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Abstract 

 
Over the last half-decade, China has become the world’s largest official creditor amid mounting 
international debt difficulties. What is the relationship between China’s state-led finance, and growing 
debt distress? To answer this question, this paper develops a theoretical framework for global financial 
statecraft. The traditional approach to sovereign debt sustainability, led by the IMF and the Paris Club, 
emphasizes the short-term viability of sovereign borrowers by promoting financial disclosure and 
economic discipline. Debt crises are typically resolved when creditors forgive the debt they are owed, 
and sovereign borrowers use economic reform to stabilize their finances. China participates in such 
multilateral initiatives, signaling its willingness to be a global stakeholder, but often prefers bilateral 
discretion. State-backed lenders often wait for an economic recovery to generate new life into bilateral 
loans by restructuring loan terms, without recognizing bad debts or requiring significant reform. 
 
Under what conditions do Chinese creditors opt for such bilateral discretion rather than multilateral 
debt relief? This paper hypothesizes that China is more likely to negotiate bilaterally, when China has 
a higher-level of financial statecraft, or a high-priority financial and commercial stake in its sovereign 
borrowers. Otherwise, when there is a low-level financial statecraft, where China invests in diplomatic 
prestige projects, overcapacity outlets, or infrastructure with low commercial stakes, China is more 
likely to favor the IMF taking the lead in debt negotiations. To examine these patterns, this paper 
conducts a multi-method analysis, using preliminary cross-national tests (spanning 18 countries from 
1961-2021) and a comparative case analysis of two of China’s largest sovereign borrowers: Argentina 
and Ecuador. It finds that higher levels of financial statecraft breed a greater prevalence of bilateral 
restructurings. but also higher Chinese exposure to Latin America’s ongoing debt problems. 
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Introduction 
 
 In the mid-1990s, China struggled to raise global market financing for the construction of the 

Three Gorges Dam, a massive hydroelectric power plant and the largest water-supply development in 

human history. Due to its size and international concerns about environmental sustainability, 

multinational and bilateral lenders, such as the World Bank and the U.S. Export-Import Bank, balked 

at providing project financing to the state-owned contractor, China Three Gorges Corporation. 

Against this backdrop, the China Development Bank (CDB) opted to finance the dam, pioneering its 

new brand of “development finance,”3 in which the bank would increasingly occupy the market space 

between a policy bank and a commercial bank. Over the long run, however, once the dam produced 

electricity, not only was the project profitable but China Three Gorges Corporation became a global 

market player, acquiring financial stakes in other global energy firms.4   

Similarly, the CDB has catalyzed financial expansions internationally as part of China’s ‘go global’ 

strategy. Brandishing a balance sheet that was on par with the United States’ Big Four Banks, J. P. 

Morgan Chase, Bank of America, Citigroup, and Wells Fargo,5 the CDB extended credit lines to 

national governments through joint development funds and other co-financing initiatives. Whereas 

Western commercial banks and even multilateral banks had to ensure individual projects were 

profitable over the short-to-medium term to appease their shareholders, the CDB had the ability to 

emphasize the longer term, as a form of “patient capital.”6 Its mandate was to meet government 

objectives with market-oriented instruments, affording the bank more time to both reach profitability 

and comply with state guidelines.  

How unique is China’s “patient capital” compared to other forms of global financing? China’s 

finance is unique in terms of its massive scale and risk tolerance, which are both a product of its state-

backed domestic financial architecture. With Western capital reeling from the 2008 global financial 

crisis, state-owned capital made historic inroads globally. China, as the world’s largest saver, rapidly 

expanded its cross-border lending, more than doubling its overseas banking presence. 

Notwithstanding a temporary pandemic standstill, China’s global lending has increased at a blistering 

 
3 Chinese government and financial officials have also referred to this type of banking as “vendor financing,” “low-profit 
money,” and “for-profit development.” 
4 Sanderson and Forsythe 2013. 
5 Federal Reserve Statistical Release, March 2019, “Top 25 Safest Banks in China in 2018.” Global Finance, November 1, 2018. 
6 Kaplan 2021; Kaplan 2016. 
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average pace of US$180 billion annually over the last decade-and-a-half, catapulting the country into 

becoming one of the top five bank creditors internationally (see Figure 1). 

 

Over the last half-decade, China’s has also become the world’s largest official creditor, surpassing 

the outstanding claims of the World Bank and the IMF (see Figure 2). Its policy banks account for 1.5 

percent of global GDP (2017), one-quarter of total developing country loans, and about one-sixth of 

the foreign debt of developing countries.7  Similarly, from Germany and Denmark to Japan, national 

development banks across the globe promote international trade and investment, but with loans and 

other financial tools representing a miniscule fraction of global GDP compared to China. For example, 

China’s three policy banks (the China Development Bank, Export-Import Bank of China, and the 

Agricultural Development Bank of China) have a total of 4.5 trillion in assets under management (or 

about 31 percent of GDP), which is almost six times the amount of assets held by Germany’s 

development banks.8 

 
7 Horn, Reinhart, and Trebesch 2021; Kaplan 2021.  
8 German development banks included the German Investment and Development Company, KfW-IPEX bank, the 
Credit Company for Reconstruction, and the Agricultural Bank of Germany. 
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How did Chinese policy banks reach such a whopping scale? An implicit subsidy Chinese policy 

banks receive from their sovereign-level credit rating, which allows them to cheaply finance their 

overseas lending.9 They mostly borrow from Chinese commercial banks, which invest in policy bank 

bonds because their AAA sovereign credit rating allows commercial banks to assign these bonds a 

zero-risk weighting, meaning they don’t have to provide additional capital against potential losses in 

these assets. Booming commercial bank demand for policy bank assets drives their bond yields 

considerably lower, thereby reducing policy banks’ borrowing costs and creating the implicit subsidy. 

While other development banks across the globe also raise money through national bond markets; 

China can channel a disproportionate amount of domestic savings into policy bank bond purchases 

 
9 Kaplan 2021. 
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relative to its competitors. China’s banking system is not only the largest in the globe (US$41 trillion 

in assets), 10 but also possesses more than double the assets of the U.S. or U.K. financial system. 

China’s implicit subsidy amplifies policy banks’ risk tolerance, allowing them to more fluidly 

absorb short-term losses, sustain long-term investments, and avoid using policy conditionality to 

ensure debt repayment. Although Chinese policy bankers also demand a return on their capital, they 

incorporate a longer payback period in their lending structure to encourage market maximization. In 

other words, they aim to grow China’s total corporate earnings within important markets, rather than 

boosting the profitability of a single project or firm.11 Policy banks are thus aiming to develop long-

term markets rather than to maximize short-term profits. 

China's approach to development financing is thus a key element of its industrial policy, helping 

cultivate a Chinese commercial presence in key strategic sectors within higher-risk economies. 

Compared to the short-term balance sheet emphasis of Western private capital, Chinese bilateral loans 

have globalized patient capital, or the East Asian model of long-term, relational financing between 

governments, banks, and firms. The East Asian model had directed private financial resources to 

foster the development of national champions that would eventually compete in the international 

marketplace.12 By comparison, China deploys its state-guided domestic banking system to directly 

support its international firms in key strategic sectors overseas, helping China capture market share in 

key strategic sectors, reinvigorating the use of industrial policies throughout the globe.  

While these features of China’s domestic financial system help promote the flow of policy bank 

credit to high-risk economies globally, they have also increased nonperforming loans,13 or bad debt 

throughout the globe from Indonesia and Pakistan to Ecuador and Venezuela. In strategically-

important sectors, such as renewable energy, telecommunications, or natural resources, China is not 

only willing to direct state finance to help its firms gain global market share generally, but also extend 

such financing throughout hard economic times. Whereas Western capital is more likely to exit its 

lending relationships and recognize such financial losses, Chinese banks often prefer ‘evergreening’ 

strategies, where they restructure bilateral debt terms, and wait for economic growth and financial 

recovery.14 However, such discretional bilateral debt negotiations risk masking long-term financial 

 
10 Bank of International Settlements.  
11 Kaplan 2021.  
12 Kahler, 1998; Maxfield 1998; Wade 1998, 1999. 
13 McMahon 2018. 
14 Prasad 2017. 
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difficulties in borrower nations, and intensifying debt and dependency. Why? Debt crises are typically 

resolved when creditors forgive, or write down, the debt they are owed, and sovereign borrowers 

reform their economic policies to stabilize their finances. This is the central idea behind the Common 

Framework. China participates in such multilateral initiatives, signaling its willingness to be a global 

stakeholder, but also maintains bilateral discretion in many of its international lending relationships. 

Under what conditions do Chinese creditors opt for such bilateral discretion rather multilateral 

debt relief? I develop the concept of financial statecraft to reflect when China has a high-priority financial 

and commercial stake in its sovereign borrowers. I hypothesize that China is more likely to negotiate 

bilaterally, when China is not only a major sovereign creditor (i.e. its banks have a large share of the 

country’s outstanding debt), but its policy bank loans are extended to strategically-important economic 

sectors. Otherwise, when there is a low level of financial statecraft, where China invests in prestige 

projects, overcapacity outlets, or infrastructure with low commercial stakes, China is more likely to 

favor the IMF taking the lead in debt negotiations.  

Employing a preliminary statistical analysis, along with a comparative case study of two of China’s 

largest Latin American debtors, Argentina and Ecuador, this paper finds that higher levels of financial 

statecraft breed a greater prevalence of bilateral restructurings. For example, China has a high level of 

financial statecraft in Ecuador. Not only is Ecuador one of the largest Chinese debtors in the Americas, 

but Chinese loans have targeted the strategically-important energy sector, the recipient of more than 

four-fifths of Chinese overseas direct investment. When Ecuador’s economy faltered during the 

pandemic, China offered a whopping $1 billion in bilateral loan payment deferrals through 2022. In 

contrast, Argentina’s has a lower level of financial statecraft compared to Ecuador, with its debt relief 

firmly centered multilaterally on a new IMF program. Why? Argentina is economically important to 

China, but its policy banks loans have targeted strategically less-important commercial sectors (e.g. 

cargo railway and construction) within Argentina. These findings have important implications for 

understanding Latin American countries’ pathways out of debt and dependency.15 

Theoretical Framework 

  In contrast to Western capital’s tendency to exit during cyclical corrections, China often takes a 

patient capital approach to boost its long-term market share, equity participation, and commercial 

 
15Stallings 2020; Wise 2020.  
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presence in the Americas.16 Ironically, such patient investment has also yielded a patient restructuring 

approach where China’s main state-backed overseas creditors have extended debt relief to highly-

indebted countries in hopes of recuperating their bad investments during better times. For example, 

the China Development Bank (CDB) and Export-Import Bank of China, tend to avoid recognizing 

short- or medium-term losses in their banking portfolios, granting payment deferrals rather than 

outright debt forgiveness. In Ecuador, Chinese policy banks extended $891 million worth of principal 

payment deferrals between 2020 and 2022.  

 However, China’s behavior flies in the face of one of the key lessons Western policymakers and 

lenders learned from the Latin American debt crisis of the 1980s. During that crisis, banks first 

extended new money to borrowers in Latin America, in hopes of recovering their initial investments 

and avoiding further sovereign defaults that would undercut their own profitability. But their losses 

mounted by decade’s end, leaving the region with insurmountable debts. Mired in a period of shrinking 

growth, runaway inflation, and development stagnation popularly known as the “Lost Decade,” Latin 

America’s struggles weighed on the global economy. Western banks were eventually forced to write 

off their bad loans as part of multilateral-sponsored reform programs that helped stabilize the region, 

and check inflation. China could be headed for a similar situation, posing a risk to economic 

development in these countries. By prioritizing bilateralism and waiting for growth internationally, 

China risks repeating the mistakes of past global creditors by ushering in a new lost decade of 

development that threatens global financial volatility. 

 Does a reliance on China’s state-led capitalism intensify the Latin America’s longstanding 

difficulties with debt, dependency, and development? What are the implications for international 

financial institutions and globalization, and ultimately, China’s ability to influence global governance 

standards? More specifically, when is China willing to engage in multilateral debt relief through the 

Common Framework, which is supported by the IMF and World Bank, and intended to increase debt 

repayment prospects and catalyzes post-pandemic recoveries. By contrast, when does China instead 

prefer to maintain bilateral discretion in its debt negotiations?  

 I suspect that China is most concerned about its loans outstanding in strategic sectors. To examine 

this theoretical prior, I develop the concept of financial statecraft to reflect when China has a high-

priority financial and commercial stake in its sovereign borrowers. To measure China’s financial stake 

 
16 Kaplan 2021. 



 7 

in a country, I employ Chinese policy bank lending as a share of a country’s total foreign debt. A 

higher financial stake implies that China is an important creditor to the country. However, a high 

financial stake is not sufficient to determine China’s choice of forums for debt resolution. Policy banks 

pay a high cost for ‘evergreening’ strategies, extending repayment deferrals, lengthening loan maturities 

and cutting interest rates to delinquent sovereign borrowers. China’s state lenders are most likely to 

absorb such costs in countries with high commercial stakes, or strategically-important sectors. Why? 

 Policy banks often aim for what I have called market maximization across their loan portfolio, rather 

than profit maximization on a single project, with the hopes of expanding Chinese firms’ market share 

in key strategic sectors in developing countries. Policy banks, such as the CDB and Export Import 

Bank of China, are thus aiming to develop long-term markets rather than to maximize short-term 

profits. When I spoke with researchers from policy bank departments and government think tanks 

during my field research in China, they explained the strategic importance of underwriting state-owned 

firms to grow their global market presence, even if “in the beginning stages they will lose money” or 

“probably not get a return on their investment,” emphasizing that they use “a weighted outlook for 

the respective returns or revenues for these projects.”17 One veteran policy bank manager said,  

 “It’s not one port or one project; it is bringing the whole picture together. There may be risk or 

uncertainty in any one element, but in the long run, the whole picture comes together.”18 

 For example, beginning in 2001, the CDB provided about $45 billion in lines of credit to 

telecommunication equipment makers19 such as Huawei and ZTE, helping them become key players 

in the global technological marketplace in the early twenty-first century. They reached this status in 

part by taking advantage of ‘vendor financing,” a key element of China’s patient capital  In Brazil, for 

instance, Huawei used CDB lines of credit to lend money to local Brazilian companies who then 

purchased Huawei’s telecommunications equipment.20 The CDB, and ultimately the Chinese 

government, did not judge the success of this banking activity on the profitability of one loan, but 

rather the extent to which they had created new telecommunications markets for Chinese firms 

overseas. Over the last two decades, China has expanded its web of commercial ties in the Brazilian 

 
17 Author’s interviews, 2017-2020, Beijing China. 
18 Ibid. 
19 Sanderson and Forsythe 2013. 
20 Provaggi 2013. 
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telecommunications sector, where today the country’s three largest cellphone operators, Vivo, Claro, 

and Oi, are using Huawei technology in about two-thirds of their 3G and 4G networks.21 

 Importantly, China’s development finance has helped cultivate a Chinese commercial presence in 

key strategic sectors within higher-risk economies.22 How do these creditors hedge higher levels of 

sovereign risk? Chinese bankers do not impose the stringent policy conditionality that is typically 

required by Western multilateral institutions and often employed as a governance heuristic by market 

investors. Rather, policy banks employ commercial conditionality,23 using natural resources as collateral for 

loans,24 as a means of repayment guarantees, or in the event of default. They have also used commercial 

conditionality, linked to these financial contracts, to promote trade by requiring local purchases of 

Chinese machinery, materials, and technology; and supplying contracts to Chinese firms (see Table 1).  

 

 To understand the extensiveness of commercial conditionality in China’s bilateral lending, we can 

examine a straightforward bivariate regression. Figure 3 shows a positive relationship between China’s 

state-to-state lending and commercial conditions. As China’s state-to-state financing accounts for a 

 
21 Fleck, Giovana. “Why Huawei was Almost Excluded from the 5G Race in Brazil.” Civic Media Observatory. May 28, 2021.  
22 Kaplan, Stephen B. and Aparna Ravi. 2023. “Banking on the State: The Competitive Advantage of State-led 
Financing.” IIEP Working Paper.  
23 Kaplan, Stephen B. (2021). Globalizing Patient Capital. 
24 Loans-for-commodity deals secure loan repayment via separately contracted and pre-committed commodity sales. 
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larger share of its total financing, policy banks tend to employ more stringent commercial conditions 

beyond Chinese contracting and machinery purchases. Their contracts are more likely to feature 

commodity guarantees and commodity-backed loans.  

 Given this structure, however, policy banks are susceptible to mispricing credit risk when their 

sovereign borrowers mismanage natural resource production, or the economy more broadly. Policy 

banks’ high commercial stakes internationally incentives them to wait for economic growth and 

financial recovery, rather than compelling reform and stabilization that could jeopardize their 

commercial presence, or cast a cloud over the sustainability of their international lending practices. 

Policy bank lenders emphasis on the microeconomic, rather than the macroeconomic performance of 

debtors, also leaves them with room to maneuver in their debt relations and circumvent discussions 

about potentially onerous economic reforms.  

 I thus expect that the combination of a high financial and commercial stake yields a Chinese 

preference for bilateral discretion. These stakes are weighed against several economic and geopolitical 

costs. Forbearance strategies have multiple financial costs, including extending repayment deferrals, 

lengthening loan maturities and cutting interest rates to delinquent sovereign borrowers. Yet such 

rescheduling may be preferable geopolitically, as China balances its soft power optics. Multilateralism 

helps build its global stakeholder image, yet bilateralism avoids international scrutiny of its lending 

practices and burden sharing.  
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 In strategically-important sectors, from energy to renewable resources to telecommunications, 

China is willing to engage in regulatory forbearance to avoid recognizing short-term losses, hoping 

that strong financial cooperation will solidify their long-term commercial presence. In such cases, 

China prefers bilateral discretion to both influence the restructuring terms, and use this financial 

leverage as a way to maintain market share over the long-term (see the upper-left quadrant in Table 

2). By comparison, I hypothesize that China is more likely to participate in multilateral debt relief 

when there is a low level of financial statecraft, or its outstanding loans are extended to sectors with 

lower strategic priority. For example, China may be a leading creditor, but willing to support the IMF 

taking the lead in debt negotiations, when its outstanding financial investments tend to be in 

infrastructure projects (e.g. roads and railways) with lower commercial stakes internationally (see the 

lower-left quadrant in Table 2). This paper holds China’s financial stakes constant by limiting the 

domain to borrowers with large Chinese debts (i.e. the left quadrants of Table 2), so that we can 

observe how varying China’s commercial stakes yields differences in its debt resolution strategies.  

 

Research Scope, Data, and Methodology  

 To test these theoretical priors, we translate them into two testable hypotheses.  

H1: When bilateral creditors have a high-level commercial stake in key sectors within the sovereign 
borrowers’ economies, they are more likely to employ bilateral debt negotiations. Otherwise, when 
there is a low-level commercial stake, they are more likely to defer to multilateral negotiations.  
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H2: When bilateral creditors have a higher level of commercial conditionality in their bilateral loans, 
they are more likely to employ bilateral debt negotiations. Otherwise, when there is a lower-level 
of commercial conditionality (i.e. fewer resource guarantees and commodity-backed loans), they 
are more likely to defer to multilateral negotiations.  
 

 To test our hypotheses, we journey to Latin America, a region that is ideally suited for analyzing 

China’s approach to developing country indebtedness given the region’s considerable variation in 

exposure to Chinese bilateral financing – about two-thirds of its governments had loans outstanding 

to China over the past two decades. The region has been the second largest destination for policy 

bank lending, outside of the Asia-Pacific, and includes five of the ten largest policy bank borrowers 

internationally.25 Notably, ninety percent of this outstanding financial exposure is to the China 

Development Bank (CDB), allowing us to examine the conditions under which China opts for bilateral 

discretion versus multilateral debt relief.  

 China has tended to favor bilateral debt negotiation in countries where the China Development 

Bank (CDB) is the lead creditor, arguing that the CDB is a commercial bank, falling out of the scope 

of official, coordinated debt relief. In light of China’s development emphasis in its foreign policy, the 

Chinese government has been careful to participate in multilateral debt relief initiatives, such as 

the Debt Service Suspension Initiative (DSSI) and the "Common Framework" agreement, since the 

onset of the pandemic. However, China’s state creditors have also often opted for bilateral discretion. 

Given the considerable scale of Chinese investments, such bilateral discretion could challenge the 

global governance standards advocated for by the International Monetary Fund (IMF) and the Paris 

Club, posing a risk to global financial stability.  

 To examine these patterns, I employ a multimethod design, using both cross-national statistical 

tests and comparative case study analysis. I have been gathering economic, financial, and political data 

for the empirical tests, spanning 18 Latin American countries from 1961 to 2021. I also intend to 

conduct extensive field research in four of Latin America’s largest debtors to China (Argentina, Brazil, 

Ecuador, and Venezuela) that are similar along economic and political indicators. They are middle-

income countries located in a similar geographic region (about 40 degrees of latitude from one 

another) yet they maximize the variation in the main independent variables: national indebtedness to 

China (as a share of total debt), and policy bank loans outstanding by strategic sector. 

 
25 Annual reports of the China Development Bank, and the Export-Import Bank of China.  
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 In preliminary empirical tests, I operationalize the hypothesis using the following specifications:  

1) ChinaBilateralit = α0 + β1CommStakeit + β2Xit + εit 

2) ChinaBilateralit = α0 + β1CommCondit + β2Xit + εit 

 where ChinaBilateralit = bilateral debt restructuring with official Chinese creditors; CommStakeit = 

commercial stake in sovereign borrower; and CommCondit = level of commercial conditionality, where 

1 is equal to tools for promoting Chinese commerce (e.g. firm, materials, or machinery content), 2 is equal to 

tools for managing sovereign risk (e.g. resource guarantees, commodity-backed loans), and 0 is otherwise. 

For further details about commercial conditionality, see Table 1. The index i = country, t = year, Xit 

= vector of control variables, and εit = error term. 

 In a series of straightforward logistic regressions, I employ a binary dependent variable for bilateral 

debt restructuring with Chinese official creditors, sourced from Horn, Reinhart and Trebesch’s (2021) 

loan-level dataset. To account for the two main components of China’s financial statecraft, I use 

China’s bilateral loans as a share of a country’s external debt, derived from Kaplan’s (2021) China 

Global Finance Index, to measure China’s financial stake in a country, which helps determine the domain 

of the study, which examines countries with high indebtedness to China. To operationalize China’s 

commercial stake in a country, I first classify those sectors that are strategically important to China by 

examining official government documents, including China’s 2016 White Paper on Latin America and the 

Caribbean Region.26 I also employ three additional measures to indicate strategically-important sectors, 

including China’s share of a country’s trade in primary commodities, higher-value added industries 

(including chemicals products, electric machinery, and transportation equipment), and information 

and communication technology (ICT).27 I anticipate that when China has financial investments in key 

sectors with larger commercial stakes, it’s more likely to negotiate bilaterally to help maintain its long-

run commercial presence.  

 Finally, Figure 3 showed that when China’s bilateral financing is funneled to the state, there tends 

to be more encompassing commercial conditions (i.e. resource guarantees and commodity-backed 

loans), beyond the typical Chinese contract stipulations (i.e. contracting with Chinese suppliers and 

exporters). I therefore add Chinese commercial conditionality to the regression analysis in model 2 

above, with the expectation that more extensive commercial conditions will be associated with a higher 

 
26 See http://english.www.gov.cn/archive/white_paper/2016/11/24/content_281475499069158.htm. 
27 Data is sourced from the UN’s Comtrade and Conference on Trade and Development (UNCTADstat) databases. 
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likelihood of bilateral negotiation. In other words, when debt distress casts a cloud over a sovereign 

borrowers’ repayments prospects, China should be more likely to prefer bilateral discretion to ensure 

that it gets preferential access to its underlying resource and commodity collateral.  

 In these cross-national tests, I find preliminary support for these theoretical priors. When China’s 

policy banks have loans outstanding to highly-indebted sovereign borrowers, the predicted probability 

of bilateral debt restructuring increases as China accounts for a greater percentage of a country’s 

higher-value added trade (see Figure 4 below). Similarly, when shifting the independent variable to 

commercial conditionality, we observe a similar pattern. When China’s policy banks have loans 

outstanding to highly-indebted sovereign borrowers, the coefficient for commercial conditionality is 

positive and statistically significant at the 95 percent confidence level, meaning bilateral debt 

restructurings are also associated with higher levels of commercial conditionality (resource guarantees, 

commodity-backed loans, etc.). 28 

   

 

 
28 In a straightforward OLS regression, the coefficient on commercial conditionality is a positive and statistically significant 
at the 95 percent confidence level, suggesting that a 1 unit increase in commercial conditionality (from solely promoting 
Chinese content to also hedging financial risk with resource guarantees and commodity-backed loans) is, on average, 
associated with a 5-percentage point increase in Chinese bilateral restructurings.  
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Comparative Case Study Evidence 

 I am currently conducting the first series of comparative case studies this summer in Argentina 

and Ecuador respectively, which includes data collection and elite-level interviews with high-ranking 

Latin American economic officials and government negotiators. I suspect that Ecuador and Argentina 

will exhibit variation in the level Chinese financial statecraft, but these field research interviews will be 

essential to helping examine the causal pathways of the primary argument. In this paper, as a first step 

in this process, I perform a plausibility probe in these two South American countries to examine the 

logic of the central argument. If we find that a high Chinese financial and commercial stake in a 

sovereign borrower yields greater bilateral discretion in China’s approach to debt distress, it suggests 

that the paper’s theoretical priors are likely to be correct. 

 Ecuador is one of China’s largest sovereign borrowers, with more than $5 billion in outstanding 

loans (equivalent to about one-fifth of the country’s overall foreign debt). These loans have often 

supported energy sector development in Ecuador, which is strategically important to China, with 80 

percent of its total overseas foreign direct investment (OFDI) in Ecuador flowing to the oil sector.29 

Within its “1+3+6 Cooperation Framework” outlined in the 2016 White Paper on Latin America, 

Chinese government officials also identified energy and resources as a key area for deeper strategic 

economic cooperation. China’s share of Ecuador’s primary commodities accounts for one-seventh of 

the country’s total commodity trade today, after growing more than eight-fold since the Rafael Correa 

administration began diversifying its economic ties away from the United States in the wake of the 

2008 global financial crisis. Notably, China has simultaneously expanded its share of higher-value 

added manufacturing trade with Ecuador, rising three-fold since 2008 to account for nearly one-third 

of its total higher-value added manufacturing trade. For information and communication technology 

(ICT), China’s trade share is even larger, reaching 40 percent of Ecuador’s total ICT trade today. 

 In light of these high commercial stakes, China was willing to restructure its bilateral debt with 

Ecuador as the country’s economy faltered in the wake of the pandemic. China’s policy banks 

responded by initially offering almost $1 billion (or 1 percent of GDP) in bilateral payment deferrals 

to Ecuador through 2022. In recent days, Ecuador's president, Guillermo Lasso successfully 

negotiated with China to extend bilateral debt relief though 2025 by further lengthening loan 

maturities and cutting interest rates on oil-backed debt servicing to both China Development Bank 

 
29 Chinese OFDI in Ecuador. Red Académica de América Latina y el Caribe sobre China (2022). 
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and the Export-Import Bank of China. Notably, these bilateral negotiations are independent from the 

IMF’s multilateral, austerity-backed reform plan.   

 In contrast, Argentina’s has a lower level of financial statecraft compared to Ecuador, and its debt 

relief has been firmly centered on the multilateral level through a new IMF program. The Fund played 

the “decisive” role in facilitating Argentina’s August 2020 debt restructuring, and recent economic 

reforms through the IMF program. Why? Argentina is both geopolitically and economically important 

to China, but its policy banks have investments in sectors with relatively low commercial stakes.  

 Compared to Ecuador, Chinese loans outstanding account for a mere 5 percent of Argentina’s 

foreign debt. Moreover, these loans are in strategically less-important sectors, such as railway or heavy 

construction, that have also undergone significant delays in their project financing over time due to 

such unforeseen contingencies as an environmental legal stay on hydroelectric project construction, 

trade union tensions, Argentina’s 2018 technical sovereign default, and a lack of sustained Chinese 

interest in financing the Vaca Muerta gas pipeline. In contrast to China’s large trade footprint in 

Ecuador’s capital input trade, China represents one-third less of Argentina’s higher-valued added 

manufacturing, in part because of political opposition from Argentina’s industrial sector.   

 In contrast to the standstill in China’s financing projects in Argentina, trade and foreign direct 

investment flows are more robust between China and Argentina. For example, the renewable energy 

and lithium sectors are high-priority destinations for China’s foreign direct investment in Argentina. 

However, few policy bank loans have been extended to support these business lines, outside of China 

Exim Bank’s $330 million investment in the Cauchari Solar Parks. China has tended to channel foreign 

direct investment directly into these sectors, with 77 percent of total Chinese overseas foreign direct 

investment (OFDI) to Argentina flowing to the lithium sector since 2018.30  

 If Argentina’s IMF program helps foster stability in the local investment environment, it provides 

a net benefit for China and its lithium firms. Their commercial stake in Argentina will not be affected 

by IMF debt negotiations. China thus saves its state-to-state financing to fund deals that help its global 

firms break into new strategic sectors in Argentina, rather than orchestrating bilateral debt relief. For 

example, China inked a new financing deal with Argentina in February 2022 in the nuclear energy 

sector, where it hopes to gain market share relative to Russia, by financing 85 percent of the 

 
30 Ibid. 
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construction of a new $8 billion power plant. Notably, however, even that bilateral financing has 

stalled amid ongoing negotiations about the extent of Chinese financing and local content.  

Conclusion 

 This research project aims to help scholars better understand the conditions under which China 

opts for bilateral discretion over multilateral debt relief. In a preliminary series of logistic regression 

analyses, spanning 18 countries from 1961 to 2021, I find that when China has a higher financial and 

commercial stake in value-added trade in the Americas, its policy banks are more likely to prioritize 

bilateral negotiations.  

 To support these preliminary statistical results, I also conducted a plausibility probe of the 

variation in China’s financial statecraft in Argentina and Ecuador. In Ecuador, I found that China 

prefers to maintain bilateral discretion its debt negotiations because it has an overlapping financial and 

commercial stake in key strategic sectors (e.g. commodities, capital inputs, and telecommunications). 

In Argentina where its financial lending is linked to lower-priority commercial interests (e.g. 

construction or transportation), China has been more likely to commit to multilateral debt relief over 

bilateral restructuring.   

 What kind of advantage does China receive from using bilateral discretion in its debt relief? The 

Chinese government is likely to prioritize such financial bilateralism when it hopes to maintain a 

commercial foothold in a key strategic sector. Under such conditions, policy banks are likely to behave 

in a similar way to domestic Chinese banks by rescheduling debt terms with sovereign borrowers 

rather than recognizing financial losses or pursuing outright debt forgiveness. Chinese banks often 

prefer ‘evergreening’ strategies, where they restructure bilateral debt terms, and wait for economic 

growth and financial recovery. This strategy has been particularly common in Latin America, given 

that the region’s largest Chinese creditor – the China Development Bank (CDB) – is not participating 

in multilateral debt forgiveness initiatives because of its quasi-commercial status.  

 In my discussions with Chinese policy bankers during my field research, they exhibited such 

preferences, with one official stating, “a country cannot be liquidated,” meaning there are no formal 

bankruptcy proceedings during hard economic times that allow for orderly debt repayment through 

asset sales. Rather, “you risk always restructuring,” or “renegotiating sovereign debt repayment.”31 

 
31 Author’s interview in Beijing, China in January 2020. 
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Accepting the pain of debt relief is thus difficult for creditors, which contributes to China’s preference 

for debt moratoriums, loan forbearance, and tendency to wait for economic recoveries.  

 By prioritizing bilateralism, however, China risks masking long-term financial difficulties in 

borrower nations. Growing debt distress in the wake of the pandemic casts a shadow over China’s 

South-to-South development discourse, and risks intensifying dependency pressures in the region. 

China thus has an incentive to answer its critics, who claim the country engages in debt-trap diplomacy 

– or intentional debt escalation to entrap sovereign borrowers and seize strategic assets – by 

demonstrating its commitment to being a global stakeholder. This project aims to identify the 

conditions that make China’s participation in multilateral debt relief more likely, an outcome that 

would provide for greater global financial stability and public sector transparency internationally.   
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