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Abstract

When can economic inducements—such as foreign aid, investment, and especially large-scale
development initiatives—buy influence abroad? Countries often use financial favors to induce
foreign policy concessions from other countries. The effectiveness of such inducements hinges
on whether the sender can credibly threaten to halt or withdraw the inducements when the
target does not concede. I examine a substantial set of development initiatives that are lucra-
tive not just for the target but also for the sender. I argue that when the sender profits from
the inducement it gives, it will not cut off the inducement, even if the target does not concede.
I test this inducement dilemma in China’s Belt and Road Initiative (BRI). Using over 200 elite
interviews, official documents published by the Chinese government, and original datasets on
China’s overseas project contracts, I show that Beijing’s dual goals of the BRI are to (1) tackle
domestic economic and environmental problems by encouraging Chinese companies to imple-
ment infrastructure projects and invest abroad, and (2) gain international acceptance of China’s
development and governance models. Consistent with my argument, the profit motive under-
cuts the foreign policy goal. These infrastructure projects promote international support for
China’s governance and development models only when these projects do not serve China’s
economic motive of promoting outward direct investment.
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From the Marshall Plan to China’s Belt and Road Initiative, large-scale development initiatives

are designed to serve multiple purposes, including to benefit the donors commercially, econom-

ically, and politically. Can these initiatives buy influence and earn political favors abroad? An

emerging body of research has documented how China and Gulf Arab donors are undermining

the ability of traditional donors, like the World Bank and the International Monetary Fund (IMF),

to influence through conditionalities by providing alternative sources of development financing

with no governance-related strings attached (Alden and Jiang 2019; Watkins 2021; Hernandez

2017). Both scholars and policymakers have raised concerns over China’s “hidden debt” (Horn,

Reinhart, and Trebesch 2021) or “debt trap diplomacy” through its infrastructure projects (Kurita

2019, 49).1 How does, if at all, this kind of large-scale infrastructure project work in extracting

policy concessions?

My theory posits that if a sender attempts to simultaneously profit from and extract conces-

sions through an inducement, these objectives will undercut each other and limit the effectiveness

of the inducement. I contend that we should understand these initiatives through the lens of

economic inducements, which I define as the provision of economic benefits, such as foreign aid, in-

vestment, and discounted sales of arms and energy resources—or the promise thereof—to induce

changes in the target state’s behavior (Mastanduno 1999, 303; Baldwin 2020, 39–50). I argue that in

order to make an inducement effective in extracting concessions costly to the target the credibility

of the inducement must come from the punishment for not delivering, rather than the net gain

when it is delivered. When the sender profits from the inducement it gives, it would not want to

cut off the inducement, even if the target does not concede, running into the inducement dilemma.

As a result, the sender loses leverage over the target and is unlikely to be able to extract conces-

sions from the target. Building on insights from the costly signaling literature in international

relations (IR) (Fearon 1997; Quek 2021), I provide a general framework based on cost structure,

along the dimensions of upfront cost and potential profit, to adjudicate when and who has leverage

through an economic inducement. Contrary to the dominant thinking in IR, I argue that (1) the

1. George Bowden. 2021. “MI6 Boss Warns of China ‘Debt Traps and Data Traps.’” BBC News, November 30. https:
//bbc.in/3mujwFA; Abdi Latif Dahir and Yomi Kazeem. 2018. “China Is Pushing Africa into Debt, Says America’s Top
Diplomat.” Quartz, March 7. https://qz.com/africa/1223412/china-pushes-africa-into-debt-says-trumps-top-
diplomat-rex-tillerson/.
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provision of inducement can result in net gains to the sender, even in the absence of concessions

from the target (cf. Schelling 1960, 177; Baldwin 1971, 28–29; Morgenthau 1962; Bueno de Mesquita

and Smith 2007, 2009; Vreeland and Dreher 2013), (2) strategic interests are not the only source of

compensation for the sender in the absence of concession (e.g. Stone 2004; Girod 2012; Kuziemko

and Werker 2006; Lim and Vreeland 2013), and (3) credible inducements are not necessarily more

effective in getting concessions (cf. Drezner 1999).

I test my argument in China’s Belt and Road Initiative (BRI). Drawing on over 200 elite inter-

views, official documents published by the Chinese government, and original datasets on China’s

overseas mineral and infrastructure projects, I show that Beijing’s intentions shaped BRI’s cost

structure, which in turn shaped the Initiative’s effectiveness in achieving its intended goals (Fig-

ure 1). The BRI was created to (1) tackle China’s domestic economic and environmental problems,

especially excess capacity in industries that coincidentally supply input for infrastructure construc-

tion, and (2) garner international acceptance of China’s model of economic and political practices.

Consequently, BRI is mainly composed of infrastructure projects delivered by for-profit Chinese

companies, state-owned or otherwise. In contrast to the common (mis)perception that BRI was a

grand strategy directed by the Chinese government (e.g. Economy 2020; Ho 2020; Ikenberry 2018),

Beijing’s role in the BRI lies mainly in promotion and, not so successfully, in policy coordination

(see, e.g. Lee 2017; Ye 2021).

I then investigate whether these infrastructure projects raise the recipient countries’ support

for China’s governance model, using an original dataset on international responses to the hu-

man rights situations in Hong Kong and Xinjiang, a direct measure of international acceptance of

China’s idiosyncratic political and governance systems. In line with the inducement dilemma, I

find that the volume of these infrastructure projects predicts a country’s support for China only

when these projects do not serve Beijing’s economic goal of promoting outward direct investment.

BRI infrastructure projects give the Chinese government little leverage over the recipient coun-

tries precisely because the recipients recognize that the Chinese government needs access to and

benefits from their markets.
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Figure 1: Summary of Causal Chain and Findings

Intentionality

1. Tackle domestic economic and 
environmental issues
— Export excess capacity in industries that 
coincidentally provide input for 
infrastructure construction

— Upgrade production capacity to meet 
higher environmental standards

— Promote outward direct investment

2. Gain international acceptance of China’s 
development and governance models

Cost Structure

Infrastructure projects 
delivered by for-profit 
enterprises and financed 
mainly by commercial 
banks 
▶ Providing economic, 

environmental, and 
ultimately political 
benefits to the 
Chinese government

Effectiveness

Effective in garnering 
acceptance of 
China’s development 
and governance 
models abroad only 
when the economic 
motive of promoting 
outward direct 
investment is not 
served

This paper contributes to the literature in international political economy (IPE) and security

studies. First, I provide a general framework based on cost structure that can simultaneously ex-

plain the effects of multiple types of economic inducements. Large-scale development initiatives

often consist of multiple tools of inducement, such as development assistance, investment guar-

antees, encouragement of private capital exports, subsidized exports and imports. Yet existing

theories focus on only one of such tools at a time. My framework overcomes this limitation by fo-

cusing on the overall cost structure of an inducement. Secondly, I derive theoretical expectations of

the effects of costly signals on the credibility of inducements and the behavior of the target states.

To date, the scholarship on costly signaling in IR has largely focused on threats and punishment

(e.g. Fearon 1994, 1997; Quek 2021), and, to a lesser extent, reassurance (e.g. Kydd 2005; Kydd and

McManus 2017; Yoder and Haynes 2020), much less is known about costly signaling and induce-

ments. Contrary to the common argument in the current literature that costly signals are more

effective because they are more credible, I show that costly signals can make inducements more

credible, but credible inducements are not necessarily more effective in influencing the target’s

behavior or in extracting concessions. Thirdly, I provide novel qualitative and quantitative data

on the intentions, cost structure, and effects of China’s Belt and Road Initiative. China’s economic

coercion abroad has fed a spirited debate among policymakers.2 These data offer opportunities

for a more systematic analysis of different forms of Chinese economic statecraft and related influ-

2. For example, both the 2018 U.S. National Defense Strategy and the 2021 Interim National Security Strategic Guid-
ance identify China’s economic influence abroad as the major challenges to U.S. prosperity and security of the decade.
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ence operations. Overall, this paper contributes to deeper scholarly understanding of the choice,

conduct, and effects of economic inducements.

1 What Makes Economic Inducements Effective?

Economic inducements, also known as positive economic statecraft, are the sender’s use of eco-

nomic benefits—or the promise thereof—to alter the target’s behavior, including the target’s be-

liefs, attitudes, or propensities to act (Mastanduno 1999, 303; see also Baldwin 2020, 31). Put

simply, economic inducements succeed in extracting concessions when both sides benefit from

exchanging favors; the sender prefers offering some economic benefit to the target and receiving a

concession, while the target prefers gaining the benefit and conceding (Nincic 2010). This logic of

exchange is prevalent in current literature on aid for policy concession. According to this body of

literature, credibility—whether the target believes the sender will do what was promised—is at the

heart of successful inducements. Inducements are most likely to succeed when the exchange in-

volved is interest-compatible for both parties (e.g. Bueno de Mesquita and Smith 2007, 2009; Girod

and Tobin 2016; Vreeland and Dreher 2013, chap. 2) or when the sender can credibly threaten the

target with punishment (e.g. Stone 2002, 2004; Bearce and Tirone 2010; Girod 2012). Although this

literature was produced with foreign development assistance in mind, the formal setups and logic

are more general and applicable to other forms of inducements.

In many models of inducements, an inducement is assumed to be costly for the sender, who

is compensated only when the target concedes. In contrast, a concession is assumed to be costly

to the target, who is compensated only when the sender delivers the inducement (e.g. Bueno de

Mesquita and Smith 2007, 2009; Vreeland and Dreher 2013, chap. 2; see also Schelling 1960, 177;

Baldwin 1971, 28–29). Although these simplifying assumptions provide parsimonious accounts of

when inducements can extract concessions, more recent research on foreign aid and compliance

with aid conditionalities challenges these premises.

First, to thoroughly understand the interstate dynamics, as well as the failure and success of

economic inducements, we must take into account the possibility that delivering an inducement
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can generate net gains for the sender, even without receiving any concessions from the target. A

substantial body of work shows that donors provide development assistance to serve their own

strategic interests (e.g. Maizels and Nissanke 1984; Meernik, Krueger, and Poe 1998; Schraeder,

Hook, and Taylor 1997; Alesina and Dollar 2000; Round and Odedokun 2004) . While devel-

opment assistance with such strategic incentives is unlikely to extract concessions in forms of

recipient compliance to aid conditionalities (Stone 2002, 2004; Bearce and Tirone 2010; Girod 2012;

Girod and Tobin 2016), donors can still benefit from promoting friendly relationships with other

states, supporting a friendly regime, or other strategic interests at stake.

Although donors’ strategic interests and how strategic interests undermine the enforcement

of conditionalities have drawn much attention from the literature, another possible channel for

donors to benefit from their own development assistance in the absence of concessions lies in the

commercial and economic interests that aid can serve (e.g. Morrissey 1993; Berthélemy and Tichit

2004; Berthélemy 2006; McLean 2015). Historically, development assistance has come in the form

of tied aid, which limits the recipients to spending the aid on companies in the donor country or in

a small group of countries. Only in 2001 did OECD DAC donors agree on the Recommendation on

Untying ODA to the Least Developed Countries (Clay, Geddes, and Natali 2009, 1). Even without any

concessions or compliance with conditionalities, sending inducements can still prove profitable

for donors by providing business opportunities and access to overseas markets to companies in

donor countries. As Dirk Niebel, a former German Federal Minister of Economic Cooperation and

Development, once pointed out,

If you have committed yourself internationally to certain goals, you have to stick to
them. Incidentally, my budget is the second-largest investment budget in the budget.
Of the 6.1 billion euros, 4.8 billion are investments. According to expert estimates,
every euro spent bilaterally returns 1.80 euros to the German export industry. So there
is also a great deal of self-interest at play in development cooperation.3

Secondly, some concessions are beneficial, rather than costly, to the target. Girod and Tobin

(2016) have demonstrated that countries that are more reliant on foreign direct investment (FDI)

3. Donata Riedel. 2010. “Dirk Niebel: ‘Development policy can also be guided by interests’” [in German]. Handels-
blatt, July 26. https://www.handelsblatt.com/3498804.html.
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are more likely to comply with World Bank reforms, because these reforms are conducive to mak-

ing these countries more attractive to foreign investors. If a concession desired by the sender is

beneficial to the target, inducements from the sender provide additional incentives for the target to

concede.

Thirdly, the credibility of an inducement from a sender state has been left unexamined, as an

implicit assumption in the literature. Matanock’s (2020, 366–67) review of international enforce-

ment suggests that international actors, such as the international organizations and peacekeepers,

can use inducements to tie the hands of the target state to promote political changes. While this

assumption is defensible for some international organizations as the sender (for a recent review,

see Voeten 2019), we cannot assume that all inducements are credible. As Schelling (1960, 131)

highlighted, “enforceable promises cannot be taken for granted.” The mechanisms behind how a

sender can credibly commit to its promise of inducement need to be explicitly addressed.

The literature on compliance to aid conditionalities provides important insights into when

senders would choose inducements as a strategy and when inducements are likely to work. How-

ever, little is known about how well these insights generalize to other forms of inducements. For-

eign aid is but one tool of inducements and there are substantial variations among foreign aid:

tied vs. partially tied vs. untied, loans vs. grants, unconditional vs. with conditionalities, etc. Can

aid extract concessions without conditionalities?

Additionally, in explaining when conditionalities work, an example of when concessions can

be extracted through inducements, the aid conditionalities literature focuses on characteristics of

the target states that are often hard to change. Research has shown that a recipient’s resource rents

and strategic importance limit donors’ leverage over the recipient in implementing conditionalities

(Girod 2012). Resource rents are an intrinsic characteristic that is very hard for the donor to change.

Similarly, a country’s strategic importance often stems from its geographic location or resource

endowments, which are more exogeneous than alterable. This leaves us to wonder whether eco-

nomic inducements can work in states with these intrinsic characteristics. While shedding light

on the determinants of success in aid conditionalities, this line of reasoning overlooks donors’

significant agency in choosing what strategy to use for achieving their goal(s) (e.g. Milner 2006;

6



Bermeo 2017; Milner and Tingley 2013; Findley, Milner, and Nielson 2017; Reinsberg, Michaelowa,

and Knack 2017).

2 An Inducement Game

Building on the costly signaling literature in IR (Fearon 1997; Quek 2021), I develop a formal

model as a heuristic device to understand how the cost structure of an inducement shapes its

effectiveness. This extensive literature has documented how high costs make signals credible

and hence effective in achieving their intended goals.4 However, most work focuses on threats

and punishment, much less is known about how costly signals work in rewards and promises.

The insights from threats might not be applicable to promises, like inducements, because of the

differences in their cost structure. A successful threat is costless, but a successful promise is costly

(Schelling 1960, 177; Baldwin 1971, 28–29). When a threat deters, the threat does not have to be

carried out, but when a promise induces, the promise has to be delivered. My model therefore

focuses on an inducement’s cost structure and its impact on the interactions between two players,

the Sender (S) and the Target (T), which are denoted by superscripts. Following existing literature,

I define a promise as credible when it is interest-compatible for the sender to follow through what

was promised (Schelling 1960, 187). When a promise is credible, the Target believes the Sender

will do what it promised to do (Jervis 1976, 46–47).

At the start of the game, the Sender decides whether (p = 1) or not (p = 0) and how much of

an inducement to promise to the Target in exchange for a concession. The economic inducement

costs the Sender aS 2 R+ > 0, which means that it is costly to the Sender. The inducement is

worth aT 2 R+ > 0 to the Target. This is to capture the possibility that the Sender and the Target

may value the inducement differently but getting the inducement is at least better than nothing

for the Target.

4. For instance, costly signals can foster credible and therefore successful threats in crisis bargaining (Fearon 1994;
Sartori 2002; for reviews, see, e.g. Chan, Liu, and Quek 2021; Dafoe, Renshon, and Huth 2014), reassurance in conflict
de-escalation (e.g. Kydd 2005; Kydd and McManus 2017), and cooperation in alliances (Morrow 2000), trade agreements
(Milner, Rosendorff, and Mansfield 2004), and multilateral economic sanctions (Martin 1992).
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Each player assigns a value over a policy concession vk, where k 2 {S, T}. I assume that the

concession has positive value for the Sender, i.e. vS > 0. If the concession has a negative or no

value to the Sender, it would not use economic inducements for that concession in the first place.

On the other hand, vT 2 R is the net cost of the concession for the Target, which can take any

real value. If vT < 0, the benefit of the concession outweighs the cost for the Target. If vT > 0,

the concession is costly to the Target. After receiving the offer of inducement from the Sender, the

Target decides whether to concede (c = 1) or not (c = 0).

Figure 2: Economic inducement game
S

p = 1

✓
0
0

◆

p = 0

T

c = 1 c = 0

S

✓
�aS + p + vS

aT � vT

◆

d = 1

✓
�rc + vS

�vT

◆

d = 0

S

✓
�aS + p

aT

◆

d = 1

✓
�rnc

0

◆

d = 0

Next, having observed the Target’s decision to concede or not, the Sender decides whether

to deliver the promised inducement (d = 1) or not (d = 0). If the Sender delivers the promised

inducement, the net cost of doing so would be p � a, where p 2 R+
0 � 0 is the expected profit

for the Sender from delivering the promised inducement. The actual profit, which is realized only

after the Sender has delivered the inducement, is a random variable with a distribution F(·) that

is known to both the Sender and the Target.

The Sender will incur an expected cost of rc and rnc if the Sender does not deliver its promise

after the Target concedes and does not concede are respectively. rc and rnc can be considered

the “punishment” if the Sender does not deliver what was promised, such as domestic audience

costs (Fearon 1994; Quek 2017) or loss of reputation. Both rc and rnc can take any real value to

capture the fact that failure to fulfill a promise can garner reward under certain circumstances (see,

e.g. Acharya and Grillo 2019) and that the Sender would not be punished for not delivering the
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inducement if the Target does not concede (see tying hands cost in Fearon 1997). Unlike existing

bargaining models in foreign policy (e.g. Fearon 1994, 1997; Acharya and Grillo 2019; cf. Kydd

and McManus 2017), my model allows the Sender to deliver the promised inducement even if the

Target refuses to concede. This setup is motivated by the observation that the Sender can profit by

delivering the inducement when p � aS > 0, even in the absence of any concession by the Target.

Figure 2 depicts the game tree. The utility functions that the Sender and the Target maximize

are respectively given by

uS = p[d(p � aS) + cvS � c(1 � d)rc � (1 � c)(1 � d)rnc] (1)

uT = p(daT � cvT) (2)

The game assumes the Sender and Target are unitary, utility-maximizing rational actors. In

reality, the decision to provide or accept an inducement is likely to be made by the leaders of the

Sender and Target states, and the costs and benefits of inducements are likely to be distributed un-

evenly among constituents in a state. The model presented here can take into account these intra-

state dynamics if we interpret p and vS as, respectively, the net profit and net gain of the Sender

state decision maker that include the decision maker’s private benefits and costs (e.g. backlash

from the Sender state public for sending economic benefits abroad rather than benefiting domes-

tic constituents), and the net public benefits for the Sender state. Similarly, we can treat aT and

�vT, respectively, the net gain from the inducement and net cost of concession for the Target state

decision makers that combine both the decision makers’ private costs and benefits, as well as the

Target state public’s.

For simplicity, this is a two-player game that does not consider the possibility for the Sender

to offer inducement to a different target. However, we can think of aS as a combination of the pe-

cuniary cost of providing the inducement and the opportunity cost stemming from not providing

inducement to a different target.
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2.1 Solution

In this sequential game with perfect and complete information, there is only one equilibrium for

each set of parameter values. The equilibrium depends on the Sender’s net cost or benefit of

delivering a promised inducement, punishment of reneging on the promise, and value of the

concession, as well as the Target’s values for the concession and inducement. I will highlight the

three sets of parameter values that produce the most interesting equilibrium outcomes.5

Quid Pro Quo. The Sender will be able to extract concessions that are costly to the Target when

three conditions are met. First, the inducement, once delivered, sufficiently compensates the Tar-

get’s costs of concession (aT > vT). Secondly, the Sender will be better off delivering the induce-

ment after getting a concession because of the punishment for reneging, but worse off delivering

after not getting a concession (�rc < p � aS < �rnc). Thirdly, the profit from the inducement, if

any, and the value of the concession together compensate for the Sender’s costs of delivering the

inducement (vS + p > aS). This set of parameter values is consistent with existing research in the

use of inducements (e.g. Nincic 2010; Vreeland and Dreher 2013) in that quid pro quo exchange

occurs when punishment ties the Sender’s hands, making the promised inducement credible. This

set of parameter values leads to the following hypothesis:

• Hypothesis 1 (H1): When the Sender cannot profit on net from delivering a promised inducement
and is compensated only when the Target concedes, the Sender will be able to extract concessions from
the Target if the Target is sufficiently compensated.

Inducement Dilemma. The Sender will deliver the promised inducement even in the absence of

concession when (1) the concession is costly to the Target (vT � 0) and (2) the Sender expects the

delivery of inducement to be in itself beneficial on net,6 so that the Sender is always better off

5. The solutions at other parameter value sets can be found in Online Appendix A. At these additional parameter
value sets, either the Sender makes no promise in the beginning at all, or the Target does not concede because the
Sender’s promise is not credible or because the inducement insufficiently compensates the Target for the concession.

6. Recall that the profit p is unknown to both the Sender and the Target until the Sender delivers the promised
inducement. The players only know the distribution F(·).
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delivering than not:

8
><

>:

p � aS � �rc

p � aS � �rnc

p � aS

This inducement dilemma deviates from the literature in costly signaling, which argues that

credibility is what makes a signal effective in changing the target’s behavior (e.g. Schelling 1960,

6; Fearon 1997). The promised inducement is credible because the expected profit makes it in

the Sender’s interest to deliver, regardless of the Target’s concessions. Yet precisely because the

Sender will deliver the inducement even if the Target does not concede, the Target has no incentive

to concede when concession is costly (vT > 0). From the inducement dilemma, I hypothesize that

• Hypothesis 2 (H2): When the Sender expects to profit on net from delivering a promised induce-
ment even in the absence of any concessions, the Sender will not be able to extract concessions from
the Target.

Beneficial Concession. If a concession is beneficial (vT  0), the Target will concede regardless of

the credibility of the Sender’s inducement. For example, aid recipients are more likely to comply

with conditionalities when these conditionalities benefit the recipient countries (Girod and Tobin

2016).

• Hypothesis 3 (H3): When the benefits for the Target to concede outweigh the costs even if the Sender
does not deliver the promised inducement, the Target will concede.

An important insight from the inducement game is that there are two distinct, non-exclusive

sources of credibility to an inducement: (1) the punishment that comes when an inducement is not

delivered (rc and rnc) and (2) the net gain from delivering the promised inducement in the absence

of a concession (p � aS). The former source of credibility is compatible with Schelling’s (1960, 177)

and Baldwin’s (1971, 28–29) observation that inducements are costly when they work because the

sender needs to deliver, but the latter deviates from this observation. While both sources can make

an inducement credible, only the punishment can make the inducement effective in extracting

concessions that are costly to the Target.
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As we have seen in the inducement dilemma, the Target has no incentives to concede when

the Sender gains from delivering the inducement and will thus deliver even in the absence of

any concessions. The parameter values in the inducement dilemma make delivering the Sender’s

dominant strategy and not conceding the Target’s dominant strategy when concession is costly. I

show in Online Appendix B that the inducement dilemma still bites in an inducement game with

imperfect information, where the Sender cannot verify the Target’s concession, and in an infinitely

repeated inducement game.

3 Case Selection and Research Design

I test my arguments in China’s Belt and Road Initiative, because this case poses theoretical chal-

lenges to existing IR literature and has profound policy implications. Existing research has argued

that economic inducements are often ineffective in extracting foreign policy concessions due to

prohibitively high transaction costs (Drezner 1999). However, from the Hambantota Port in Sri

Lanka7 to ZESCO, the national electricity supplier of Zambia,8 China seems to have extracted

substantial concessions from recipient countries of its infrastructure projects.9 This stands in con-

trast to a rich body of literature in foreign aid that suggests that bilateral donors and multilateral

institutions are often unable to impose agreed conditionalities, particularly when the recipients

are rich in natural resources or strategically important to the donor (e.g. Ross 2015; Girod 2012;

Girod and Tobin 2016). While China’s intentions behind its infrastructure projects might be differ-

ent from those of donors from the Development Assistance Committee (DAC) of the Organisation

for Economic Co-operation and Development (OECD), all are essentially using inducements to

encourage changes in the target state’s behavior. Sri Lanka’s strategic importance for maintain-

7. Maria Abi-Habib. 2018. “How China Got Sri Lanka to Cough Up a Port.” New York Times, June 26, A1.

8. Africa Confidential. 2018. “Zambia: Bonds, Bills and Ever Bigger Debts.” September 3. https : / / www . africa -
confidential.com/article/id/12424/Bonds,_bills_and_ever_bigger_debts.

9. Although more recent work questions the validity of these narratives, see e.g. Brautigam (2020, 2022) and
Brautigam and Rithmire (2021) and Lynsey Chutel. 2018. “No, China Is Not Taking over Zambia’s National Electricity
Supplier. Not yet, Anyway.” Quartz, September 18. https://qz.com/africa/1391111/zambia-china-debt-crisis-
tests-china-in-africa-relationship/.
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ing sea lines of communication has long been recognized by the Chinese military.10 Zambia is the

world’s eighth largest producer of copper with rich cobalt and manganese reserves.11

China’s acquisition of strategic assets and use of loans and investment under BRI to increase

its influence in the developing world has also invited substantial attention—and at times alarm—

from both policymakers and scholars.12 The 2018 U.S. National Defense Strategy and the 2021

Interim National Security Strategic Guidance identify China’s economic influence abroad as the

major challenges to U.S. prosperity and security of the decade. As the G7 launched the Build Back

Better World (BBBW) Initiative and the European Union (EU) unveiled the †150 billion Global

Gateway Investment Package, all in response to China’s BRI,13 understanding the impacts of BRI

provides important lessons for policymakers in designing their programs to achieve their intended

outcomes and steward public resources.

To evaluate the effectiveness of economic inducements under the BRI, I combine extensive elite

interviews, archival research, and quantitative analysis on original datasets. To understand the

Chinese government’s intentions behind and its goals for the Initiative, I conducted over 200 in-

terviews with Chinese officials in the Ministry of Commerce (MOFCOM) and the National Devel-

opment and Reform Commission (NDRC), bureaucrats in international organizations, including

the OECD and United Nations (UN), and politicians and civil society workers in recipient coun-

tries. I recruited these interviewees through snowball sampling by attending policy conferences

in Beijing, Geneva, Paris, and New York, as well as cold contacting through LinkedIn. Most of the

interviewees had over 10 years of experience in directly devising policy recommendations for the

Chinese government, cooperating with the Chinese government in implementing development

projects, and/or monitoring projects implemented by Chinese companies in recipient countries.

10. Qingjie Pang, Longfei Shao, and Yubin Ma. 2018. “Safeguarding maritime security requires the cooperation of all
countries” [in Chinese]. People’s Liberation Army Daily, October 27, 4.

11. C. Reichl and M. Schatz. 2021. World Mining Data 20. Vol. 36. Vienna: Federal Ministry of Agriculture, Regions and
Tourism, Republic of Austria.

12. E.g. Bowden 2021; Dahir and Kazeem 2018.

13. Jan Strupczewski. 2021. “EU Unveils 300 Billion Euro Answer to China’s Belt and Road.” Reuters, December 1.
https : / / reut . rs / 3mwov8N; President Biden and G7 Leaders Launch Build Back Better World (B3W) Partnership. 2021.
Factsheet. Washington, DC: The White House, June 12. https://www.whitehouse.gov/briefing-room/statements-
releases/2021/06/12/fact-sheet-president-biden-and-g7-leaders-launch-build-back-better-world-b3w-
partnership/.

13
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https://www.whitehouse.gov/briefing-room/statements-releases/2021/06/12/fact-sheet-president-biden-and-g7-leaders-launch-build-back-better-world-b3w-partnership/
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These interviews were in the form of conversations based on open-ended questions regarding

the interviewees’ knowledge of the purposes and implementation of the Belt and Road Initiatives

and China’s infrastructure projects, with follow up questions and answers. I also consulted doc-

uments published by the Chinese government, as well as newspapers and journals published by

the Chinese Communist Party (CCP), including Qiushi, which publishes the most authoritative

ideological and policy articles written by CCP leaders for “guiding the work of the entire Party

and the country as a whole.”14 Qiushi is also the source cadre members read closely to discern the

policy direction of the CCP on a regular basis. Whenever possible, I triangulate the findings from

my interviews with official documents and/or journalistic sources.

Next, I corroborate the findings from the interviews using three original datasets. The first

dataset records the annual volumes of (1) newly signed overseas project contracts by Chinese com-

panies, (2) Chinese personnel involved in implementing these contracts overseas, and (3) turnover

of signed projects. The data comes from annual press releases from the Chinese government. Each

observation is measured at the destination country-year level, covering the period from 2007–2020.

During this period, Chinese companies signed project contracts in 220 countries and territories

globally. The second dataset records all overseas extractive projects by Chinese entities. I created

this dataset using tenders and licensing records from MOFCOM. Each observation in this dataset

is an overseas extractive project approved by MOFCOM and consists of the (1) record number,

(2) Chinese company involved, (3) approval date, (4) activities involved in the project, such as

prospecting, exploration, or mining, (5) destination of the project (up to county level for some),

and (6) minerals or hydrocarbons involved in the project. This dataset covers 2,407 projects ap-

proved between 2004 and 2016. The third dataset documents the production capacity utilization

of major industries in China using official press releases. I then show how Chinese intentions

shape the cost structure of BRI infrastructure projects before testing the effectiveness of the BRI in

influencing recipient countries in China’s favor. Table 1 summarizes the research design.

14. See http://en.qstheory.cn/2020-06/16/c_461019.htm.

14
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Table 1: Summary of Research Design

Component
of Theory Theory Building Theory Testing

China’s inten-
tions behind
the BRI

• Interviews with Chinese officials, OECD bu-
reaucrats, and recipient country officials

• Qiushi magazine
• Official documents published by the Chi-

nese government

• Descriptive statistics

1. Industrial capacity utlization

2. Overseas mineral projects approved
by the Chinese Ministry of Commerce

• Quantitative analysis on Chinese overseas
project contracts

Cost structure
of BRI projects

• Interviews with Chinese officials, policy
bank officers, and bankers

• Official documents published by the Chi-
nese government

• Descriptive statistical comparison between
Chinese overseas project contracts and offi-
cial development finance

Effects of BRI • Interviews with UN officials, Chinese diplo-
mats, and recipient country diplomats and
officials

• Quantitative analysis on volume of Chinese
overseas project contract and support for
China’s human right situations at the UN

4 Chinese Intentionality behind the BRI

When then recently-selected Chinese President Xi Jinping introduced the Belt and Road Initiative

in 2013,15 China was facing a confluence of economic, political, and diplomatic challenges that

could jeopardize the legitimacy of the Chinese Communist Party (CCP). On the economic front,

substantial excess industrial capacity and regional inequality within China had only worsened

after the 2008 Global Financial Crisis (Kou, Liu, and Liu 2017; Lu and Gao 2011; Yang and Li 2017),

hampering the economic growth the country had sustained for three decades. On the political

front, ethnic conflicts and riots in Xinjiang and Tibet stemming from poverty, marginalization, and

discrimination (Dillon 2011; Fischer 2014; Wu and Song 2014) directly threatened the inter-ethnic

harmony promoted by Beijing (Brady 2012; Brown and O’Brien 2020, 267–69). On the diplomatic

front, Chinese policymakers perceived the imminent threat of strategic encirclement under the

Obama administration’s “pivot to Asia” and the Trans-Pacific Partnership (TPP) (Xue 2015; Ye

2015; Wang 2016). Against the backdrop of these shocks to the CCP, the Belt and Road Initiative

was launched as much to address China’s internal economic, environmental, and political issues

15. In his speech at Nazarbayev University in Kazakhstan on September 7, 2013, President Xi unveiled the Silk Road
Economic Belt. Later during his state visit to Indonesia for attending the Asia-Pacific Economic Cooperation (APEC)
leaders summit, President Xi also announced the Twenty-First Century Maritime Silk Road in a speech at the Indonesian
Parliament on October 3, 2013.
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as to gain international acceptance of China’s own development model, both of which the CCP

perceives to maintain its regime stability.

4.1 The Domestic Economic and Environmental Goals of the BRI

On the economic and environmental fronts, the BRI aims to (1) curb excess industrial capacity,

(2) utilize China’s excess foreign exchange reserves, and (3) reduce China’s internal economic dis-

parity, especially that between the western region and coastal areas. Excess capacity is inextricably

linked to the economic slowdown and environmental pollution in China, while economic dispar-

ities constitute—at least in the perception of the Chinese government—one of the root causes of

violent domestic separatism. Achieving these economic goals behind the BRI is therefore crucial

for social stability in China.

In October 2013, shortly after President Xi announced the BRI in Kazakhstan, the State Council

issued the “Guidelines for Resolving Overcapacity”, which set out the roadmap for curbing over-

capacity in five industries—namely, iron and steel, cement, electrolytic aluminum, flat glass, and

shipbuilding—within the next five years.16 The guidelines suggest that the capacity utilization

rates in these five industries were far below the 80% standard set out by the International Mone-

tary Fund (IMF) (Figure 3). Excess capacity has been a longstanding issue in the Chinese economy,

especially after the Chinese government’s 4 trillion-yuan (US$586 billion) stimulus plans in 2008

amid the Global Financial Crisis.17 The CCP leadership stated that excess capacity was “posing

significant downward pressure on the [Chinese] economy” and was “not optimistic about such

risks” (Shang 2012, 35).

The Chinese leadership perceived excess industrial capacity as serious threats to the Chinese

economy and consequently their own regime stability. Firms in these industries with serious ex-

cess capacity were suffering from huge losses, and were thus under the pressure to close down

16. Guiding Opinions of the State Council on Resolving Serious Production Overcapacity Conflicts [in Chinese]. 2013. Regula-
tory document 41 [2013] of the State Council. October 15. http://www.gov.cn/zwgk/2013-10/15/content_2507143.htm.

17. See David Barboza. 2008. “China Unveils $586 Billion Stimulus Plan.” New York Times, November 10. https :
//nyti.ms/3mqUt6e.
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Figure 3: Industrial Capacity Utilization Rate in China, 2006–21. China had been suffering
from excess industrial capacity, defined by the IMF as capacity utilization rate below 80%, before
the announcement of the Belt and Road Initiative, especially in industries that provide input for
infrastructure projects. After the National Development and Reform Commission (2015) published
the BRI “Vision and Actions” document, capacity utilization in these industries improved.
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some of their production lines, which could create massive unemployment that would undermine

social stability (Feng 2014, 34).18

Aside from unemployment, the State Council of China also identified excess capacity and the

resulting low profitability of firms as the main obstacle for industrial upgrading in China because

loss-making firms often do not have sufficient capital for purchasing new equipment (Feng 2014,

34).19 Not only is this detrimental for the Chinese economy’s transition into producing higher-

technology goods, it is also inimical to efforts to reduce environmental pollution in China. When

the BRI was launched, public concerns over environmental pollution had already risen to levels

that threatened the government’s legitimacy.20 The Chinese government planned to impose more

stringent environmental standards in order to force firms into replacing outdated production ca-

18. Interview with a senior research fellow focusing on industrial policy at the Chinese State Council, Beijing, China,
June 24, 2015.

19. Interview with a senior research fellow focusing on industrial policy at the Chinese State Council, Beijing, China,
June 24, 2015.

20. Interview with a senior policy researcher focusing on environmental policy at the Chinese State Council, Beijing,
China, June 24, 2015; see also Alkon and Wang (2017).
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pacity with new capacity that meets the new standards (X. Li 2014).21 However, due to these firms’

lack of financial capital, stringent environmental regulations will force them to shut down rather

than to upgrade their production capacity.22

Excess industrial capacity and environmental pollution combined presented a difficult situa-

tion for the Chinese government. Shutting down excess production capacity and imposing more

stringent environment standards can both result in close down of production lines and unemploy-

ment, creating social instability and, potentially, challenges to the Chinese Communist Party’s

legitimacy.23

The risks to the Chinese government from excess industrial capacity were not merely a figment

of senior leaders’ imaginations, as manifested in China’s collaboration with the OECD in curbing

excess capacity and industrial upgrading through the Belt and Road Initiative. While China is not

a member of the OECD, the OECD started producing periodic reviews of the Chinese economy

in 2005 (OECD 2005) and has warned about the threats posed by excess capacity to the Chinese

economy shortly after the Global Financial Crisis in 2007–08 (OECD 2010, 34). Given the OECD’s

experience in dealing with excess capacity, the OECD and the Chinese government launched a

joint project on Green Growth and Industrial Upgrade in early 2015.24 During an official visit to

the OECD Paris Headquarter in July 2015, policy recommendations from this project were pre-

sented to Chinese Premier Li Keqiang. Although not explicitly attributed to the OECD, some of

the environmental and industrial targets in China’s 13th Five-Year Plan for 2016–2020 were consis-

tent with those recommendations presented to the Premier.25 Other recommendations the OECD

presented included that China might be able to export outputs from industries with serious excess

21. Guiding Opinions of the State Council on Accelerating the Development in Energy Conservation and Environmental Pro-
tection [in Chinese]. 2013. Regulatory document no. 30 [2013] of the State Council. August 1. http://www.gov.cn/zwgk/
2013-08/11/content_2464241.htm.

22. Interview with a senior research fellow focusing on industrial policy at the Chinese State Council, Beijing, China,
June 24, 2015; interview with a senior policy researcher focusing on environmental policy at the Chinese State Council,
Beijing, China, June 24, 2015.

23. Ibid.

24. Interview with a senior policy advisor from the OECD Strategic Partnerships and New Initiatives Unit, Paris,
France, May 22, 2015. see also OECD Work on Green Growth, 2015-16. 2015. Paris: OECD, September. https://www.oecd.
org/greengrowth/GG_Brochure_2015.pdf.

25. Interview with a former OECD policy analyst who contributed to the Green Growth and Industrial Upgrade
project, Hong Kong, March 22, 2019.

18

http://www.gov.cn/zwgk/2013-08/11/content_2464241.htm
http://www.gov.cn/zwgk/2013-08/11/content_2464241.htm
https://www.oecd.org/greengrowth/GG_Brochure_2015.pdf
https://www.oecd.org/greengrowth/GG_Brochure_2015.pdf


capacity, much like what the British steel industry did to its former colonies back in the 1960s, and

that the Chinese government should encourage companies to upgrade existing production lines

and invest in new ones that adhere to more stringent emission standards.26

Parallel to the urgency of tackling excess capacity and related environmental pollution, China

also had the world’s largest foreign exchange (FX) reserves of US$3.82 trillion in 2013 (Figure 4)

after years of trade surpluses and policy interventions for preventing the influx of hot money into

the Chinese economy (Y. Li 2017; Dreher et al. 2022, 109). The Chinese government recognized

the marginal benefit of holding these FX reserves was diminishing as the reserves can be used as

outward FDI with higher returns on investment than interests from holding the reserves (Wang

and Li 2017, 94; Liu 2013, 33).27 The BRI would therefore open up opportunities for Chinese

companies to access overseas markets, therefore better utilizing China’s FX reserves (Wang and Li

2017, 94).

Moving beyond the national economy, the Belt and Road Initiative also aims at reducing re-

gional inequality within China, and hence addressing violent domestic separatism. Although the

Chinese economy as a whole has been growing substantially since the Reform and Opening Up

policy since 1978, regional disparities and an urban-rural divide have also been widening dur-

ing the same period (see Sharma 2018, chap. 3). While marginalization and discrimination also

contributed to unrest in China’s western region (see, e.g. Dillon 2011; Fischer 2014), the Chinese

government has consistently attributed domestic terrorism, separatism, and religious extremism,

particularly the 2008 unrests in Tibet and the 2009 riots in Xinjiang, to underdevelopment in the

region.28 Given the importance of stability maintenance and territorial integrity to the CCP,29 its

26. Ibid.

27. It is important to note that while this was one of the intended purposes of the BRI, more recent research by the
Eximbank of China suggests that BRI infrastructure projects have been limiting China’s ability to control the RMB’s
exchange rate because these projects tend to be denominated in USD and the returns tend to take nearly a decade to
realize, therefore depleting China’s FX reserves in the short run (Y. Li 2017). This finding also contradicts Dreher et al.’s
(2022, 109–10) argument that the Chinese government provides official financing for development projects to mitigate
the risk of inflation and currency revaluation.

28. People’s Daily. 2013. “Resolutely cracking down the ‘Three Evils’” [in Chinese]. July 1, 1.

29. The Diversified Employment of China’s Armed Forces [in Chinese]. 2013. White paper. Beijing: Information Office of
the State Council, April. http://www.gov.cn/jrzg/2013-04/16/content_2379013.htm; China’s National Defense in the
New Era [in Chinese]. 2019. White paper. Beijing: Information Office of the State Council, July. http://www.gov.cn/
zhengce/2019-07/24/content_5414325.htm.
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Figure 4: Official Foreign Exchange (FX) Reserves of Top Three Countries by FX Reserves,
2000–21. China’s FX Reserves jumped over 22 times from US$165.57 billion in 2000 to the peak
of US$3,843.02 billion in 2014.
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leadership has described these ethnic riots as legitimacy shocks to the regime (e.g. Iminbaqi 2009;

C. Zhang 2012, 2013).

The “Belt” in the Belt and Road Initiative refers to the Silk Road Economic Belt, which aims

at connecting China’s Western region with Central Asia through transportation, communication,

and energy infrastructure projects (Huang 2014). In an article published in Qiushi, Zeng Peiyan,

a former Vice Premier of China who enjoys significant influence among China’s economic tech-

nocrats (see Ye 2019, 701), noted that the BRI would spur economic development in western China,

hence bringing peace and prosperity and ultimately preventing violent extremism and terrorism

in Xinjiang and surrounding areas (P. Zeng 2015, 16; see also S. Xu 2015, 11).30

30. Such use of economic initiatives to promote growth in China’s western region, reduce domestic economic dispar-
ities, and counter domestic terrorism is not new; previous Chinese leaders launched the Third-Front Industrialization
Strategy in the 1960s and the Great Western Development Program in 1999 to promote economic development in west-
ern China and counter ethnic separatism and terrorism (Clarke 2007). The BRI is better seen as an extension and
continuation of these programs (Ye 2020, chap. 3).

20



4.2 BRI as a Tool for Gaining Acceptance of the China Model

On the diplomatic front, the Chinese leadership hoped to use the Belt and Road Initiative to gain

international acceptance of China’s choice of development strategies and political institutions (see

Weiss 2019).31 The BRI was announced amidst what the Chinese government considered a chal-

lenging diplomatic environment. Beijing perceived the Obama administration’s “Pivot to Asia”

and the TPP an encirclement strategy that systematically constrains China’s rights to develop-

ment. The CCP leadership censured the U.S.’s “value-based diplomacy” and “Cold War men-

tality,” and saw in the BRI a means to offset these adverse consequences of U.S. encirclement (P.

Zeng 2015, 15; see also Xue 2015). CCP leaders emphasized the need to (1) showcase China’s

developmental achievements, (2) provide public goods like infrastructure that other countries are

not willing to provide, and (3) share China’s experience and know-how (S. Xu 2015; Y. Zhang

2015). The aim is to promote a type of cooperation that seeks common grounds and mutual bene-

fits, but also preserves and respects differences, ultimately legitimizing and gaining acceptance of

the China model, which often upholds political, economic, human rights standards different from

the West’s (National Development and Reform Commission 2015, §3; P. Zeng 2015, 15; Y. Zhang

2015, 21).

The main reason Beijing censured the U.S. and other Western countries for their “value-based

diplomacy” stems from Beijing’s fear—if not paranoia—of human rights serving as a pretext for

Western-led regime change in China. Official Chinese rhetoric has repeatedly cited the cases of

Yugoslavia, Iraq, Syria, and Libya, and more recently, Ukraine, as cautionary tales of how Western

countries, led by the United States, toppled foreign leaders that did not serve the West’s interests,

through Color Revolutions or proxy wars under the pretext of “democracy” and “human rights.”32

31. Although some scholars claim that “At the 19th Party Congress, Xi Jinping proposed China as a model for other
countries to emulate” (Economy 2018, 221; see also Alden and Jiang 2019; Lampton, Ho, and Kuik 2020; Ho 2020;
Rolland 2017a, 132–33), a careful reading of the speech Xi gave during the 19th Party Congress suggests this might
have been a translation error. The original speech states that China “opposes the imposition of one’s will on others or
interference in others’ internal affairs.” Jinping Xi. 2017. “Secure a Decisive Victory in Building a Moderately Prosperous
Society in All Respects and Strive for the Great Success of Socialism with Chinese Characteristics for a New Era” [in
Chinese]. Xinhua, October 18. http://www.xinhuanet.com//politics/19cpcnc/2017-10/27/c_1121867529.htm.

32. E.g. Sheng Zhong. 2011. “Advocating more countries’ return to rationality” [in Chinese]. People’s Daily, October 12,
3; Sheng Zhong. 2015. “No ‘Cold War Tactics’ are needed for resolving the Syrian crisis” [in Chinese]. People’s Daily,
October 13, 3; Shangyu Jiang. 2011. “Human rights above sovereignty: Hegemonism in the guise of human rights” [in
Chinese]. People’s Daily, April 29, 1; Sheng Zhong. 2021b. “The U.S. should give itself a good lesson in democracy” [in
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While the Chinese government has been opposed to international intervention in its domestic

affairs since its “Five Principles of Peaceful Coexistence” coined by the then Premier Zhou Enlai

in 1953, Beijing has been especially against international intervention in its domestic affairs since

the fall of Qaddafi following the United Nations Security Council (UNSC) Resolution 1973, which

authorized the US-led NATO forces to militarily intervene in Libya in 2011.33 Legitimizing and

gaining support for China’s idiosyncratic development and governance models is thus a problem

of regime survival for the Chinese government.34

Aside from legitimizing the China model, promoting goodwill abroad is a general goal in

China’s foreign economic cooperation activities, including foreign aid, investment, and technical

assistance.35 Xu Shaoshi, Chairman of the National Development and Reform Committee, empha-

sized the necessity of a “solid basis in public opinion” to the success of the Belt and Road Initia-

tive (S. Xu 2015, 12). As the volume of investment by Chinese companies and Chinese personnel

abroad rises, gaining foreign hearts and minds is generally considered conducive to protecting

Chinese citizens and businesses abroad, which is imperative in contemporary Chinese foreign

policy, especially after the evacuation of Chinese citizens from Libya in 2011 (see Liu and Gam-

mon 2020; Zerba 2014).

4.3 Alternative Determinants of Distribution of Chinese Infrastructure Project

My qualitative findings point to the Primat der Innenpolitik (“primacy of domestic politics”) in the

origin of the Belt and Road Initiative. They stand in contrast to, but not necessarily in contradic-

tion with, skeptical views about China’s intentions behind BRI. Skeptics of the BRI argue that the

Chinese]. People’s Daily, December 7, 3; Sheng Zhong. 2021a. “America’s addiction to wars brings disasters to the world”
[in Chinese]. People’s Daily, December 6, 3; Sheng Zhong. 2022b. “The human rights guardian is actually the hypocrite”
[in Chinese]. People’s Daily, April 8, 3; Sheng Zhong. 2022a. “NATO is a systematic challenge to global security and
stability” [in Chinese]. People’s Daily, July 5, 17.

33. Interview with a former special advisor on the responsibility to protect to the UN Secretary-General, February 12,
2016, New York, NY; interview with a former UNSC President, April 8, 2016, New York, NY; interview with a senior
official at the Chinese Delegation to the UN, May 16, 2016, New York, NY.

34. Ibid.

35. Agency for International Economic Cooperation. 2018. Handbook for Publicity of Foreign Aid Packages and Technical
Aid Projects [in Chinese]. Handbook. Beijing: Ministry of Commerce, People’s Republic of China, September 3.
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Initiative serves China’s geopolitical goal of strengthening existing authoritarian regimes (Econ-

omy 2018, 221; Rolland 2017a, 132–33). Clarke (2017, 72) argues that access to natural resources,

especially energy resources, is a “transparently a driver of BRI” (see also Hoh 2019).

To evaluate alternative explanations of China’s intentions behind the Belt and Road Initiative,

I provide a regression analysis on a variety of determinants of the volume of newly signed project

contracts with Chinese companies, measured at the destination country-year level. I measure

China’s own economic interests using the number of Chinese personnel involved in implementing

these contracts overseas described in Section 3, imports from China to the destination country

from the UN Comtrade Database, and net FDI inflows from China published by MOFCOM. I

include the Chinese personnel measure because one of BRI’s stated goals is to prevent domestic

social unrest from unemployment; this measure thus proxy the overseas employment opportunity

created for Chinese citizens.

To evaluate the support for authoritarian regimes explanation, I use military imports from China

from the SIPRI Arms Transfer Database, as well as ratings on civil liberty and political rights from

Freedom House. I reverse code the Freedom House ratings and sum up the separate measures on

civil liberties and political rights into one 13-point measure, where the higher the value, the higher

levels of civil liberties and political rights a country enjoys. The Freedom House ratings have been

used in other research on foreign aid as a proxy for democracy (e.g. Bermeo 2017).

To capture the alternative explanation of competition with other donors, I draw on bilateral official

development assistance (ODA) commitment data from OECD DAC countries, the World Bank,

and the IMF from OECD Statistics. To capture competition with the U.S., I use economic and

military aid data from the USAID Greenbooks, as well as imports from the U.S. listed in the UN

Comtrade Database.

In addition, I include the share of mineral, oil, and natural gas rents as a percentage of GDP

from the World Bank’s World Development Indicator (WDI) Database to estimate whether Chi-

nese projects are driven by the destination countries’ natural resources. I also control for the desti-

nation countries’ characteristics using WDI data on infant mortality, population, GDP, and GDP
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per capita. Finally, I interact all of these variables with a binary variable that takes the value 1 for

years after 2013, and 0 otherwise. The summary statistics is in Online Appendix C.1.

Figure 5 reports the average marginal coefficients from an ordinary least squares (OLS) model

with log(1 + newly signed Chinese project contracts in million USD) as the outcome variable.36

The model includes year fixed effects to estimate what factors are driving the volume of newly

signed Chinese project contracts in a given year.

From 2007–2013, before the BRI, there is evidence that the volume of newly signed Chinese

project contracts was driven by China’s economic interests, support for authoritarian regimes, and

oil resources in the recipient countries. In particular, the number of Chinese personnel working

on these projects overseas, the recipient countries’ FDI stock from China, military imports from

China, and oil rent are statistically significantly and positively related to the volume of newly

signed Chinese contracts. On the other hand, the Freedom House rating of a country is nega-

tively and statistically significantly associated with the volume of newly signed Chinese project

contracts, suggesting that Chinese project contracts tended to be in countries with lower levels of

civil liberties and political rights.

Contrary to commonplace skeptical views of China’s intentions behind the Belt and Road Ini-

tiative (e.g. Economy 2018, 221; Rolland 2017a, 132–33; Hoh 2019), there is no evidence in support

of the support for authoritarian regimes, natural resources, or competition with existing donors explana-

tions during the BRI period. After the announcement of the BRI in 2013, the contract volume is

only driven by China’s economic interests, with Chinese personnel, as well as accumulated and

annual net FDI inflows from China being statistically significant and positive predictors. The vol-

ume of Chinese projects is no longer significantly correlated with the recipients’ military imports

from China, Freedom House rating, or oil rents. There is no evidence that new Chinese project

contracts were driven by competition with existing donors, either before or after the announce-

ment of BRI.

36. The full model is Model (4) in Table C.2 in Online Appendix C.2, where additional robustness checks can be found.
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Figure 5: Predictors of Volume of Newly Signed Chinese Project Contracts. Prior to the
BRI, new overseas project contracts from China were driven by employment for Chinese workers
overseas, net inflows of FDI from China, military imports from China, Freedom House rating,
and oil resources of the recipient country. However, military imports from China, Freedom House
rating, and oil resources no longer predict new Chinese project contracts after BRI. Estimates from
an OLS regression on volume of newly signed Chinese project contracts (mln USD, log1p) with
additional control variables of population, income levels, and political freedom, as well as year and
recipient continent fixed effects and HC3 cluster-robust standard errors by recipient country. The
full model is Model (4) in Table C.2 in Online Appendix C.2
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Figure 6: Overseas Mineral Projects Approved by the Chinese Ministry of Commerce, 2004–
16. The annual number of approved overseas mineral projects declined sharply even before the
Belt and Road Initiative was announced in 2013.

BRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRI BRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRIBRI
Prospecting and Exploration Mining

2004 2007 2010 2013 2016 2004 2007 2010 2013 2016
0

50

100

150

200

250

nu
m

be
r o

f p
ro

je
ct

s

destination country
income classification low lower−middle upper−middle high

In fact, the volume of overseas extractive projects approved by the Chinese Ministry of Com-

merce (MOFCOM) had been in decline even before the start of the BRI (Figure 6). This decline was

largely explained by the realization that excess capacity in steel and non-ferrous metals industries

had become a liability, even before the BRI (see Figure 3). As a result, there was no incentive for

Chinese companies to acquire additional mineral resources abroad.37 Among the 2,407 extractive

projects approved by MOFCOM in my dataset, Australia and Canada were the top destinations

of Chinese extractive projects between 2004 and 2016.

5 Cost Structure of the BRI

The twin goals of tackling domestic economic and environmental problems and gaining interna-

tional acceptance of China’s development and governance models shape how the BRI is imple-

mented, and subsequently its effectiveness in achieving the stated goals. The massive volume of

37. Phone interview with an official at the National Development and Reform Commission of China, July 12, 2015.
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infrastructure projects, totaling US$1.84 trillion in contract value over the period from 2013–20

based on the dataset described in Section 3, were designed particularly to curb excess capacity in

China. Because of the economic, environmental, and ultimately domestic political benefits these

projects were expected to bring, it has been in the interest of the Chinese government to keep these

projects even if they do not extract the desired political concessions. Once we take a closer look at

how most BRI infrastructure projects are delivered, not only are they interest-incompatible to cut

off, it is also difficult for the Chinese government to cut them off.

Some scholars, journalists, and policymakers have portrayed the Belt and Road Initiative as

bundles of infrastructure projects financed by the Chinese government (Dreher et al. 2022), some-

times with questionable viability and on occasion serving Beijing’s hegemonic ambitions (e.g.

Alden and Jiang 2019; Ho 2020; Rolland 2017b).38 Yet these narratives are at best incomplete.

BRI was designed mainly to serve domestic economic and environmental goals. As discussed in

Section 4.1, China’s domestic excess capacity was most serious in the iron and steel, cement, elec-

trolytic aluminum, flat glass and shipbuilding industries when the BRI was announced. Outputs

from these industries are coincidentally inputs for infrastructure construction, and as a result the

BRI consists of numerous overseas infrastructure projects.

The logic of how these infrastructure projects will serve Beijing’s goals of tackling excess ca-

pacity and environmental pollution is that raising overseas demand for goods produced by indus-

tries with excess capacity will raise the capacity utilization in these industries, directly assuaging

excess capacity and improving profitability of firms.39 With improved profitability, these firms

will in the short run stay in business, preventing mass unemployment when unused capacity is

closed down. In the longer run, the profit can translate into financial capital for investing in pro-

duction capacity that meets more stringent environmental regulations, addressing China’s serious

environmental pollution.40 Firms can also invest the financial capital in raising the technological

38. For media reports, see e.g. Keith Bradsher. 2020. “China Renews Its ‘Belt and Road’ Push for Global Sway.”
New York Times, January 16. https://nyti.ms/3bjNiLi; Maria Abi-Habib and Keith Bradsher. 2020. “Poor Countries
Borrowed Billions from China. They Can’t Pay It Back.” New York Times, May 18. https://nyti.ms/3MqQ8dS.

39. Interview with a senior policy advisor at the OECD, June 8, 2015; phone interview with a research director focusing
on industrial policy at the Chinese State Council, June 10, 2015.

40. Ibid.
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Figure 7: The Logic of How BRI Infrastructure Projects Benefit the Chinese Government. Of-
ficial publications of the Chinese government and interviews with senior officials suggest overseas
infrastructure projects under the Belt and Road Initiative can reduce domestic excess capacity in
China, tackling both economic and environmental problems and ultimately contributing to regime
stability.
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levels of production. This will contribute to higher technological intensity in the economy, which

will be conducive in sustaining long-term economic growth. As stated by the then Vice-Premier

Zhang Gaoli, all these economic and environmental benefits BRI are expected to bring ultimately

will help prevent social unrest and maintain the regime stability of the CCP (G. Zhang 2013, 3,

8). This logic behind how overseas infrastructure projects can benefit the Chinese government is

summarized in Figure 7.

As shown in Figure 8, the actual production of crude steel, electrolytic aluminum, and steel

products indeed increased after the National Development and Reform Commission’s (2015) “Vi-

sion and Actions on Jointly Building Silk Road Economic Belt and 21st-Century Maritime Silk

Road” document, the blueprint of the BRI, was published. Excess capacity in these three indus-

tries also subsided after 2015 (Figure 3).

Besides the domestic economic, environmental, and consequently political interests that BRI

projects serve, which renders cutting these projects off incompatible with the goals of the BRI, the

fragmentation and diverse range of actors involved in the implementation of these infrastructure

projects also makes it hard for the Chinese government to cut them off once a project starts. For

its part, the 2015 BRI “Vision and Actions” highlights that the roles played by the Chinese gov-
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Figure 8: Industrial Capacity and Production in Top Industries by Excess Capacity in China,
2006–20. Actual production in the crude steel, electrolytic aluminum, and steel products indus-
tries increased after the National Development and Reform Commission (2015) published the BRI
“Vision and Actions” document.
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ernment are to promote the Initiative through visits by high-level leaders and to provide policy

support.41

Irrespective of Chinese government claims, what is clear is that Beijing designed the BRI as

an initiative facilitated by the Chinese government and implemented by for-profit corporations. The

central role of for-profit enterprises in the BRI was emphasized in a set of guiding opinions is-

sued by the State Council in May 2015, which states that international cooperation should be “the

independent decisions of enterprises,” which are “responsible for their own profits and losses,

and independently assuming risks.”42 The same section in the document reiterates the Chinese

government’s role in coordination and policy support.43 Later in August 2015, another set of

guiding opinions issued by the China Banking Regulatory Commission and the NDRC reiterated

that major infrastructure projects are “independent decisions of enterprises, which must assume

their own risks and be responsible for their own profits and losses” and added that local gov-

ernments must not “provide any explicit or implicit guarantee of any kind” for financing major

infrastructure projects.44

Owing to the vast number of domestic actors involved, including local governments, state-

owned enterprises (SOEs), and private corporations, the BRI is extremely fragmented in its im-

plementation (Jones and Hameiri 2021; Ye 2020). Such fragmentation in the implementation of

the Chinese government’s overseas economic initiatives predates the BRI and has been widely

recognized and studied by Sinologists (e.g. Norris 2016; Lee 2017), but often underappreciated by

scholars and students of IPE.

41. Zhang Yasui, the Deputy Foreign Minister, explained that while intergovernmental cooperation lies at the heart
of the BRI, cooperation includes that among local governments, financial institutions, multinational corporations, in-
ternational organizations, and non-governmental organizations, and extends beyond countries in Asia and Europe (Y.
Zhang 2015, 21).

42. Guiding Opinions of the State Council on Promotion of International Production Capacity and Equipment Manufacturing
Cooperation [in Chinese]. 2015. Regulatory document 30 [2015] Issued by the State Council. May 16. http://www.gov.
cn/zhengce/content/2015-05/16/content_9771.htm, §5.

43. Ibid.

44. Guiding Opinions of the China Banking Regulatory Commission and the National Development and Reform Commission
on the Banking Industry’s Support for the Construction of Major Projects in Key Fields [in Chinese]. 2015. Departmental
regulatory document 43 [2015] of the China Banking Regulatory Commission. August 10. http://www.scio.gov.cn/
xwfbh/xwbfbh/wqfbh/35861/36645/xgzc36651/Document/1551308/1551308.htm.
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Figure 9: Top 3 Destinations of Chinese Outward FDI, 2003–20. In most years since 2003, tax
havens and off-shore financial centers were the top destinations of Chinese outward FDI flow.
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Recent research argues that the Chinese government exerts huge influence on Chinese SOEs

and uses FDI from Chinese SOEs as a foreign policy instrument (Stone, Wang, and Yu 2022). How-

ever, this conclusion based on analysis of firm-level data ignores the fact that Chinese outward

FDI data is ill-suited for studying firm-level activities due to Chinese companies’ extensive use

of tax havens and off-shore financial centers (THOFCs) (Sutherland and Anderson 2015). Given

the historical ties and geographic proximity, Chinese companies generally invest abroad through

Hong Kong, a THOFC that has remained the top destination of Chinese outwards FDI since 2008

and accounted for 59.02% of all outward Chinese FDI between 2011 and 2020 (Figure 9). Chinese

investment through Hong Kong and other popular THOFCs like the British Virgin Islands and

the Cayman Islands are extremely difficult to track systematically, leaving the actual investment

decisions of both Chinese SOEs and private enterprises largely opaque to researchers.

More recently, the installation of a Chinese Communist Party Committee in the Chinese sub-

sidiary of the British bank HSBC in July 2022 raised additional concerns about the Chinese gov-

ernment’s increasing grip over private companies operating in China.45 For context, however, the

45. Stephen Morris and Tabby Kinder. 2022. “HSBC Installs Communist Party Committee in Chinese Investment
Bank.” Financial Times, July 21. https://www.ft.com/content/eac99fd9-0c30-4141-821a-45348f61c113; Lin Yang and
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establishment of grass-root CCP committees in private companies in China has been required

since 1994 in Article 17 of the Company Law of the People’s Republic of China.46 The party com-

mittees are common among multinational corporations with Chinese subsidiaries. For example,

the South Korean electronics giant Samsung has had such a party committee in its Chinese sub-

sidiary since 1998.47 As of December 31, 2015, 99.9% of all the private enterprises in China that

were required to have a party committee had already had such a committee.48

On the other hand, given China’s legislation and incentive structures, the central government

has less control over its SOEs and policy banks than often assumed. SOE reforms since the 1990s

have tied SOE executives’ and managers’ compensation with the SOEs’ performance, incentiviz-

ing SOEs to be more profit-driven.49 For instance, in the banking sector, state-owned commercial

banks50 were converted into corporate entities and listed in international stock exchanges, with

the goal to “outsource” governance and improve profitability in the 1990s (Stent 2017, 8–9). These

listed SOEs are, therefore, subject to regulations abroad and are accountable to not just the Chi-

nese government but also other shareholders. As a result, SOEs are often unwilling and unable

to pursue projects that are purely politically driven and unprofitable (Zheng 2020, 179; Lee 2017,

chap. 2).

Similarly, the incentive structure of China’s policy banks is also not particularly conducive

for financing unprofitable, purely politically-driven projects. In their groundbreaking work on

China’s development finance, Dreher et al. (2022, 137–38) attribute the commercial nature of fi-

nancing from China’s two policy banks, the Export-Import Bank of China (Eximbank) and the

Liam Scott. 2022. “Chinese Subsidiary of British Investment Bank Now Includes Communist Party Committee.” Voice of
America, August 3. https://www.voanews.com/a/chinese-subsidiary-of-british-investment-bank-now-includes-
communist-party-committee/6684911.html.

46. Company Law of the People’s Republic of China. 1994. Order 16 of the President of the People’s Republic of China.
July 1. http://www.lawinfochina.com/Display.aspx?lib=law&ID=641#.

47. Hao Xu. 2017. “Li Chengchun, Secretary of the Party Committee of Samsung Electronics (Suzhou) Semiconductor
Co. Ltd.: ‘Make Party Building a Highlight for Foreign Enterprises’” [in Chinese]. China Economic Weekly, October 23,
no. 41, 80–81.

48. H. Xu 2017.

49. Guiding Opinions of the Chinese Communist Party Central Committee and the State Council on Deepening the Reform
of State-owned Enterprises [in Chinese]. 2015. Party regulations no. 22 [2015] of the State Council. August 24. http:
//www.gov.cn/zhengce/2015-09/13/content_2930440.htm.

50. The state-owned banks involved include the “big four,” namely the Industrial and Commercial Bank of China
(ICBC), China Construction Bank (CCB), Bank of China (BOC), and Agricultural Bank of China (ABC).
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China Development Bank, to their “official mandate to invest the country’s surplus foreign ex-

change reserves in economic sectors and commercial activities that will deliver strong returns.”

This argument downplays the underlying causes of these policy banks’ non-concessional loans,

and hence overlooks how their mandate to remain self-sufficient undercuts another of their man-

dates, to serve China’s policy interests.

Unlike most policy banks in the rest of the world, including those in the U.S., Japan, South

Korea, and India, the Eximbank of China is yet to have its own designated legislation.51 There

is no clear stipulation as to whether the central government would ultimately underwrite losses

suffered by the Eximbank, nor is there specific mechanism for the Eximbank to acquire cheaper

capital from the government to support its lending activities (Sun 2014, 43). As a result, the Ex-

imbank does not have an edge over commercial banks in China in terms of undertaking riskier

projects, which are very common in the BRI. Coupled with the mandate to “operate while pre-

serving capital” (baoben jingying),52 the Eximbank tends to be more risk averse compared to major

commercial banks in China, such as the Industrial and Commercial Bank of China (ICBC), Bank

of China (BOC), and the Bank of Communications (J. Xu 2016, 17).

Additionally, the promotion and bonuses of Eximbank managers are largely determined by the

profitability of the loans and financing projects they oversee. Thus, unless there are other guar-

antees provided by the central government, Eximbank managers approve financing for projects

based on the projects’ viability and potential profitability, like most commercial banks would,

rather than their alignment with the government’s policy or strategy per se.53 This incentive struc-

ture, combined with the Eximbank’s lack of access to cheap capital, likely explains why, according

to a survey by the China International Contractors Association, the major business association

of Chinese international project investors, financing packages from the Eximbank of China have

51. Qiang Zeng. 2021. “Hu Xiaolian, Member of the Standing Committee of the National Committee of the Chinese
People’s Political Consultative Conference and Chairman of the Export-Import Bank of China: It is time to promote
the reform, optimization and legislative work of policy banks” [in Chinese]. China Internet Information Center, March 8.
http://finance.china.com.cn/news/special/2021jrlh/20210308/5513618.shtml.

52. Measures for the Supervision and Administration of the Export-Import Bank of China [in Chinese]. 2017. Order 3 [2017]
of the China Banking Regulatory Commission. November 15. http://www.gov.cn/gongbao/content/2018/content_
5264999.htm.

53. Phone interview with a loan manager at the Eximbank of China, April 29, 2022.
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higher entry barriers and are usually smaller in size compared to that from commercial banks,

and are thus less attractive as an option for overseas infrastructure projects conducted by Chinese

companies.54

While the Chinese government provides ODA-like interest-free or concessional loans (Infor-

mation Office of the State Council 2021) and other official flows (OOF)-like loans for financing BRI

infrastructure project (Dreher et al. 2022, chap. 5), these loans make up only a minority of overseas

projects by Chinese companies. Even if we assume that all the concessional loans reported by the

Information Office of the State Council (2021), totalling CNU142.4 billion (US$21.8 billion) from

2013–18, were dedicated to financing BRI projects, they would still make up only 1.65% of the

total volume of overseas project contracts signed by Chinese companies during the same period.

According to AidData (Custer et al. 2021), one of the most comprehensive databases of Chinese

overseas development finances, OOF-like finances during this period totaled US$355.67 billion,

which would only be 26.85% of all overseas project contracts (Figure 10). However, AidData in-

cludes projects funded solely by commercial banks like ICBC and BOC (Figure 11), which are

driven by profit motives and not directly controlled by the Chinese government. As such, the

OOF-like finances reported by AidData are likely to be an overestimation of actual OOF-like fi-

nances.

Aside from the profit motives of OOFs from China’s policy banks described above, the ma-

jority of the infrastructure contracts signed by Chinese companies are simply not financed by the

Chinese government, which is consistent with the Chinese government’s 2015 BRI “Vision and Ac-

tions” document. As such, despite the constant linkage to development in official Chinese media

outlets and speeches of Chinese leaders, the Belt and Road Initiative is better seen as a collec-

tion of for-profit infrastructure projects with potential positive developmental impact (see Dreher

et al. 2022, chap. 7), rather than a developmental initiative per se.

The fact that most BRI projects have been implemented by for-profit enterprises has substan-

tial implications for their cost structure, and hence their effectiveness as inducements. First, it is in

the Chinese government’s interest to push for more BRI projects because of the domestic economic,

54. Weijie Yao. 2015. “How to get a trillion-dollar overseas project” [in Chinese]. Oriental Outlook Weekly, no. 12, 28–31.
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Figure 10: Chinese Official Development Assistance, Development Finance, and Volume of
Chinese Project Contracts, 2010–18. The majority of overseas project contracts newly signed
by Chinese companies since the launch of the Belt and Road Initiative was not financed by official
finances from the Chinese government.
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Figure 11: Composition of Chinese Development Finance Estimated by AidData, 2010–17.
AidData categorizes finances from Chinese commercial banks and state-owned enterprises as
official development finance from China, overestimating China’s official development finance.
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environmental, and political benefits these projects are expected to bring (see Figure 7). If the

Chinese government forces companies to pull out of a country after failing to extract policy con-

cessions, the Chinese government would be defying its own stated economic objectives. Secondly,

because of the fragmentation in the implementation of BRI projects, the Chinese government does

not have much control over whether and how these projects are implemented, especially once

the implementation of a project starts (Lee 2017, chap. 2; Norris 2016; Jones and Hameiri 2021).

Infrastructure projects generally require high upfront investment in sending raw materials, heavy

equipment, and labor to the destination country, and profits are generated mostly after the project

is complete.

The Chinese government’s expected benefits in delivering BRI projects, coupled with the diffi-

culty for it to fully control these projects, give rise to the inducement dilemma. Such inducements

are unlikely to be effective in extracting costly concessions precisely because the recipient knows

that the sender, the Chinese government in this case, has no incentive to cut off these projects and

lose the expected benefits (H2).55

6 Can BRI Infrastructure Projects Extract Political Concessions?

I test my hypotheses that the sender can extort concessions from the target only with the sender

cannot gain on net from delivering an inducement without getting any concession (H1 and H2)

and that when the concession is beneficial to the target, the target will always concede (H3) in the

case of national responses to China’s human rights situations at the United Nations. This context

was chosen because one of Beijing’s goals through the BRI is to gain acceptance of the China

model, including its own human rights standards in contrast to those of the West, as discussed in

Section 4.2. Statements at the UN on China’s human rights situations would therefore be a direct

measure of other countries’ acceptance of the Chinese government’s way of running China.

55. It is true that there are cases where Chinese contractors leave their overseas overseas infrastructure projects incom-
plete, but that is usually caused by the recipient government’s delays in loan repayment, rather than the Chinese gov-
ernment using the infrastructure project as leverage for concessions (e.g. Deron, Pairault, and Pasquali 2021; Brautigam
2021).
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Statements in support of China given by other countries at the UN are of considerable impor-

tance to the Chinese government,56 and are often used to legitimize the Chinese government’s

own policies. For instance, official Chinese media outlets often extensively report when foreign

countries’ express their support for China’s handling of human rights issues in Xinjiang and Hong

Kong at the United Nations.57 The Chinese government also actively attempts to influence what

statements other countries give regarding China’s human rights situations. Beyond the BRI, China

has threatened to block COVID-19 vaccine exports to Ukraine to pressure Ukraine to withdraw

from a joint statement to the UN Human Rights Council raising concerns over the treatment of

the Uyghur people in China and calling for immediate access for independent observers to Xin-

jiang.58 Although COVID-19 vaccines are not the same as BRI infrastructure projects, this example

shows that the Chinese government wields any available tool to influence other countries’ stance

on China’s own human rights record.

These statements of support at the UN are “cheap” because they are not legally binding and

usually do not include any vote. Furthermore, these statements are often given in the form of

joint statements among dozens of countries,59 further reducing a country’s cost in giving such a

statement. These characteristics make statements at the UN a “most likely” case where the Chinese

government would be able to garner support itself (see Eckstein 1975). The logic of this research

design is that if Beijing cannot sway countries through BRI infrastructure projects to support China

in low-cost UN statements, it is unlikely for China to be able to sway foreign countries in higher-

stake political decisions.

56. Phone interview with a former diplomat at the Permanent Mission of the People’s Republic of China to the UN,
January 25, 2022.

57. E.g. Nan Lin. 2020. “Bai’eluosi Daibiao 46 Guo Zai Lianheguo Renquan Lishihui Zuo Gongtong Fayanzhichi
Zhongguo Zai She Jiang Wenti Shang de Lichang” [Belarus made a joint statement on behalf of 46 countries at the
UN Human Rights Council in support of China’s position on Xinjiang-related issues (in Chinese)]. China Central Televi-
sion, July 2. http://news.cctv.com/2020/07/02/ARTIpqYxqOfFnQpHOwyciTzv200702.shtml; People’s Daily. 2021. “Q&A
with the spokesperson from the Ministry of Foreign Affairs on Belarus’s joint statement on behalf of 70 countries in
support China on Hong Kong-related issues” [in Chinese]. March 6, 17.

58. Jamey Keaten. 2021. “Diplomats Say China Puts Squeeze on Ukraine.” Associated Press News, June 25. https:
//apnews.com/article/united-nations-china-europe-ukraine-health-a0a5ae8f735b92e39c623e453529cbb9.

59. E.g. Lin 2020; People’s Daily 2021; Reuters. 2021. “More than 40 Countries Call on China to Give UN Access to
Xinjiang.” South China Morning Post, June 22. https://www.scmp.com/news/china/diplomacy/article/3138337/more-
40-countries-call-china-give-un-human-rights-chief-access.
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6.1 Data

The outcome variable in the following analysis is a UN Member State’s response on China’s hu-

man rights situations in Hong Kong and Xinjiang in a given year during the period from 2019

to 2021. I created this original dataset using the video recordings of meetings of 83 UN General

Assembly Third Committee and sessions of the UN Human Rights Council from 2019–21. I code

a country’s stance in each statement as �1 if it expressed concerns over the situation in Xinjiang

and/or Hong Kong, 0 if no statement was given or if China was not mentioned, 1 if the country

called for non-interference in China’s internal affairs and/or respect for China’s sovereignty, and 2

if the country commended China’s achievement in Xinjiang and/or Hong Kong. I then aggregate

the statement-level data into the country-year level by taking the maximum for each UN member

state in a given calendar year.

For testing H1 and H2, I operationalize the explanatory variables using the heterogeneous

marginal coefficients of the volume of newly signed Chinese project contracts across different

levels of FDI inflow from China. The Chinese government’s main goal behind the BRI is to export

China’s domestic excess capacity by facilitating Chinese companies’ access to overseas markets. If

this goal is achieved, we should observe positive net FDI inflow from China in the host country

of these project contracts. On the other hand, if the project contracts did not achieve the goal

of overseas market access, if Chinese companies are disinvesting, or if the overseas affiliates of

Chinese companies are losing money, the net FDI inflow from China in the host country should

be low, if not negative. According to the theoretic expectations under the inducement dilemma,

if the Sender, China here, gains on net from delivering the inducement even in the absence of

concessions, this inducement will not be effective in extracting concessions. As such, I expect BRI

projects to be effective in purchasing support from the recipient country only when these projects

do not serve the other goal of the Chinese government to facilitate outward FDI. If H1 and H2

were both true, we should observe that

• Observable Implication 1: The volume of newly signed Chinese project contracts is positively cor-
related to a UN Member State’s support for China on human rights issues only when its net FDI
inflow from China is low.
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It is worth noting that while outward FDI from China is not suitable for studying firm-level

behavior (Sutherland and Anderson 2015), official Chinese outward FDI data likely reflects the

degree of cross-country variations in FDI inflow from China, which is what this analysis is interested

in, once the main THOFCs are excluded (Kolstad and Wiig 2012; Rodríguez and Bustillo 2011;

Sutherland and Anderson 2015). Since all of the main THOFC recipients of Chinese outward FDI

(Hong Kong, the British Virgin Islands, and the Cayman Islands) are dependent territories and

not UN member states, none of them made official statements at the UN and all are excluded from

the analysis.

For H3, I operationalize the explanatory variable using a UN Member State’s levels of political

rights and civil liberties based on the reverse coded ratings from Freedom House, and the UN

human rights ideal points from Bailey, Strezhnev, and Voeten (2017). During my fieldwork, mul-

tiple former senior officials at the UN independently suggested that Member States without good

human rights records tend to side with other Member States whose human rights situations are

under scrutiny, to avoid future criticism of their own human rights situations.60 In other words,

it is in the interests of a UN Member State with lower levels of civil liberties, political rights, and

support for human rights issues in general to support China. I expect that

• Observable Implication 2: UN Member States’ levels of civil liberties, political rights, and human
rights ideal points are negatively correlated with their support for China on human rights issues.

Table 2 summarizes the operationalization of the theoretic quantity of interests and the corre-

sponding parameters in the inducement game.

6.2 Results

I estimate the heterogeneous marginal coefficients of newly signed Chinese project contracts (treat-

ment, T) across different levels of net FDI inflow from China (observable characteristic, X) on sup-

port for China’s human rights situations (outcome, Y) using the orthogonal random forest (ORF)

60. Interview with a former Special Adviser of the UN Secretary-General on the Responsibility to Protect, New York,
September 22, 2015; interview with a former Deputy Chef de Cabinet of the UN Secretary-General, New York, October
2, 2015; interview with a former UN Assistant-Secretary General for Peacebuilding, New York, November 26, 2015.
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Table 2: Operationalization of Hypotheses in China’s Belt and Road Initiative

Variable Concept
(Parameter) Operationalization Data Source

Dependent
variable

Foreign policy concession by the Target
(S chooses c 2 {0, 1})

Support for China on human right issues
at the UN

Author’s original dataset

Independent
variable
(H1 and H2)

Sender’s ability to profit from the inducement
in the absence of concession
(Whether p � a � 0)

Heterogeneous marginal coefficients of
(a) Newly signed overseas project contracts

by Chinese companies
Author’s original dataset

(b) Across different levels of net FDI
inflow from China

Chinese Ministry of Commerce

Independent
variable
(H3)

Target’s ability to benefit from the concession
in the absence of inducement

Target states’
(a) Levels of civil liberty and political rights Freedom House

(Whether vT � 0) (b) UN ideal points on human right issues Bailey, Strezhnev, and Voeten (2017)

algorithm (Oprescu, Syrgkanis, and Wu 2019). The ORF algorithm combines double machine

learning (Chernozhukov et al. 2017) and generalized random forest (Athey, Tibshirani, and Wager

2019), and can non-parametrically estimate the heterogeneous marginal coefficients while con-

trolling for a high-dimensional set of confounding variables described in Section 4.3 (W).61 With

sample splitting and cross-validation, the estimates from the ORF algorithm are asymptotically

normal and have asymptotically valid bootstrap-based confidence intervals (Oprescu, Syrgkanis,

and Wu 2019). The ORF algorithm is especially useful, compared to OLS models, in this anal-

ysis because of the modest sample sizes—452 when all country-year observations with complete

data and 263 when only observations with a BRI memorandum of understanding (MOU) has been

signed are included—as well as the potential interactions between control variables.

I assume the following data generating process in the estimation:

Y = q(X, W) · T + f (X, W) + e E[e | X, W] = 0

T = g(X, W) + h E[h | X, W] = 0, E[h · e | X, W] = 0

Our main quantity of interest is the conditional marginal coefficient q̂(x) = E[q(X, W) | X = x].

To examine the heterogeneity, I estimate q̂(x) across 100 test points x over a grid in the minimum

and maximum values of net FDI inflow from China in the dataset.

61. See Online Appendix D.1 for the full list of control variables and their descriptive statistics.
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6.2.1 Newly signed Chinese project contracts predict support for China at the UN only when
they do not bring net inflow of Chinese FDI

Figure 12 reports the marginal coefficient with 95% confidence interval of newly signed Chinese

project contracts on support for China across different levels of cubic root-transformed net FDI

inflow62 from China in the full sample and among only observations with a BRI MOU signed. In

line with H1 and H2, the volume of newly signed Chinese project contracts is statistically signifi-

cantly and positively associated with a country’s support for China’s human rights situation only

when the FDI inflow from China is low.

As a robustness check, Table 3 reports the estimated coefficients from OLS regressions on the

outcome variable of support for China on human rights issues at the UN with an interaction

term between newly signed project contracts and net FDI inflow from China while controlling for

potential confounders. I use two measures for net FDI inflow: a binary variable of whether the net

FDI inflow is positive and a continuous variable of net FDI inflow from China that is cubic root

transformed. Country fixed effects are included in the models to capture how variations in newly

signed Chinese project contracts within a UN Member State are associated with that Member

State’s stance on China’s human rights issues. Due to the small sample size in the dataset, I use

the CR2 cluster standard error and Satterthwaite test proposed by Pustejovsky and Tipton (2018)

for hypothesis testing.63

Figure 14 reports the marginal coefficient of Chinese project contract volume across different

levels of net FDI inflow from China estimated using Model (4) from Table 3. Similar to the esti-

mates from the ORF algorithm and the case with the binary FDI inflow measure, the positive co-

efficient of project contract volume is statistically significant when the net FDI inflow from China

is low.

62. Cubic root transformation, instead of log-transformation, is used here because net FDI inflow from China has
negative values. Existing research in FDI has used this transformation to account for the negative values (e.g. Chan and
Meunier 2022).

63. Online Appendix D.2 shows that the main results hold using other standard methods for hypothesis testing.
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Figure 12: Marginal Coefficient of Volume of Newly Signed Project Contracts by Net FDI
Inflow from China, 2019–21. Newly signed Chinese project contracts are statistically significantly
and positively associated with a country’s support for China at the UN only when the net inflow of
Chinese FDI is low.
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(a) Full Sample (n = 452)
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(b) BRI Memorandum of Understanding Signed (n = 263)
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Table 3: Predictors of Support for China on Human Rights Issues at the United Nations, 2019–21

Dependent Variable:
Support for China on Human Rights Issues at the United Nations

(4-point, maximum of all statements)
(1) (2) (3) (4)

Newly Signed Chinese Project Contracts 0.1081⇤⇤ 0.0998⇤ 0.0794⇤ 0.0777⇤
(total, mln USD, log1p, t � 1) (0.0360) (0.0364) (0.0328) (0.0324)

Positive Net FDI Inflow from China �0.0500 �0.1373
(0 = false, 1 = true, t � 1) (0.1857) (0.2174)

Newly Signed Chinese Project Contracts �0.0520 �0.0397
⇥ Positive Net FDI Inflow from China (0.0331) (0.0387)

Net FDI Inflow from China 0.0280 0.0328 0.0071 0.0056
(mln USD, cube root, t � 1) (0.0173) (0.0190) (0.0191) (0.0217)

Newly Signed Chinese Project Contracts �0.0022 �0.0013
⇥ Net FDI Inflow from China (0.0032) (0.0036)

UN Ideal Point on Human Rights Issues �0.8455⇤⇤ �1.0229⇤⇤ �0.8121⇤⇤ �1.0031⇤⇤
(µ support for human rights, t � 1) (0.2873) (0.3080) (0.2906) (0.3104)

Freedom House Rating �0.0103 0.0924 �0.0089 0.0911
(13-point, µ political freedom, t � 1) (0.1218) (0.1056) (0.1206) (0.1046)

Chinese personnel �0.0978 �0.0562 �0.0965 �0.0572
(persons, log1p, t � 1) (0.0542) (0.0499) (0.0548) (0.0509)

Net Accumulated FDI Inflow from China �0.2073 �0.1828 �0.2333 �0.2177
(mln USD, log1p, t � 1) (0.1488) (0.1443) (0.1467) (0.1396)

Military Imports from China �0.0076 �0.0053
(mln USD, log1p, t � 1) (0.0654) (0.0654)

Imports from China �0.1286 �0.0453
(mln USD, log1p, t � 1) (0.3360) (0.3326)

Exports to China �0.0219 �0.0340
(mln USD, log1p, t � 1) (0.0895) (0.0882)

BRI Memorandum of Understanding 0.1657 0.1472
(0 = not signed, 1 = signed, t � 1) (0.2308) (0.2338)

GDP per Capita �24.4018 �18.8958
(USD, log, t � 1) (33.6440) (33.1940)

GDP 24.3603 18.8371
(mln USD, log, t � 1) (33.5893) (33.1350)

Population �14.1400 �9.1187
(log, t � 1) (34.2552) (33.8332)

Infant Mortality 0.0392 0.0334
(per 1,000 births, t � 1) (0.1055) (0.1045)

Constant 1.5405 158.1155 1.6575 90.6153
(1.0028) (479.6681) (0.9876) (473.9496)

Country fixed effects X X X X
Observations 465 452 465 452
R2 0.8289 0.8332 0.8258 0.8298
Adjusted R2 0.7223 0.7203 0.7184 0.7157

Note: OLS models with CR2 cluster-robust standard errors by country in parentheses. ⇤p < 0.05; ⇤⇤p < 0.01; ⇤⇤⇤p < 0.001.
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Figure 13: Marginal Coefficient of Volume of Newly Signed Project Contracts by Whether
Net FDI Inflow from China is Positive, 2019–21. Newly signed Chinese project contracts are
statistically significantly and positively associated with a country’s support for China at the UN only
when the net inflow of Chinese FDI is low.
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Figure 14: Marginal Coefficient of Volume of Newly Signed Project Contracts by Net FDI
Inflow from China with 95% Confidence Intervals, 2019–21. Newly signed Chinese project
contracts are statistically significantly and positively associated with a country’s support for China
at the UN only when the net inflow of Chinese FDI is low or negative. The histogram at the bottom
of the plot shows the distribution of net FDI inflows from China.
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6.2.2 Pre-existing stance on human rights drives support for China at the UN

Consistent with H3, countries with lower human rights ideal points, which is associated with

being less supportive of human rights issues, were more supportive of China’s in its human rights

situations. The coefficient is statistically significant across all specifications in Table 3.

7 Discussion and Conclusion

This paper presents a theoretic framework, based on cost structure, to explain when economic

inducements lead the target state to do what the sender state desires. I argue that when economic

inducements are profitable for the sender, they are credible, but ineffective in extracting conces-

sions from the target state. I test this argument and find counterintuitive results in China’s Belt

and Road Initiative. I show that infrastructure projects can persuade countries to support China’s

governance and development models at the United Nations only when these projects do not fully

serve China’s economic motive of promoting outward direct investment.

In reality, the quid pro quo cost structure is not uncommon outside of the BRI. For instance, as

described in Section 6, China used its COVID-19 vaccine shipments as an inducement for Ukraine

to withdraw its signature from a UN joint statement raising concerns on the human rights situ-

ation in Xinjiang. In June 2021, at the peak of the COVID-19 pandemic when vaccines were in

short supply, Sinovac, a Chinese producer of COVID-19 vaccines, was exporting vaccines at a dis-

count of over 95% off the domestic price.64 The Chinese government was able to use this heavily

discounted vaccine shipment to extort a concession from Ukraine. This is consistent with my the-

oretic framework, which suggests that economic inducements are most effective when the sender

has limited profit from delivering the inducements, and its benefit comes instead from receiving

the concession from the target.

64. Shan Xiao. 2020. “Denounced as a traitor, China’s new COVID-19 vaccine is suspected of being too cheap abroad
and too expensive at home” [in Chinese]. Radio France Internationale, October 5. https://rfi.my/6duU.
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While this paper’s empirical testing focuses on the BRI, China is not the first country to use

foreign aid, exports, and infrastructure projects as economic inducements. The United States’

Marshall Plan after the Second World War was an instance with a similar cost structure as China’s

BRI. Consistent with my argument in this paper, as British diplomats recognized the United States’

commercial and strategic interests in supporting the economies of Britain and Western Europe to

defend them from the Soviet Union, the U.S. had little leverage in forcing Britain to impose export

controls to the Soviet Union and eventually failed to do so (Leigh-Phippard 1995). Just like the

BRI, the Marshall Plan was designed to achieve both economic and strategic goals of the United

States. For example, the U.S. Federal Government published a pamphlet explaining that

The citizens in the Western European nations who receive American products under
the Marshall Plan do not get them free. [...] They pay their own governments for
the products in their own currencies, and these “counterparts” funds are then used
on projects approved by the ECA [Economic Cooperation Administration] which will
further economic recovery. Thus American dollars are doing “double duty” toward
rebuilding Europe (U.S. Federal Government 1949, 1, emphasis original).

My findings have several surprising implications. In contrast to conventional wisdom about

costly signaling in IR, my results demonstrate that in the case of inducements, credible signals

are not necessarily more effective in changing the target’s behavior. Addressing a critical gap in

Schelling’s (1960, 177) and Baldwin’s (1971, 28–29) observation that inducements are costly when

they work, I show that delivering inducements can in itself have net benefits to the sender, even

in the absence of concessions from the target, which gives rise to the inducement dilemma. The

very prospect of net benefits that makes an inducement credible also undermines the sender’s

leverage over the target. In order to extract concessions costly to the target through inducement,

the credibility of the inducement must come from the punishment when the sender does not de-

liver, instead of the profit it gains when it follows through. In designing effective inducements,

the sender must consider whether different objectives can undercut one another, limiting its own

leverage over the target and hence the efficacy of the inducements.

While the EU and the G7 have now launched their own infrastructure initiatives to counter

China’s influence, my findings call into question the assumptions underlying the motives behind

these initiatives. First, as highlighted in this paper, the Chinese government might not have as
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much leverage or influence over the recipients of its infrastructure projects as assumed. Second,

similar to China’s BRI, the EU and G7 attempt to provide infrastructure projects to the developing

world through public-private partnerships (PPP). Yet though infrastructure projects are likely to

have positive developmental impacts in the recipient countries (see Dreher et al. 2022, chap. 7),

if the EU’s and G7’s objective is to raise their influence in the recipient countries, the for-profit

nature of PPPs might instead restrict their influence. Given the ubiquity of economic inducements

as a foreign policy tool, the arguments and implications from the paper present fruitful avenues

for future research.
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