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Ann-Sofie Isaksson and Andreas Kotsadam

Chinese Aid to Africa: Distinguishing Features

and Local Effects

The global economic landscape has changed dramati-
cally since the turn of the millennium: low and middle
income countries have been driving global economic
growth, new sources of development finance have
emerged, and the development cooperation arena
has seen continued diversification of actors, instru-
ments, and delivery mechanisms (Kharas and Ro-
gerson 2012; Mawdsley et al. 2014). Largest among
the “new” donors is China, and with the explosion
of Chinese funds, concerns over its donor practices
have followed.

Critics claim that Beijing uses its development
finance to create alliances with the leaders of develo-
ping countries, to secure commercial advantages for
their domestic firms, and to prop up corrupt and un-
democratic regimes in order to gain access to their
natural resource endowments (see the discussion in
e.g., Tull 2006; Naim 2007; Penhelt 2007; Brazys et al.
2017). Others praise China for its responsiveness to
recipient needs and its ability to get things done in
a timely manner without placing an extensive admi-
nistrative burden on strained public bureaucracies
in the developing world (see the discussion in e.g.,
Brdutigam 2009; Dreher et al. 2019).

In the 2018 Forum on China-Africa Cooperation,
China made a USD 60 billion pledge for new projects
in Africa (Washington Post 2018). Despite its massive
scale, studying the motivations behind and effects
of Chinese development finance has, until recently,
been very difficult. Unlike the OECD-DAC donors, the
Chinese government does not routinely publish infor-
mation on its foreign assistance. This lack of transpa-
rency has made evaluation of Chinese aid notoriously
difficult, and as a result, China’s aid to Africa is the
subject of much speculation. However, with a new
comprehensive dataset on Chinese Official Finance
to Africa issued by the AidData research laboratory
(AidData 2017), systematic quantitative analysis of
Chinese aid flows is now possible.

This article draws on our recent work on Chinese
development finance to Africa. We highlight
a number of distinguishing features of Chi-
nese aid, and how these may translate into
local aid impacts that differ from those of
other donors. In particular, we discuss the
arguments and findings in Isaksson and
Kotsadam (2018a, 2018b), Isaksson (2019),
and Knutsen and Kotsadam (2020). In these
studies, we geographically match the new
geo-referenced dataset on the subnational
allocation of Chinese development finance
projects to Africa with comprehensive survey
data for a broad range of African countries,

and evaluate the local effects of Chinese aid on cor-
ruption, trade union involvement, ethnic identities,
and incumbency support, respectively.

DISTINGUISHING FEATURES OF CHINESE AID

A number of features make Chinese aid stand out from
that of western donors. First, China is well-known
for its policy of non-interference in the domestic af-
fairs of recipient countries (see e.g., Tull 2006; Brau-
tigam 2009). The principle is explicitly spelled out in
official Chinese documents: “When providing foreign
assistance, China adheres to the principles of not im-
posing any political conditions, not interfering in the
internal affairs of the recipient countries, and fully
respecting their right to independently choosing their
own paths and models of development” (State Council
2014). While recipient country governments tend to
see the principle as a sign of China respecting their
countries’ sovereignty, critics view it as a convenient
rationale for economic involvement in undemocratic
and corrupt regimes and suggest that it makes Chi-
nese aid easy to exploit for politicians.

Second, Chinese development finance tends to
mix commercial interests with concessional flows (see
e.g., Tull 2006; Brautigam 2009). As with the non-in-
terference principle, China explicitly states that its
development policy should result in a win-win situa-
tion for both sides (Tull 2006). The blurring of conces-
sional finance with other financial flows means that it
is difficult to distinguish between China’s commercial
interests and transfers with a development intent;
their projects tend to contain elements of both.

Next, the Chinese aid allocation process tends
to be demand driven (see e.g., Brautigam 2011). As
described in detail in Dreher et al. (2019), China’s aid
allocation is often based on requests from recipient-
country governments. Its aid packages and projects
tend to be negotiated in high-level meetings with po-
litical leaders rather than publicly outlined in country
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development assistance strategies, with the initiative
generally coming from the recipient side. Interpreted
favorably, this could again be seen as a sign of ensu-
ring partner country ownership of development policy.
At the same time, however, a request-based system
of aid project delivery may provide opportunities for
recipient country governments to use funds strategi-
cally by promoting a subnational distribution of funds
that favors their patronage network.

Finally, China stands out in terms of its degree of
control over aid project implementation. Unlike other
donors that often use local implementing agencies,
China tends to maintain control over the projects it
funds from the project initiation phase to the project
completion phase, often using Chinese contractors for
work performed in the recipient countries (see e.g.,
Brdutigam 2009).

POSSIBLE EMPIRICAL IMPLICATIONS

In light of these distinguishing features of Chinese de-
velopment finance, the studies reviewed in this article
explore whether the local effects of Chinese aid stand
out from those of other donors.

In one study (Isaksson and Kotsadam 2018a), we
investigate whether Chinese development projects af-
fect local corruption in Africa. A potential effect could
work both via economic incentives, i.e., through the
presence of donors affecting the costs and benefits
of engaging in corrupt activity, and by means of norm
transmission. Two of the above features of Chinese aid
are particularly relevant in this respect. First, China’s
policy of non-interference in the domestic affairs of
recipient countries suggests that it is unlikely to take
an active role in fighting corruption in the same. Un-
like donors with a clear anti-corruption policy, such
as the World Bank, it thus seems unlikely that the
Chinese presence should involve increased monitoring
and delegitimization of corrupt practices. Second, and
conversely, considering reports of corruption among
Chinese firms operating abroad (Transparency Inter-
national, 2011), its tendency to maintain control over
development projects throughout the entire imple-
mentation phase implies that Chinese development
projects may stand out in terms of the use of corrupt
practices. The Chinese presence could thus affect de-
scriptive corruption norms for the worse.

In another study, we examine the impact of Chi-
nese development projects on labor union invol-
vement in African recipient countries (Isaksson and
Kotsadam 2018b). Anecdotal evidence points to vi-
olations of international labor standards at Chinese
investment sites in Africa (e.g., Human Rights Watch
2011; and Akorsu and Cooke 2011). Again, the distin-
guishing features of Chinese development finance are
relevant to consider. Since China tends to maintain
control over development projects throughout the
implementation phase, its presence could reasonably
exert an influence on local labor market institutions.
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Considering that Chinese firms have little tradition of
unions and organized labor at home (ITUC 2010), this
could mean that Chinese labor relations are trans-
planted to the recipient countries. Furthermore, and
related, the fact that Chinese development finance
tends to mix commercial interests with concessional
flows likely implies that cost cutting, e.g., with respect
to labor expenses, is an important dimension at the
project implementation phase.

Based partly on the results from these previous
studies, we also examine the effects of aid on in-
cumbency support at the local level (Knutsen and
Kotsadam 2020). If aid affects corruption, unioniza-
tion, and local economic conditions differently it is
reasonable to expect that it also affects incumbency
advantage differently. If aid has overall positive ef-
fects at the local level, voters may reward incumbent
leaders who locate aid to their area. Aid may also lead
to lower support for the incumbent leader if it has
negative effects at the local level or undermines the
capacity and legitimacy of recipient governments.
One can also expect Chinese aid to be different with
respect to incumbency effects due to the stated
non-interference of Chinese aid in combination with
its demand driven nature.

Our most recent study explores whether Chinese
development projects fuel local ethnic identities in
African recipient countries (Isaksson 2019). In line
with the findings of Eifert et al. (2010), who find that
ethnic identities are mobilized in the struggle for po-
litical power and economic resources, competition
for the inflow of resources that aid constitutes could
mobilize ethnic identities across the board. A second
possible mechanism, in line with a “reactive ethnicity”
approach (Celik 2015), is that perceived ethnic bias
in the delivery of aid gives rise to ethnic grievances,
and thereby more salient ethnic identities, in groups
that perceive themselves as disadvantaged. Recent
empirical evidence suggests that Chinese aid may be
particularly easy to exploit for politicians who are en-
gaged in patronage politics (Dreher et al. 2019). Both
the demand-driven nature of the Chinese aid alloca-
tion process and China’s policy of non-interference
in the domestic affairs of partner countries arguably
make Chinese development funds prone to elite cap-
ture, and thus to possible ethnic bias. The next sec-
tion provides an account of how we evaluate these
questions empirically.

DATA AND EMPIRICAL STRATEGY

To explore the local effects of Chinese development
projects in Africa, we geographically match spatial
data on China’s official financial flows to the conti-
nent over the period 2000-2012 with Afrobarometer
survey data for a large sample of respondents from
a broad range of African countries.! The data on Chi-

* Inthe corruption paper, 98,449 respondents from 4 Afrobarometer

survey waves in 29 African countries; in the trade union paper,



nese aid projects is obtained from geo-referenced
project-level data of AidData’s Geocoded Global Chi-
nese Official Finance Version 1.1.1 dataset (AidData
2017). Since the Chinese government does not release
official, project-level financial information about its
foreign aid activities, this data is based on an open-
source media-based data collection technique, syn-
thesizing and standardizing a large amount of in-
formation on Chinese development finance to Afri-
can countries (described in detail in Strange et al.
2015). The coordinates of the surveyed Afrobarometer
clusters are used to match individuals to aid project
sites with precise point coordinates. We measure the
distance from the cluster center points to the aid
project sites and identify the clusters located wit-
hin a cut-off distance - e.g., 50 km - of at least one
project site.

Since the distribution of aid within countries is
not random - implying that some individuals and
sub-national areas, with certain characteristics, will
be more likely than others to be targeted by aid - we
use a spatial-temporal estimation strategy resembling
that in Knutsen et al. (2017). While the fact that the
Afrobarometer is not a panel hinders us from following
specific localities over time, before and after a project
was initiated, with this estimation strategy we can still
make use of the time variation in the data. In parti-
cular, we compare the estimated effect of living near
sites where a Chinese development project is currently
under implementation with the estimated effect of
living near sites where a project will be opened but
where implementation had not yet been initiated at
the time the Afrobarometer covered that particular
area. The baseline regression takes the form:

(1) Y‘w = 131 'Ongomgiz +ﬂ2 'Futuren to,+ 5: +7- Xiz + &y

i

where the outcome variable Y for an individual i in
cluster v at year t is regressed - in the benchmark se-
tup using linear probability models - on a dummy va-
riable Ongoing capturing whether the individual lives
within the specified cut-off distance of an ongoing
Chinese development project, and a dummy Future
for living close to a site where a Chinese project is
planned but not yet implemented at the time of the
survey (those with no Chinese project site within the
cut-off distance are the omitted reference category).
The regressions include spatial (country or sub-natio-
nal region) fixed effects (o) and year fixed effects (5),
and a vector (X) of individual-level controls (age, age
squared, gender, and urban/rural residence). The stan-
dard errors are clustered at the geographical clusters.
The coefficient on Ongoing (B,) captures any cau-
sal effect of aid plus potential selection effects. The
41,902 respondents from 18 African countries obtained from rounds
2 and 3 of the Afrobarometer survey; in the incumbency paper,
101,792 from 5 rounds; and in the ethnic identities paper, 50,527 res-

pondents from 11 African countries obtained from rounds 3-6 of the
Afrobarometer survey.

coefficient on Future (B,), on the other hand, captures
only a selection effect, as the concerned aid projects
had not yet started at the time of the survey and so
cannot have had a causal effect. The idea is that by
taking the difference between these two parameters,
we subtract the selection effect from the combined
selection and causal effect, leaving behind the causal
effect of aid on the outcome variable in focus. The
parameter difference between Ongoing and Future
(B,- B,) thus gives a difference-in-difference type of
measure that controls for unobservable time-inva-
riant characteristics that may influence selection
into being a Chinese project site. The key assump-
tion behind this approach is that the selection pro-
cess relevant for ongoing and future projects sites
is the same. We evaluate this assumption in a range
of robustness tests. The incumbency paper uses a
different approach, whereby area fixed effects are
added so that the coefficient on Ongoing captures
differences only in areas before and after aid pro-
jects start.

EMPIRICAL FINDINGS

Figure 1 provides a brief summary of the main empi-
rical findings.? It shows the parameter difference bet-
ween ongoing and future from estimations like that in
equation (1), with citizen experiences with corruption,
union involvement, and ethnic identities as the res-
pective dependent variables.?

To begin with, the results consistently indicate
that Chinese aid projects fuel localcorruption. Res-
pondents with an ongoing rather than a future Chi-
nese project within 50 km are, for instance, signi-
ficantly more likely to report that they have been
asked for a bribe when dealing with the police. Inves-
tigating possible underlying theoretical mechanisms,
the effect does not appear to be driven simply by an
increase in economic activity. Rather, suggestive evi-
dence seems to indicate that the Chinese presence
2 As Knutsen and Kotsadam (2020) employ a different estimation
strategy, we do not include the estimates in this figure.

3 For detailed results, sensitivity estimations, and comparisons
with other donors, see the original studies.

Figure 1

Local Effects of Chinese Aid
Summary of empirical findings

@ Corruption

@ Union involvement

—_—  ———

® Ethnicidentity

T
-0.05
Difference between ongoing and future

0.05

Note: Figure shows the parameter difference between ongoing and future from estimations similar to equation (1), with
citizen experiences with corruption, union involvement, and ethnic identities as the respective dependent variables.

Source: Isaksson and Kotsadam (2020).

CESifo Forum 2/2020 July Volume2l

29

©ifo Institute



30

impacts local norms. Running equivalent estimations
for World Bank aid projects, for which there is also
geo-referenced data available for a large multi-coun-
try African sample, the estimations provide no con-
sistent evidence of a corresponding increase in local
corruption around project sites. In particular, whereas
the results indicate that Chinese aid projects fuel
local corruption but have no observable impact on
local economic activity, they suggest that World Bank
aid projects stimulate local economic activity without
any consistent evidence of it fueling local corruption.

Also in line with predictions, the results suggest
that Chinese development projects discourage trade
union involvement in the surrounding areas. These
results do not translate to other forms of citizen par-
ticipation not directly connected to the workplace,
seemingly indicating that the lower unionization rates
observed near ongoing as compared to future Chi-
nese project sites stem from direct anti-union policies
rather than from more general institutional change.
Again, China clearly diverges from other donors in
this respect. In particular, in line with World Bank
efforts to promote civil society development and
community participation, World Bank projects are
found to stimulate rather than to discourage union
involvement.

Based on the previous findings it is interesting to
see whether the effects on incumbency support also
differ for Chinese aid versus aid from other donors.
Knutsen and Kotsadam (2020) find that aid from the
World Bank increases incumbency support whereas
there is no robust evidence that this is the case for
Chinese aid. A possible explanation for the differential
impact of aid on incumbency support is the nega-
tive effects described above. In addition, we find that
aid from the World Bank increases trust in politicians
whereas we do not find an effect for Chinese aid.

Finally, the empirical results indeed suggest that
living near an ongoing Chinese project makes eth-
nic identities more salient. The effect is not uniform
though, but driven by people who belong to the out-
group - i.e., who are not co-ethnics of the country
president at the time - arguably signaling that it is
driven by ethnic grievances originating in perceived
ethnic bias rather than ethnic competition for resour-
ces more generally. Furthermore, a comparison across
donors reveals that Chinese development projects
stand out from those of other influential donors in
this respect. Replicating the key analysis for World
Bank projects, the results in fact indicate the reverse,
i.e., that living near an ongoing as opposed to a fu-
ture project comes with weaker ethnic identification.
This too seemingly speaks against the general ethnic
competition mechanism.

CONCLUSIONS

This article drew on our recent work on local effects
of Chinese development projects in Africa. We high-
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lighted a number of distinguishing features of Chi-
nese aid - its non-interference principle, its tendency
to mix commercial interests with concessional flows,
the demand driven aid allocation process, and its
control over projects throughout the implementa-
tion phase - and discussed how these may translate
into local aid impacts that differ from those of other
donors.

Our empirical findings indeed indicated that im-
portant local effects of Chinese aid stand out from
those of other donors. Unlike aid from other ma-
jor donors, Chinese aid projects were found to fuel
local corruption, discourage trade union involvement,
to not increase political incumbency support, and
to make ethnic identities more salient in the local
areas. As such, our findings highlight important donor
heterogeneities as well as the need to consider not
only to what extent aid achieves its explicit objec-
tives, but also its potential unintended effects, or
externalities.
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