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How China is under-developing Asia - The 

Case of Sri Lanka: Debt Trap and 

Dependency 
    

SHRUTI PATHANIA
1 

         

  ABSTRACT 
South Asia is looking for a regional hegemon. But this regional hegemon comes in the form 

of angel disguised as devil. China is the largest creditor in Asia and Africa. This credit goes 

in the name of investment for the infrastructure of the country and to be a part of its project- 

The Belt and Road Initiative. China extends its influence via financial aid and soft power to 

these countries, and slowly they become heavily indebted to China.  

This paper will underline China’s debt trap policy with reference to SriLanka’s economic 

crisis, showing how the Third World is caught between the neo-colonial agendas of the west 

and the clever policies of China. It will also raise the question of why China’s Belt and Road 

Initiative has not even started yet? Is it because China’s investing in the wrong plans, 

projects, and countries?  

Keywords: China, Sri Lanka, Debt Trap, Neo-imperialism, Hambantota Port. 

 

I. INTRODUCTION 

China has been playing the role of a creditor in Asian and African nations. The Chinese model 

of the economy is socialist, more specifically, it follows the Marxist-Leninist approach- which 

beliefs in democratic centralisation. The opening up of the Chinese market under Deng 

Xiaoping involved two things, de-collectivisation of agriculture and opening to foreign 

investments, this was followed by more radical changes in the economic sector, like more 

privatisation, and lifting of protectionist policies, in the end, China’s economic reforms were a 

success, it emerged as a growing economy which soon made its way to the top. Over the years 

China has made its place in its neighbourhood (South Asia), in Asia and even globally. While 

at the global level it faces stiff competition and suppression from the US and European Union, 

it has had its share of ups and downs in Asia and its neighbourhood. It is a hegemon in Asia and 

its influence extends up to the African continent. 

The international system is aware of China and its policies of aggression and expansionism. 

China, since the beginning of the 21st century, has been trying to be a global hegemon. It can 

 
1 Author is a student at Panjab University, India. 
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be said that it is the only nation in the world which has its name involved in every type of dispute 

in Asia, whether these are border or territory disputes, maritime disputes, trade disputes etc.2 

China not only wants to be a hegemon but also wants to be a sovereign in these disputes.3 It 

does not settle for negotiations and antagonistically claims what it thinks belongs to them. 

Over the years, China is being blamed for its policy of debt trap. Many claims that it is a myth.4 

China has been investing heavily in the developing and underdeveloped Third world. Countries 

in South and East Asia, the Pacific islands, the Middle East, and North Africa, are heavily 

indebted to China.5 China is also said to be promoting its cultural sphere in these countries by 

establishing its Confucius institutes around the globe and educating millions of native students.6 

While the west continues its imperialism through globalisation and exploitation of cheap labour. 

China is being criticised for its economic assistance in many underdeveloped nations of Asia 

and Africa. China expands itself by giving loans, grants, and economic assistance to smaller 

and underdeveloped nations for infrastructural development and when they fail to repay the 

debt, China ends up taking key control of their assets- helping the nation assert a geopolitical 

influence.7 This is known as the debt trap. This debt trap is being witnessed in the case of Sri 

Lanka’s Hambantota Port, or with the African nations of Djibouti, Angola, and Ethiopia. This 

economic deal with China can be so chronic that these nations end up becoming puppets of 

China, their economies are so heavily relied on Chinese money that when it is time to pay back, 

the interest gets increased tremendously that the nation has to choose between providing 

necessities to its people or paying back China. The country remains no longer in a position to 

take more grants from the IMF as it is not in a condition to pay back. 

This paper is based on the case study of Sri Lanka and its economic crises of 2022. Apart from 

the internal politics of the island which pushed the nation into crises, one of the reasons is said 

to be China- who invested in the nation’s infrastructure and gave high financial grants. It had 

high stakes in the investments of Sri Lanka in the name of regional development. But is it 

 
2 Taylor Fravel, M. “Territorial and Maritime Boundary Disputes in Asia” Oxford University Press. October 2014. DOI: 

http://hdl.handle.net/1721.1/92742. 
3 Dutton, Peter. “Three Disputes and Three Objectives: China and the South China Sea” Naval War College 

Review, Vol. 64, No. 4 (Autumn 2011) pp 45. DOI: https://www.jstor.org/stable/10.2307/26397243. 
4 Jones, Lee and Hameiri, Shahar. “Debunking the Myth of Debt Trap Diplomacy” Chatham House. August 19 

2020. DOI: https://www.chathamhouse.org/2020/08/debunking-myth-debt-trap-diplomacy. 
5 2022, September 12. Sri Lanka, Pakistan, Maldives stands neck-deep in Chinese debt: Forbes. The Times of India. 

DOI:https://timesofindia.indiatimes.com/business/international-business/sri-lanka-pakistan-maldives-stand-neck- 

deep-in-chinese-debt-forbes/articleshow/94151865.cms. 
6 Edwards, Lee. “The Heritage Foundation- Confucius Institutes: China’s Trojan Horse” May 27, 2021. DOI: 

https://www.heritage.org/homeland-security/commentary/confucius-institutes-chinas-trojan-horse.  
7 Scott Tyson, Ann. “The Christian Science Monitor- Port Politics: How China fits into Sri Lanka’s Economic 

Crisis” August 19, 2022. DOI: https://www.csmonitor.com/World/Asia-Pacific/2022/0819/Port-politics-How- 

China-fits-into-Sri-Lanka-s-economic-crisis.  
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possible that this regional development has taken the shape of neo-colonisation? In July 2021, 

a Chinese company (China Harbor Engineering Company) elevated a 17km long highway in 

Colombo. The company owns the highway for the next 17 years and will earn all the profits 

from it directly.8 

II. SRI LANKAN CASE STUDY 

Compared to the other South Asian nations, Sri Lanka holds a very strategic geopolitical 

position and the world has kept an eye on it. Its location in Indian Ocean Region is important 

not only for Sri Lanka but also for the continents of Africa, Asia, and Australia. It is important 

from the point of trade which has become a new element of power in the international arena. 

50% of the world’s trade happens via Sri Lanka and its four ports- Colombo, Galle, Trincomalee 

and Hambantota. 

China is seen as a core state in Asia and has gone out of its way to invest in different regions 

of Asia and Africa. Both continents are mired in poverty. They are dependent on loans, 

agreements, financial aid and assistance from the developed world or western institutions like 

the International Monetary Fund and the World Bank. The problem here is that these loans 

and financial aid come with a lot of conditions which involve the restructuring of their 

 
8 2022, July 02. China’s growing control over Sri Lankan Infrastructure projects sparks concern. Mint. DOI: 

https://www.livemint.com/news/world/chinas-growing-control-over-sri-lanka-infrastructure-projects-sparks- 

concerns-11625200508136.html.  
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economies. Most countries feel ashamed as borrowing loans shows the failure of a nation’s 

internal policies. There gets a stigma attached and its position in global relations is reduced. 

The Belt and Road Initiative (BRI) on the other hand has been associated with a very large 

programme of investments in infrastructure development for ports, roads, railways, and airports, 

as well as power plants and telecommunications networks. Since 2019, The BRI places 

increasing emphasis on “high-quality investment,” including through greater use of project 

finance, risk mitigation tools, and green finance.9 According to the Chinese government, 125 

countries have signed onto the BRI as of April 2019, including 37 African countries and the 

African Union. China’s loans are largely coming from its two policy banks, the China 

Development Bank, and the Export-Import Bank of China (or EXIM Bank).10 This investment 

of China via its vision of global economic integration is considered a jackpot by the weaker 

nations in the global South. They see it as a way of using their resources for their benefit, while 

they take loans from China and help the nation develop its potential. 

But China exploits the labour of such nations, heavily invests in their geopolitical positions, and 

grants them loans but when they are unable to repay, it takes control of these assets. With time, 

the political and economic progress of the nation comes to a halt, and it gets into a situation of 

crisis, where it has no choice but to acquiesce to Chinese policy preferences. The national 

leaders come under heavy pressure from the government and the international system, left with 

no other option but to take more assistance from China. 

Hambantota Port in Sri Lanka gained attention in 2017 when the Sri Lankan government leased 

it to China for 99 years.11 Over the years, Sri Lanka realised that the port was not as functional 

as the other ports of China were. Moreover, it was said to be the main hub for Chinese trans- 

shipment in the Indian Ocean which would make Sri Lanka’s port Colombo only functional for 

domestic activities.12 This surely has arisen competition between the two ports; China and Sri 

Lanka both will pay excessive attention to Hambantota due to its global importance, positioning 

and the investment that went into it making it, on the other hand, Colombo port will end up in 

 
9 European Bank for reconstruction and development. DOI: https://www.ebrd.com/what-we-do/belt-and- 

road/overview.html#:~:text=China's%20Belt%20and%20Road,trade%20and%20stimulating%20economic%20g 

rowth. 
10 Dollar, David. Understanding China’s Belt and Road Infrastructure Projects in Africa- Africa Portal (Global 

China). 2019, September. Pp-2. DOI: https://www.africaportal.org/publications/understanding-chinas-belt-and- 

road-infrastructure-projects-africa/. 
11 2019, November 13. Sri Lanka leased Hambantota Port to China for 99 years. Now it wants it back. Business 

Standard. DOI: https://www.business-standard.com/article/international/sri-lanka-leased-hambantota-port-to- 

china-for-99-yrs-now-it-wants-it-back-119112900206_1.html 
12 Tonachev, Plamen “Along the road Sri Lanka’s tale of two ports” European Institute for Security Studies. April 

2018 DOI: https://www.jstor.org/stable/resrep21477. 
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the hands of local port authorities and since it only serves domestic purpose its importance will 

reduce. 

Hambantota was meant to fulfil the strategic interests of China as it was only 4, 213 nautical 

miles away from Shanghai, 3,862 nautical miles away from the Suez Port and relatively closer 

to Kenya’s Mombasa port. In a way, China has served its interest in Belt and Road Project by 

connecting, Shanghai to the Middle East via Africa and Asia and making Sri Lanka’s port 

Colombo less functional. In August 2022, the Colombo Port City Commission granted the port 

a lease for a period of 99 years and a Chinese firm has taken the contract to develop its eastern 

container terminal.13 Even the Hambantota port’s leasing has been extended to another 99 

years.14 

By investing heavily, some scholars argue that China took Sri Lanka hostage. This adversely 

impacted the already existing structural weaknesses in the Sri Lankan economy. If not the main, 

the heavy borrowing contributed to the economic crisis that Sri Lanka faces today. By June 

2022, Advocate Institute (Think Tank of Sri Lanka) presented the amount the island nation 

owed to China. It was estimated that Sri Lanka had to pay US $232 million to both the China 

Development Bank and the Export-Import Bank of China.15 

While the Sri Lankan crisis had still not come to an end, the Chinese had started pressurising 

the Sri Lankan government to agree on forming a Free Trade Area- China wanted zero tariffs 

on 90% of the goods sold to each other as soon as the FTA was signed while Sri Lanka wanted 

it to start with zero tariffs on only half of the products concerned and expand gradually over 20 

years.16 

The crisis became adverse in Sri Lanka due to the loss in tourism over Eastern Bombings and 

Covid-19 pandemic as claimed by the Rajapaksa government.17 Tourism accounted for 12% of 

 
13 2021, November 24. Chinese Firm gets contract to develop Colombo Port’s controversial eastern container 

terminal. The Indian Express. DOI: https://indianexpress.com/article/world/chinese-firm-contract-to-develop- 

colombo-port-terminal-7639883/ and 2020, August 5. Colombo Port City Commission signs six leases for 

collective investment of $600m. Daily FT. DOI: https://www.ft.lk/top-story/Colombo-Port-City-Commission- 

signs-six-leases-for-collective-investment-of-600-m/26-738288. 
14 2021, February 24. Report that Hambantota port deal has second99-year lease extension runs counter to facts: 

China, The Economic Times. DOI: https://economictimes.indiatimes.com/news/international/world-news/report- 

that-hambantota-port-deal-has-second-99-year-lease-extension-runs-counter-to-facts- 

china/articleshow/81194141.cms.  
15 Bhowmick, Soumya. “Understanding the economic issues in Sri Lanka’s current debacle” ORF, issue no. 357, 

June 2022. Pp-24-27, Observer Research Foundation. 
16 Balachandran, P.K. China Fed Up with Sri Lanka Delays, Makes FTA a Condition for Help Lanka promises to 

revive talks on the FTA. The Citizen is Hopeful. April 25, 2022. DOI: 

https://www.thecitizen.in/index.php/en/NewsDetail/index/6/21776/China-Fed-Up-With-Sri-Lanka-Delays- 

Makes-FTA-a-Condition-for-Help. 
17 Srinivasan, Meera. “In Sri Lanka, an economic crisis foretold”- The Hindu. April 02, 2022. DOI: 

https://www.thehindu.com/news/international/in-sri-lanka-an-economic-crisis-foretold/article65282210.ece.  
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GDP and was the third largest source of foreign exchange for Sri Lanka18 as the tourist visits 

kept reducing to the island, the foreign exchange reserves began shrinking. Tourism in Sri Lanka 

is also dominated by China and its investors. Sri Lanka’s White Elephant tower built in 

Colombo began in 2012 with a loan from China’s Exim Bank.19  A BBC video report of 2022, 

showed that it was not just Hambantota that got the investment but also the areas around it. It 

showed the Mahinda Rajapaksa Cricket Stadium, the stadium is struggling to repay its cost. 

Chinese investment has led to the construction of the international airport and a vast convention 

centre.20 

It is important to realise that China is involved in both debt and the equity of developmental 

projects in Sri Lanka. Since Sri Lanka’s approval to help China build its BRI projects which are 

worth more than the US, $11 billion has been inaugurated in Sri Lanka which involves China’s 

funding both in terms of debt and equity. These projects range from being as large as the 

Hambantota and Colombo Port and the Lakavijaya Thermal Plant to smaller ones like building 

roads and water treatment plants.21  Umesh Moramudali, an economist from Sri Lanka claimed 

that restructuring of Sri Lanka’s economy cannot happen without the help of China and the 

precedent that they set for Sri Lanka will have to be followed.22 

III. CONCLUSION 

While dependency theorists have claimed that South-South Cooperation is the only way to make 

the Global South prosperous and united. It looks like, the global South has been caught by the 

affluent West and powerful China. On the one hand, Western neo-imperialism is spreading 

through the strand of globalisation, and on the other hand, China is fulfilling its imperial goals 

via trade and debts. South Asia, therefore, is stuck between a rock and a hard place. Both come 

with their share of advantages and disadvantages. The importance of the third world is being 

realised in the 21st century, yet the world still revolves around the First World and its problems. 

While the South works hard to claim its position in the world, new forms of imperialism keep 

arising. China which was said to be following the Marxist-Leninist approach is approaching the 

 
18 Abeysinghe, Arundathie. “Sri Lanka’s Tourism Industry Revives Despite Public Protests.” November 08, 2022. 

DOI:https://thediplomat.com/2022/11/sri-lankas-tourism-industry-revives-despite-public- 

protests/#:~:text=In%20March%202022%2C%20approximately%20106%2C500,crisis%20in%20the%20island

%20nation.  
19 2022, 16 September. “Sri Lanka opens China-funded ‘White Elephant’ Tower to Tourists. The Times of India 

DOI: https://timesofindia.indiatimes.com/world/south-asia/sri-lanka-opens-china-funded-white-elephant-tower- 

to-tourists/articleshow/94245383.cms. 
20 2022, June. Is Sri Lanka a victim of the Chinese Debt-Trap? BBC. DOI: https://youtu.be/Z6jyU9xTi64. 
21 Bhandari,   Amit   and   Jindal,   Chandani.   Sri   Lanka:   Debt   Trapped. Gateway house. DOI: 

https://www.gatewayhouse.in/chinese-investments-in-sri-lanka/.  
22 2022, June. Is Sri Lanka a victim of the Chinese Debt-Trap? BBC. DOI: https://youtu.be/Z6jyU9xTi64.  
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smaller nations of Asia like the capitalists. The world should not wait for the US to fight the 

narrow interest of China but rather the South must incorporate China in such a manner that 

everyone develops and progresses equally.  

***** 
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