk/insights/thinkchina-analysis/


dvelopment, debt and distress

creditor group in Zambia, which owes around 
30% of its total debt to China.35 However, like 
in Sri Lanka, the process in both countries 
will likely be slow and arduous due to issues 
of internal coordination between the different 
lending bodies, whose terms are diverse and 
interests varied.36  

While the Sri Lankan, Pakistani and Zambian 
examples are set to carry implications for 
China’s future willingness in participating in 
debt restructuring processes, as well as how it 
handles them,37 it is not certain that they should 
be viewed as signs that China is changing its 
overarching BRI loan and investment strategy. 
They should, however, be seen as part of 
larger trends which have impacted the CCP’s 
overarching policy priorities, China’s economic 
situation, as well as the rest of the world: The 
COVID-19 pandemic, Russia’s invasion of 
Ukraine, and the growing geopolitical rivalry 
between China and the West.

China’s challenges
The pandemic
That the pandemic has changed the world in 
a multitude of ways cannot be disputed. For 
developing countries that already faced debt 
sustainability issues before the pandemic, 
things have only gotten worse. China, for its 
part, is currently facing several interrelated 
internal and external challenges due to the 
onset of the pandemic; many of these relate 
to its economic and political clout in the 
international system. 

The pandemic has impacted China’s internal 
situation; the CCP’s biggest roadblock remains 
the country’s zero-COVID policy, which has 
resulted in harsh lockdowns in major cities 
such as Beijing and Shanghai.38  This has, in 
turn, resulted in an economic downturn as 
well as a marked mental toll on the population. 
China is nearing recession, and mass-testing 
drives increasingly force local governments 

to divert funds from priorities such as poverty 
alleviation and infrastructure.39 Moreover, this 
policy may complicate China’s contributions to 
future global trade and investment regimes,40  
and it remains unclear whether the CCP’s 
strategy will change after the 20th National 
Congress in November 2022, a pivotal point for 
President Xi Jinping to reassert his power.41  

On the international level, particularly after 
the onset of the COVID-19 pandemic, analyses 
have been made on China’s role in managing 
increasing debt burdens inflicted by the 
pandemic,42 as well as increasing speculation 
that the BRI itself is “grinding to a halt”.43 Here, 
it should be noted that aside from a drop in 
Chinese overseas financing, which began 
before the pandemic, many BRI activities 
that are not related to hard infrastructure 
continue at the same pace, or with even higher 
frequency. These activities relate to other 
dimensions of the overarching BRI strategy, 
such as statements showing support for the 
initiative, sectoral cooperation agreements, the 
opening or improvement of logistics channels, 
trade and taxation agreements, the promotion 
of “people-to-people bonds” though cultural 
events, exchange agreements, scholarships, 
humanitarian assistance, and so on.44  However, 
as a result of the pandemic, state support 
for infrastructure projects has been largely 
reserved for infrastructure projects at home.45  
At the same time, other parts of the initiative 
such as the Digital Silk Road (DSR), the Green 
Silk Road (GSR), and the Health Silk Road 
(HSR) have flourished.46  The HSR, with its 
emphasis on so-called “mask diplomacy” and 
on controlling China’s coronavirus narrative, 
has been a pivotal diplomatic asset for the CCP 
during the pandemic.47 However, aside from 
the challenges associated with the COVID-19 
pandemic, Beijing is also facing increasing 
political pressure in the international arena, 
which further complicates the CCP’s approach.
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Sino-Russian friendship in a time of 
great power rivalries
Russia’s invasion of Ukraine has placed China 
in a diplomatic dilemma: While at first Beijing 
attempted to walk the diplomatic tightrope in 
showing no direct support for partner Russia,48 
recent events have underlined the difficulty of 
keeping to this approach. On June 16, 2022, Xi 
expressed support for Moscow on matters of 
“sovereignty and security” when he called Putin 
to wish him a happy birthday.49 Similarly, at the 
14th (virtual) BRICS summit on June 23, 2022, 
China once again refrained from condemning 
Russia’s invasion, along with fellow BRICS 
members India and South Africa.50 China’s 
refusal to condemn Russia’s actions has further 
strained relations between Beijing and the 
US, along with its allies. Recently, Chinese 
investments in Russia have ceased, and Beijing 
seems to have taken an active step towards 
avoiding sanctions.51 

At the same time, Xi has made no attempt to 
hide his ambition of positioning the BRICS 
against the US-led liberal order, the revival 
of NATO, and the increase in Indo-Pacific 
mechanisms. Further, he has opened up 
discussions on the potential future expansion 
of BRICS through the inclusion of BRICS Plus 
countries to “increase the representativeness 
and influence” of the group.52 Indeed, China 
and Russia are increasingly lobbying to bring 
in both Saudi Arabia and Iran into BRICS, as 
well as the Shanghai Cooperation Organization 
(SCO).53 India is likely to oppose this move, 
however, due to fears of increased Chinese 
influence,54  and differences of opinion exist 
on other cooperation areas as well. This is 
reflected in the (rather vague) joint declaration 
issued after the summit.55  

Naturally, China’s (re)balancing act has had 
repercussions on the international stage. On 
June 26, 2022, the “Build Back Better World” 

(B3W) initiative proposed by the G7 countries 
last year as a direct response56 to China’s 
BRI was rebranded (or refocused) as the 
“Partnership for Global Infrastructure and 
Investments” (PGII), and a list of initial projects 
was revealed as well.57 While plans for the PGII 
remain rather vague, and its reception mixed,58 
the arrival of the PGII may still force China to 
raise the quality of its own investments.59 The 
line is being clearly drawn against China in 
other spheres as well. On June 24, 2022, a new 
“inclusive, informal mechanism” set to support 
the Pacific Islands region, termed “Partners 
in the Blue Pacific” (PBP), was created by the 
US, Japan, Australia, New Zealand, and the 
UK.60 The PBP will supplement the existing 
AUKUS (US, UK, and Australia) and QUAD (US, 
Japan, India, and Australia) frameworks, and 
thus marks another step towards containing 
China’s influence in the Indo-Pacific.61 China 
is already pushing back against this, however. 
Most recently, the country attempted to set 
up meetings with Pacific foreign ministers 
during the Pacific Island Forum (PIF), much 
to the disapproval of the US and Australia.62 
This follows Chinese FM Wang Yi’s recent 10-
day tour of the Pacific Islands,63 in which he 
advocated for greater BRI cooperation between 
China and the Pacific Island nations, as well as 
the security pact between the Solomon Islands 
and China that was signed in April. 

On June 29, NATO leaders released a strategic 
concept report noting that China is a “systemic 
challenge to Euro-Atlantic security”. In 
addition, the report recounted the dangers 
of the deepening strategic partnership 
between China and Russia and their “mutually 
reinforcing attempts to undercut the rules-
based international order” that contradict 
NATO values and interests.64 This follows the 
recent speech by US Secretary of State Antony 
Blinken, which outlined a similar stance in 
the US administration’s approach to China,65 

6

ThinkChina Analysis

https://www.thinkchina.ku.dk/
https://www.thinkchina.ku.dk/
https://www.thinkchina.ku.dk/insights/thinkchina-analysis/


dvelopment, debt and distress

as well as a lengthy rebuttal by the Chinese 
Foreign Ministry.66 China thus faces increased 
geopolitical tensions and scrutiny, adding to 
the CCP’s debt-related headache.

In this way, China’s current conundrum in 
Sri Lanka, as well as Pakistan and Zambia, 
illustrates another important trend in the BRI’s 
implementation, one that has become even 
more prevalent with the onset of the pandemic: 
The difficulties China faces in implementing the 
initiative in countries with fragile investment 
regimes, the international attention paid to 
Chinese loans, and changing perceptions of 
China’s global image.

The dangers of fragile investment 
regimes 
China lends with much less stringent terms than 
other, particularly Western, countries.67 The 
CCP also partners with developing countries 
which Western lenders, like the World Bank, 
have been cautious to approach due to the 
risks associated with development projects and 
increased debt levels.68 Here, the Fragile State 
Index (FSI) is a useful tool.69 The index ranks 
countries from lowest (0 points) to highest (120 
points) degree of fragility – the higher the value, 
the more “fragile” the country. While Sri Lanka 
has seen significant improvements since 2009 

and the end of the civil war, the country’s score 
of 80.5 points in 2021 means that its fragility 
is considered well above average. China’s 2021 
score, in comparison, was 68.9 points. While 
the scores from 2022 will not be released 
until next year, we may assume that given the 
current situation, Sri Lanka’s points have likely 
climbed.

To illustrate some of the difficulties China 
faces in fragile BRI host countries, the case of 
Pakistan (90.5 points on the FSI), where the port 
of Gwadar remains a central part of the CPEC, 
is worth examining. In Gwadar, China has 
faced myriad obstacles related to the initiative’s 
implementation and governance.70 Examples 
include weak and fragmented governance 
structures, resulting in an overlapping of actors 
and government mechanisms; security and 
environmental concerns; and socio-economic 
challenges. Similarly, difficulties related to host 
country government corruption or inefficiency 
may lead to substantial delays and funds being 
squandered,71 which in turn complicates the 
BRI’s implementation as well as the development 
of key projects. For one, while China has 
managed to create new implementation 
mechanisms and steering groups to pave the 
way for the BRI’s implementation in Pakistan, 
in cooperation with the local government 
and other authorities, resulting in some 
economic growth, Gwadar’s international port 
ranking remains low. Moreover, the promised 
economic benefits for the local population 
have yet to materialize, which has led to 
increased attacks against Chinese citizens in 
Gwadar, and, in turn, to the introduction of 
security checkpoints throughout the city.72 
This has contributed to protests against China’s 
influence and presence in the country,73 which 
have already impacted Pakistan’s government 
and China’s pursuits, contributing to questions 
on the future implementation of the initiative. 

The difficulties China 
faces in implementing the 
initiative in countries with 
fragile investment regimes, 
the international attention 
paid to Chinese loans, and 
changing perceptions of 
China’s global image“ ”
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The fragility has also resulted in investment 
difficulties, such as the untimely termination 
of bilateral contracts.

This is also the case in Sri Lanka: In 2021, a 
tripartite Memorandum of Cooperation (MoC) 
on the East Container Terminal (ECT) project 
in Colombo Port, which had been signed in 
2019 between Sri Lanka, Japan, and India, 
was unilaterally reneged by the government. 
The reason for this was allegedly because of 
public protests over the selling of sovereign 
state assets to foreign powers, and in the end, 
the government proposed that State-Owned Sri 
Lanka Ports Authority (SLPA) should operate 
the ECT in sole ownership. However, it was 
not long before another one of China’s SOEs, 
China Harbour Engineering Company (CHEC), 
a subsidiary of major China Communications 
Construction Company (CCCC), was able to take 
over the deal to develop the ECT instead, much 
to India and Japan’s disappointment.74 Many 
other obstacles to Chinese investments persist 
in countries with similar debt sustainability 
issues as Pakistan and Sri Lanka, and for 
many of these countries, the question of debt 
restructuring is crucial. The pandemic has only 
exacerbated these issues.

It should be noted, however, that while China’s 
willingness to lend to developing countries, 
especially those that are considered particularly 
fragile, has led to various obstacles to the BRI’s 
implementation, as well as intense international 
scrutiny and condemnation of Chinese lending 
practices, it has also brought significant gains 
to China’s image in the Global South. China 
places great emphasis on portraying itself as a 
level-headed partner which emphasizes South-
South Cooperation (SSC) and does not impose 
strict conditionalities or interfere with the host 
country’s internal situation.75 In this way, even 
if some analysts question whether countries 
like Sri Lanka would eschew Chinese loans 

in the future, favoring instead to obtain them 
from more “stringent” lenders, such as the US, 
this currently seems doubtful. First, Sri Lanka 
follows an official policy of non-alignment, 
and the country retains an overt emphasis on 
balancing relations and securing concurrent 
loans from different partners without “band 
wagoning”76 – though critics suggest that the 
government is already band wagoning with 
China.77 Moreover, the US, as well as other Sri 
Lankan partners such as India and Japan, face 
various bilateral obstacles. 

For one, while Sri Lanka and India remain 
steadfast strategic partners, the issue of 
the Tamil population remains, and Indian 
investments are often viewed as less desirable 
than China’s due to their size and terms on Tamil 
rights.78 Sri Lanka faces a similar problem when 
it comes to its relations with the US, which has 
increasingly pushed the country to address 
its human rights issues related to the Tamil 
and Muslim populations, the government’s 
crackdown on freedom of speech, and so on.79 
Finally, Sri Lanka and Japan enjoy a “deeply 
embedded friendship”,80 and while bilateral 
relations are generally stable, Japan is generally 
not considered to have the economic resources 
to match China’s influence in the country.81 
Moreover, Japan’s proximity to the West vis-
à-vis China, as well as its adherence to the 
overarching liberal world order, may lead to 
other complexities in their cooperation. In this 
way, Chinese loans and investments remain 
favored by countries like Sri Lanka due to the 
CCP’s pragmatic approach to investments as 
well as human rights issues.82 As such, despite 
the difficulties, China’s overall willingness to 
lend to fragile economies continues to serve 
its political goals and the pursuit of its strategic 
interests. Still, with the current global economic 
downturn and challenges to the CCP’s power, 

could there be changes to this in the future?
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The future of BRI investments?
The pandemic and the country’s strict zero-
COVID policy has muddled matters for China, 
both within and without the country’s borders, 
as has Xi’s reluctance to break ties with Putin, 
along with the West’s renewed focus on 
containing China’s influence in the Indo-Pacific. 
The CCP, in other words, faces significant 
constraints to its strategic pursuits, including its 
promotion of the BRI. In recent years, the CCP 
has increasingly attempted to position itself as 
a benevolent and dependable ally to developing 
countries, but the economies of developing 
countries such as Sri Lanka, Pakistan and 
Zambia that were already struggling to repay 
BRI loans before the pandemic have been 
hit hard. This will potentially result in more 
calls on BRI debt restructuring, complicating 
Beijing’s approach.83  

Given China’s current domestic and 
international challenges, the CCP will have to 
be careful not to overstretch itself, both in terms 
of BRI pursuits and debt restructurings. Many 
BRI host countries cannot afford to discontinue 
their projects or to stop cooperating with China, 
but Chinese reluctance to restructure more 
debts could still harm the confidence in future 
collaborations with China. It could be seen as 
a sign that China “leaves its friends hanging” 
when they most need help, which is certainly 
the case in Sri Lanka, a country that has gone 
to bat for China on the international stage 
despite heavy criticism and that would likely 
have expected more84 from its “all-weather 
friend”. It could also refuel rumors of Chinese 
“debt-trap diplomacy” – something the CCP has 
vehemently refused.85  Conversely, if China does 
agree to enter talks on debt restructuring issues 
in more countries, continuing the trend from Sri 
Lanka, Pakistan, and Zambia, this could set off 
a tidal wave of calls by BRI countries in similarly 
dire straits. In this way, China’s challenges, 
coupled with China’s reluctance to step into the 

“messy domestic political situations”86 of other 
countries, could lead to some recalibration of 
the BRI lending framework, with an emphasis 
on ensuring that China does not have too much 
debt tied to countries that cannot afford to pay 
it back. How exactly this will play out remains 
to be seen.

However, while China’s current situation 
requires Beijing to scale back overseas 
investments and loans, and while Chinese 
spending on BRI projects has been scaled 
back in the first six months of 2022,87 once the 
national economy has been rejuvenated and 
stabilized, China will likely return to the BRI in 
force, though it is uncertain whether the levels 
of investment and spending in infrastructure 
projects will return to those of pre-COVID 
times. Similarly, while some BRI projects 
are cancelled or renegotiated, China will 
continue attempts to retain as many ventures 
as possible88 - Beijing simply has too much 
invested, both in economic and political terms, 
to halt the initiative’s progress completely. At 
the same time, Beijing will likely stick to its 
preference for negotiating behind-the-scenes 
to reach agreements that are considered at 
least somewhat favorable to both parts. This 
points to another important factor which must 
be considered when analyzing the BRI: Host 
country agency. China cooperates closely with 
BRI host countries to secure the initiative’s 
longevity and dissemination. Therefore, host 
country agency, along with their motivations and 
interests in working with China and seeking out 
Chinese investments should be considered. BRI 
countries make complicated, but sophisticated 
choices in their dealings with China, and while 
China’s influence and position ensures that the 
CCP is always at the head of the negotiation 
table, the role of each BRI country in setting 
terms and negotiating project scopes cannot be 
ignored. In this way, it will be interesting to see 
what the new Sri Lankan government decides 
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to make of the country’s BRI projects - though 
it is currently doubtful that the overarching 
strategy of securing as many Chinese loans and 
investments as possible will change.

Conclusion
As this article has shown, China seems to 
have come to Sri Lanka’s aid by entering talks 
to restructure the country’s debt. While this 
presents questions on future debt restructuring 
calls by other BRI countries, it also points to 
larger trends in the BRI’s current progress. China 
is facing several challenges to the promotion 
of the initiative: The CCP must contend with 
economic constraints and brewing discontent 
due to its internal pursuit of the zero-COVID 
policy. At the same time, it must navigate 
external political challenges due to Beijing’s 
support of Russia, and the promotion of 
multilateral frameworks working in opposition 
to the US-led liberal order. Consequently, the 
CCP is faced with pushback from the US and 
its allies in global multilateral groups focusing 
on rivalling China’s infrastructure drive as well 
as containing its presence and influence in the 
Indo-Pacific. 

However, despite some project re-negotiations, 
cancellations, and modifications, the BRI 
continues chugging along, albeit not always 
in terms of infrastructure development. This 
underlines an important point, namely that 
the CCP retains its experimental approach 
to the initiative, continues to “cross the river 
by feeling the stones” (摸着石头过河), and 
retains flexibility in its dealings with BRI host 
countries. In other words, China continues to 

portray a willingness to adapt to both internal 
and external circumstances in its promotion 
of the BRI. The question is, however, whether 
China can manage to keep up with these 
challenges while restructuring debts, and what 
this will mean for the future of the initiative. 
While countries that manage to restructure 
their debt may express gratitude for China’s 
approach, the CCP will likely seek out ways 
for the investments to bounce back in Beijing’s 
favor. As such, Beijing may seek to do some 
restructuring of the overarching BRI lending 
framework or pursue different avenues in 
bilateral cooperation. Otherwise, the potential 
economic consequences for China could 
become insurmountable. 
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