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Executive summary

The Covid-19 pandemic has prompted
governments around the world to change
their economic and political priorities and
China is no exception. Its shifting priorities
will have implications for its engagement

in developing economies. ODI’s Economic
Pulse series reviews Chinese macroeconomic
indicators, project-level data, policy
announcements and debt negotiations

to forge a holistic view of the country’s
international economic response.

China’s investment appetite during the
pandemic has been sluggish, but positive signs
are starting to emerge. Non-financial outward
direct investment (NFODI) has increased

for Belt and Road Initiative (BRI) countries,
despite a decrease in overall NFODI, and the
domestic production of industrial inputs has
started to recover. If this results in a return
to overproduction, it may incentivise greater
financing for Chinese-funded infrastructure
projects abroad, albeit with a lag.

The total number of outward investment
deals announced and signed (both greenfield
and mergers and acquisitions) declined in the
first half of 2020, but recovered somewhat in
the third quarter. Energy-related investments
and construction contracts remain dominated
by coal, but there are more solar and wind
projects than before. Since the start of the
pandemic, overseas economic activity has
declined in volume terms and shifted away
from Europe towards Asian and African
countries. This may be down to Beijing’s
efforts to court low- and middle-income
country partnerships. Overall, the drop in
economic activity can be attributed to the
pandemic, though overseas investments were
already declining beforehand.

On the policy front, the Chinese
government provided prompt support to
domestic companies operating overseas

and to BRI projects after the Covid-19
outbreak. China Development Bank

(CDB) said it would cut interest rates

on both foreign-exchange and Renminbi
(RMB) borrowings, offer liquidity

support to enterprises so that they could
quickly resume their activities, delay loan
repayments for struggling companies, speed
up the approval of financing packages and
facilitate foreign-exchange services for
‘high-quality’ BRI projects and companies,
which may explain why NFODI to BRI
countries grew despite the year-on-year
drop in total NFODI.

Short term, foreign investment and service
exports are unlikely to return to pre-
pandemic levels; these were already slowing
in Africa and Latin America in the wake

of international criticism and because of
Beijing’s desire to improve the quality of its
projects and lending. China’s attention will
now focus on renegotiating its loans to low-
and middle-income countries. It has signed up
to the G20 Debt Service Suspension Initiative
and official statements have mentioned debt-
suspension agreements and the waiver of-
interest-free loans due to mature by end 2020
for a number of African countries.

China is also looking to strengthen ties
with its neighbours and BRI partners amid
turbulent relationships with the major
advanced economies. Between January and
September 2020, bilateral engagements
were predominantly with Asian heads of
state. Health security and vaccines have
been key areas of interest and cooperation,
but there has also been an emphasis on the
benefits of deeper economic and security
ties and advancing planned regional
economic corridors.

Beijing wants green energy, the digital
economy, 5G and smart cities to play a major



role in China’s post-pandemic cooperation

with middle- and low-income countries. It

is also looking for high-quality agricultural

products from countries in Asia, Africa

and Latin America that are less affected or

unaffected by Covid-19.

What to watch: Our Economic Pulse team

believes developing countries should keep a

close eye on the following areas:

o how China navigates its economic
recovery;

o adjustments to Chinese infrastructure
projects abroad, particularly in BRI
countries;

Beijing’s implementation of its ‘dual
circulation” economic strategy and its
implications for outward investment

and trade;

the potential rebranding of China’s
engagement in low- and middle-income
countries to ‘high-quality’ BRI, with a
focus on green energy, information and
communications technology (ICT) and
digital infrastructure;

debt renegotiation with low- and middle-
Income countries;

an explicit ‘re-emphasis’ on the concept of
security development.



Introduction to the
Economic Pulse series

The global Covid-19 pandemic has led to
changes in countries’ economic priorities and
political agendas. As the pandemic continues
to overwhelm communities around the world,
many governments are facing the challenge of
providing their citizens with sufficient health,
social and economic support to get through the
crisis. This has diverted government resources
and policy priorities from pre-pandemic
objectives to new focus areas for both the public
and private sectors. China is no exception. The
first country affected by Covid-19, how it acts
domestically and internationally from here will
be shaped by internal political and economic
priorities, both existing and nascent. As China’s
economy responds to the Covid-19 trade,
investment and fiscal shock, these priorities will
shape its engagement in developing countries.

ODI’s Economic Pulse series will collect
and analyse information on Chinese economic
activity in developing countries, identifying
emerging policy signals and trade and investment
trends that will be of fundamental relevance
to the socioeconomic development planning of
low- and middle-income countries. While expert
analysis and data on China’s economic outlook
are readily available, they are often difficult to
collate and consolidate, especially disaggregated
or high-frequency data. Moreover, data on
China’s economic and investment activities
abroad are often opaque and difficult to interpret
more generally.

The Economic Pulse series aims to address
this gap by collating and interpreting up-to-date
information on and analysis of Chinese economic

activity (trade, aid, financial and investment)

as it relates to developing countries. The report
will be updated every six weeks to March 2021,
tracing emerging Chinese investment and policy
priorities, identifying preferred areas or sectors of
outward investment and flagging both risks and
opportunities for developing countries.

When we talk about China’s international
€conomic response, we mean economic activities
taking place outside China. This includes
outward direct investment, labour dispatched
abroad, credit to other countries, foreign
aid, exports and imports to and from other
countries, and any debt relief. While the tracker
focuses on activities in low- and middle-income
countries, we also provide information on
high-income economies, where appropriate, for
comparative purposes and to highlight trends. A
complete analysis, however, requires a thorough
understanding of the domestic situation in China,
as these developments help us to understand
what drives engagement abroad.

With the information we have gathered, we
aim to give partners in developing countries
an idea of China’s current activity, as well as a
heads up on future trends they can factor into
their development strategies. The Economic
Pulse series will, therefore, provide developing-
country partners with a comprehensive evidence
base to inform their strategic thinking on
development needs in terms of Chinese aid, trade
and investment.

Pulse 1 covers developments from January to
October 2020.! Where mentioned, quarters refer
to the calendar year.

1 Macroeconomic indicators are to September because of the lag in data releases.



Introduction to Pulse 1

Pulse 1: Covid-19 and economic crisis — China’s
recovery and international response explores
China’s international economic response
to Covid-19 and analyses its international
engagement, especially in developing countries,
in light of the shifts in the global economic and
political landscape. While our review of China’s
economic response will have an international
focus due to the nature of the macroeconomic
data, project-level data and a policy review will
drill down into the effects of that response on
developing countries.

Chapter 2 is an overview of China’s pre-
Covid-19 economic landscape to establish
a baseline for comparison. This will help
readers understand China’s priorities prior to
Covid-19, and may also inform future areas
of policy focus as the country moves towards
recovery. Chapter 3 explores Covid-19’s
impact on China’s economy and its response
to the economic challenges presented by the
pandemic. Domestic developments can spill
over into other countries and inform China’s
foreign activity, so we analyse China’s domestic
situation in the context of what it might mean
for its engagement with developing countries.

For example, depressed domestic demand
could result in fewer imports from developing
countries or fewer investments abroad.

We then examine in Chapter 4 indicators that
hint at China’s appetite for outward investment,
to give developing countries an idea of whether
the pandemic has affected China’s willingness
to invest abroad, or whether domestic issues
may have curbed its enthusiasm. In Chapter §,
we reviewproject-level data to give nuance to
the aggregate statistics, identifying potential
trends in the industries and countries targeted
by Chinese state-owned enterprises (SOEs)
and private businesses operating overseas.

We subsequently consider in Chapter 6 policy
developments that signal in which areas China
will expand or continue to support. These will
be key signals for developing countries in terms
of understanding how China’s engagement

with them may change. Chapter 7 on debt
negotiations provides supplementary information
on China’s current debt-relief arrangements with
developing countries. Lastly, Chapter 8 on ‘what
to watch’ outlines key post-Covid-19 economic
areas and trends in China’s economic activity
that developing countries should monitor.



2 Understanding the
pre-Covid-19 economic
baseline: 2019

This chapter outlines the state of the Chinese
economy prior to Covid-19 to establish a
baseline for comparison with this pandemic year
and to show how China’s priorities have shifted.
This baseline will help readers to understand the
shifts in the country’s areas of interest following
the Covid-19 shock, and whether there is
capacity to return to former areas of focus.
Before the pandemic, China was facing
external headwinds from trade tensions with
the United States amid anaemic global demand.
Trade tensions between the US and China
had escalated in 2019, leading to the bilateral
imposition of punitive tariffs, with mutual tariff
increases following in June-September 2019.
Although the countries signed the Phase One
trade agreement at the end of 2019, tariff levels
remained high (PIIE, 2020). Meanwhile, slower
economic growth in China’s other major trading
partners threatened to reduce demand for its
goods and damp down exports at a time when
sales to the US were becoming less competitive
because of the tariff barriers. By the end of 2019,
trade flows were subdued. Chinese merchandise
exports for 2019 slipped 0.51% from 2018,
while merchandise exports to the US slumped

12.5% year on year.> NFODI declined 3.6%
from 2018 (see the table in Chapter 3). Notably,
this came on the heels of a 2017 tightening of
controls on outward investment to reduce capital
flight and to rationalise and improve the quality
of outbound investments (UNCTAD, 2017).

China continued to push the BRI, however, its
ambitious 2013 infrastructure and connectivity
programme of infrastructure development and
investment initiatives stretching from East Asia
to Europe. While outbound investments were
subject to guidelines and controls, investments
along the BRI were encouraged.® In line with this,
NFODI to BRI countries grew 9.3% in 2019 (see
the table in Chapter 3).* And while Chinese trade
was generally more subdued in 2019, trade with
BRI countries grew 10.8% on the year.’

Chinese investments in Africa and Latin
America, in contrast, had been slowing even
before the pandemic, after peaking in 2015-
2016, due to a mixture of international criticism
and Beijing’s desire to improve the quality of
its projects and lending. Data on lending from
the China-Africa Research Initiative and The
Dialogue show loans to African countries falling
from a peak of $29.4 billion in 2016 to $8.9

2 Authors’ calculations based on merchandise export free-on-board data from the General Administration of Customs.

3 The guiding opinions issued by China encouraged, restricted, or banned certain outbound investments. Projects in the
encouraged category include those related to BRI. Please see State Council of the People’s Republic of China (2017) and

Law Library of Congress (2017).

4 We caveat in the following chapter that, while the official NFODI data show robust growth, other indicators, such as

engineering contracts, suggest that this might not always be the case.

5 General Administration of Customs data (Xinhua, 2020a).



billion in 2018, while loans to Latin American
countries also slowed, from $21.5 billion in 2015
to $1.1 billion in 2019.¢

On the domestic front, growth moderated as
China worked to rebalance its economy from
fast-paced, investment- and export-led growth
to consumption- and services-based growth.
At the start of the year, Beijing announced a
subtle lowering of its growth target to 6.0-6.5%
for 2019 from ‘around 6.5%’ in 2018. This
acknowledged the country’s maturing economy
and expectation of slower growth as it moved
to a more sustainable, consumption-driven
growth trajectory. As expected with this
managed slowdown, Chinese real gross domestic
product (GDP) expanded 6.1% on an annual
basis in 2019, its slowest rate in 30 years.”
Private consumption was a significant growth
driver, though it also softened markedly, in
part due to rising household debt servicing,
moderating wage growth, fewer jobs in the
industrial and manufacturing sectors and policy
uncertainty, which boosted the savings rate
(World Bank, 2019). Investments as a driver of
domestic growth also slowed as expected, as
financing conditions tightened in the face of the
government’s de-risking efforts.®

As outlined at the Second Session of the 13th
National People’s Congress (NPC) of the People’s

Republic of China in March 2019, policy-
makers pursued proactive fiscal policy with
greater intensity (State Council of the People’s
Republic of China, 2019). This benefitted the
business sector (targeted fiscal support for
small businesses and manufacturers via value-
added tax (VAT) reform, tax cuts and reduced
contributions to social insurance schemes),
households (an increase in the personal income-
tax threshold from RMB 3,500 to RMB 5,000
and additional deductibles) (IMF, 2019) and local
government (special bond issuance to catalyse
local investment to fund key projects) (State
Council of the People’s Republic of China, 2019).
In all, China ended 2019 and entered 2020
with heightened awareness of external risks and
the need to pursue structural economic reforms.
The annual Central Economic Work Conference
in December 2019 set the 2020 economic
agenda. In a speech, President Xi Jinping said
China was in the middle of implementing
structural changes to its growth model and was
looking at new growth drivers (Xinhua, 2019a).
The same speech acknowledged the slowing
global economy and global turbulence at the
time, while noting the need to participate in
multilateral and bilateral free trade agreements
to improve foreign trade and diversify markets
(Xinhua, 2019b).

6 See the https://chinaafricaloandata.org/ and https://www.thedialogue.org/map_list/ financial databases.

7 Since 1990, when GDP grew 3.9% year-on-year (World Bank, 2020a).

8 Deleveraging was first mentioned at the 2015 Central Economic Work Conference, where a supply-side reform strategy
was proposed (Xinhua, 20135). It was less of a focus in 2019 because of escalating trade tensions and moderating growth.

1



3 The impact of
Covid-19 on the Chinese

economy

Having outlined China’s economic status
prior to Covid-19, we can better contextualise
both the impact of the pandemic and China’s
resulting actions.

In this chapter, we discuss the impact of the
pandemic on the Chinese economy and how
policy-makers have responded, shedding light
on China’s recovery and engagement with the
rest of the world. As economies liberalise trade,
domestic developments can spill over, affecting
partner countries. For example, on the supply
side, the closure of Chinese factories has had
negative repercussions for many developing
countries that are part of Chinese value chains.
On the demand side, China’s role as a consumer
is also important; collapsing domestic demand
feeds into imports, adversely affecting countries
that rely on exports to China.

The economic impact on China was most
severe in the first few months of 2020. As virus
containment measures saw a suspension of
economic activity, real GDP contracted 6.8% on
an annual basis in the first quarter, its first such
contraction since 1992. Merchandise exports
plummeted 40.4% on the year in February and
fell again by 6.8% in March due to temporary
factory closures. The unemployment rate’
reached 6.2% in February, a full percentage
point higher than at the end of 2019 (see
Table 1).1° This unprecedented slowdown and
further economic repercussions of China’s virus
containment measures were at the forefront of

the political agenda. Indeed, the Third Session
of the 13th NPC did not announce an economic
growth target for 2020, instead introducing a
Covid-19 stimulus package.

The fiscal package in response to the pandemic
focused heavily on supporting firms and
stimulating domestic investment. The government
announced a Covid-19 fiscal stimulus package
during the Third Session of the 13th NPC on
May 22 (State Council of the People’s Republic
of China). Notably, the package focused on
local-government spending on infrastructure
and softening the impact of the pandemic
on businesses, with only indirect support for
households. The government likely assumed
enterprises would be more effective at supporting
their workers than direct transfers to stimulate
household consumption (CSIS, 2020). In total,
the 2020 package amounted to RMB 3.6 trillion,
slightly less than the RMB 4 trillion introduced
after the 2008 financial crisis (Batson, 2008).

The package issued RMB 1.6 trillion more in
special local-government bonds than in 2019 (for
a 2020 total of RMB 3.75 trillion), underscoring
a shift in priorities. The 2020 bonds prioritise
new infrastructure and urbanisation initiatives,
with a view to stimulating consumption and
enabling structural adjustments to the economy.
The special bonds issued in 2019, in contrast,
were to ‘defuse local governments’ debt risk’
(State Council of the People’s Republic of
China, 2019).

9 This is China’s surveyed unemployment rate in urban areas, taken from the National Bureau of Statistics (NBS).

10 Notably, merchandise imports only declined in April and May (Table 1), led by a decline in motor vehicle imports and

subdued oil prices (OECD, 2020).



Table 1 Heat map of China’s economic health and consumer sentiment

Oct Nov Dec Jan Feb  Mar Apr  May Jun Jul  Aug Sep
19 19 19 20 20 20 20 20 20 20 20 20

Indicators % year-on-year change, unless otherwise specified

GDP

growth (%)
Unemployment

rate (%)

Consumer price index
(100 = prior year)

Government revenue
(year to date)

Government expenditure
(year to date)

Merchandise
exports

Merchandise

Consumer
confidence (index)

Notes: Grey-shaded boxes indicate no available data.!!
Source: CEIC Data, National Bureau of Statistics of China

Furthermore, RMB 2 trillion will be The economy is recovering slowly as
transferred to local governments to support containment measures are relaxed. Real GDP
their fight against the pandemic.'? This will be grew 3.2% and 4.9% year on year in the
funded by allowing the deficit-to-GDP ratio to second and third quarters of 2020, respectively
expand to more than 3.6% (above the long- (see Table 1). The declines in government
standing ceiling of 3%), adding RMB 1 trillion revenues and spending were more modest
to the budget deficit and issuing RMB 1 trillion and merchandise export growth ticked up. In
in special Covid-19 bonds, enabling local September, the unemployment rate returned
governments to channel funds to where they are  to near pre-pandemic levels, holding steady at
most needed. 5.4%, though this was high to begin with.!? In

Beyond the additional RMB 3.6 trillion, the contrast, consumer sentiment was lacklustre
package announced tax cuts, reduced fees and compared with pre-pandemic levels (see Table 1).
other fiscal measures that are expected to lower The recovery appears to be fuelled by increases
the burden on firms by RMB 2.5 trillion. in public investment and exports, as private

11 While January and February trade data are usually released as a cumulative estimate, we use the monthly breakdown of
January and February for the heatmap to be consistent with other variable datapoints. Separate data was available on
the customs website on 12 Jun. However, China Customs replaced the tables on its website in July and currently separate
January and February 2020 data are not available in open source.

12 According to the speech, these funds ‘should be primarily used to ensure employment, meet basic living needs, and
protect market entities. This includes giving support to cut taxes and fees, reduce rents and interest on loans, and increase

consumption and investmen’ (State Council of the People’s Republic of China, 2020).

13 The surveyed unemployment rate was 5.2% in December 2019, but from 2002 to 2017 it hovered just above 4%.

13



investment and consumption continue to lag.

This is partly down to the fiscal prioritisation
of the recovery package, which lacked a social
safety net for affected households.

The budget deficit is set to remain large, as
government revenue remains low and below
pre-pandemic levels, but this should not be a
problem given low debt-to-GDP levels. Year-to-
date total government revenue has not improved
on the year since February, with expenditure
also in decline, albeit to a lesser extent (see
Table 1). In light of these depressed revenues
and additional expenditures, including the fiscal
stimulus package partially funded by the deficit,
the International Monetary Fund (IMF) expects
China to post a full-year general government
deficit-to-GDP ratio of 11.9%, and for it to
remain in double digits until 2023 (IMF, 2020a).
Fortunately, as the public debt-to-GDP ratio in
2019 was 38.5% (China People’s Daily, 2020a),
unlike most advanced and emerging economies
China’s debt profile is sustainable, even with such
expansionary fiscal policies. Foregoing the fiscal
deficit cap of 3% also gives China additional
breathing room, should the deficit stay wider
for longer.

On the monetary policy front, the central bank
took a more accommodative stance, injecting

liquidity into the system. The People’s Bank of
China (PBoC) responded to the pandemic with
several instruments to ensure ample liquidity in
the system: using open market operations, cutting
lending rates to commercial banks and reducing
the reserve requirement ratio.'* These measures
should make credit more readily available and
entice investors to borrow, further stimulating
the economy. New total social financing (TSF),
a broad measure of liquidity and credit, hit a
record RMB 5.15 trillion in March and has
stayed high (Hua and Yao, 2020).%

In summary, Covid-19 has diverted China’s
economic outlook from its 2019 trajectory
and baseline search for higher-quality growth;
policy-makers are now prioritising economic
recovery. The fiscal package only targets
household consumption indirectly, while the
extra liquidity and additional borrowing for
local governments suggest that the government
may have to put its deleveraging plans on hold
while it focuses on getting growth back on
track. This refocusing on recovery may have
positive implications for developing countries,
particularly those dependent on the reopening
of firms in China, on Chinese firms getting
access to credit to invest, and Chinese consumer
demand for goods.

14 In February, the PBoC cut the one-year loan prime rate (LPR) by 10 basis points (bp) and the five-year LPR by 5bp. It
lowered them again in April, by 20bp and 10bp, respectively. It made 50bp and 100bp cuts to the RRR for loans to SMEs
in March, with further cuts of 50bp in both April and May.

15 TSF was up RMB 3.6 trillion and RMB 3.5 trillion in August and September, respectively, before slowing in October due

to seasonal factors and a slowdown in government bond issuance (Reuters, 2020a).
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4 China’s international
economic response

Having analysed China’s pre-Covid baseline
and its shifting priorities, we will now consider
its international economic response to Covid-
19 and provide some insight into how China
can be expected to engage with developing
countries in future. This section comprises
four parts; (1) macroeconomic indicators to
gauge China’s investment appetite; (2) project-
level data to understand which sectors and
countries Chinese investors are focusing on
post-Covid-19; (3) analysis of recent policies
to understand which sectors China is interested
in and (4) developments in China’s debt
negotiations. ‘Economic response’ is defined as
outward direct investments, foreign dispatched
labour, credit to other countries, foreign aid
and exports and imports to and from other
countries, as well as any debt relief.
Macroeconomic indicators put China’s
international economic response in context,
can signal trends in its investment appetite
and provide an overview of where it stands
on the global stage. In this section, we look at
indicators such as NFODI, dispatched persons
abroad and industrial inputs to help gauge any
increase or decrease in Chinese economic activity
abroad. While there are no disaggregated data

on target developing countries, the aggregate
data can suggest whether there is demand for
investments abroad, with implications for
developing countries. We also take into account
real and external indicators that point to
domestic developments in China that may affect
other countries.

4.1 Project-level data

Ministry of Commerce NFODI data show
approved outward foreign direct investment
declining from 2019, but growing for BRI
countries.'® According to the Ministry of
Commerce, China’s NFODI from January to
September was $78.88 billion, down 2.6% from
$80.99 billion the previous year. The decline
coincides with China’s tightening of controls
on outward investment in 2017 to reduce risk
(UNCTAD, 2017). Guidelines were issued to
rationalise and improve outward investment
and to restrict investments in certain industries
and encourage others, such as those along the
BRI route.'” As such, NFODI for BRI countries
surged 29.7% year on year over the same
period (see Table 2). Data from China’s State
Administration of Foreign Exchange, which

16 The NFODI data track approvals of outward foreign direct investments, not actual money flows. The Ministry of

Commerce provides aggregate data for between 57 and 65 BRI countries, depending on the month, but does not provide

a detailed breakdown of which BRI countries are receiving it. Project data can be extrapolated to help paint a picture of

country-level trends.

17 The guiding opinions released by China either encouraged, restricted, or banned certain outbound investments.

Restricted investments included those in countries with no diplomatic relationship with China; those that do not meet the

environmental protection, energy consumption and safety standards of the destination country; and the establishment of

equity investment funds or platforms without specific industrial projects abroad (such as those encouraged under the BRI

initiative). For more, see State Council of the People’s Republic of China (2017) and Law Library of Congress (2017).
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Table 2 Heat map of China’s investment appetite

Oct Nov Dec Jan
19 19 19 20

Indicators

Outward investment, non-
financial, year to date

Outward investment, non-
financial (BRI), year to date

Dispatched persons
abroad, year to date

Industry inputs —
cement

Industry inputs —
pig iron

Industry inputs —
crude steel

Industry inputs —
steel products

Industry inputs —
aluminium alloy

Notes: Grey-shaded boxes indicate no available data.

Feb  Mar Apr  May Jun Jul  Aug  Sep
20 20 20 20 20 20 20 20

% year-on-year change, unless otherwise specified

Source: CEIC Data, National Bureau of Statistics of China, Ministry of Commerce

tracks aggregate foreign direct investment (FDI)
stocks on a quarterly and annual basis,'® shows
a similar trend, with the FDI stock declining

$5 billion from $2.094 trillion in Q4 2019
(September-December) to $2.089 trillion in Q1
(January-March) 2020, then rebounding by
$35.1 billion to $2.124 trillion in Q2 (April-
June) 2020 (up 42% versus Q2 2019). Thus,
while China’s appetite for outward investment
has declined moderately overall, there is still
strong interest in certain regions, such as the
BRI countries.

Supplementary data on projects, such as
engineering contracts, show the resilience of
Chinese overseas economic activity. Similar to
NFODI, which declined as a whole, the value
of total completed engineering contracts from
January to September declined 10.6% on the
year, probably due to project implementation

delays caused by Covid-19. However, the value
of newly signed engineering contracts actually
increased 2.4% over the same period (Ministry
of Commerce, 2020). Figure 1 shows the value
of NFODI dipping slightly and new engineering
contracts remaining stable from previous years.
Fewer workers were dispatched abroad in the
first nine months of 2020 due to Covid-19 travel
restrictions, hampering the implementation
of overseas investments. Dispatched persons
abroad can be viewed as a proxy for Chinese
investment implementation, as foreign
investment contracts often involve sending
workers overseas. Year-to-date data from the
Ministry of Commerce show a significant
decline in dispatched foreign labour,’ with
figures generally down more than 40% on the
same month the previous year (see Table 2). The
drop is unsurprising given the travel constraints

18 Note that there may be a lag between the aggregate money flows reported and the investments to which they are linked,
making it harder to judge trends over timeframes of less than a year.

19 Data are the total of foreign workers dispatched under contracted projects and under labour cooperation abroad.
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and border closures by countries around the
world, many of which are still in the first or
second wave of infection (WTO, 2020). It will
have affected the implementation of outward
investments if the labour force required to
complete projects was not easily replaceable.
The production of industrial inputs?® declined
early in the year, but picked up at the end of
the second and beginning of the third quarters
(June—August), boding well for future overseas
infrastructure financing. China’s production
of construction materials has been tied to the
availability of government finance for exports
and foreign infrastructure projects, on the
premise that Chinese government financing
facilitates the overproduction of industrial
inputs to be sold to foreign buyers and used in
infrastructure projects abroad.?! Data suggest
the production of industrial inputs, such as
cement, iron, steel and aluminium, generally
declined or slowed around March and April,
just as the pandemic had started to spread

Jan-Sep 2017

Jan-Sep 2018 Jan-Sep 2019 Jan-Sep 2020

around the world. However, more recent
figures suggest this turned around quickly.
Except for aluminium alloys, the production
of industrial inputs had picked up by the
third quarter thanks to the resumption of
construction projects. If this results in a return
to overproduction, it may incentivise more
financing for Chinese-financed infrastructure
projects abroad, albeit with a lag.

In general, improvements in the Chinese
economy are a good sign for countries that rely
on China as an export market. As the epicentre
of the virus, China was the first country to feel
the economic impacts of lockdown, but it may
also be the first to recover. Indeed, looking
at global trade data, exports from China fell
by around 17% on the year in January and
February 2020, but began to show signs of
growth in the second quarter, when other
countries were only starting to see significant
declines (Figure 2a). The impact on the
industrial sector was similar, in that China saw

20 Industrial inputs refer to construction materials used in infrastructure projects, such as steel, iron, cement and aluminium.

21 Dreher et al. (2017) link domestic industrial overproduction to Chinese government financing for foreign infrastructure
projects. Dreher et al. (2019) believe the production of raw materials is linked to the availability of Chinese government
financing of foreign projects. To offset overproduction, China subsids overseas infrastructure projects, often conditional
on purchasing Chinese industrial inputs. Stimulating demand abroad can thus help reduce domestic overcapacity.
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Figure 2 Value of exports and IHS Markit Purchasing Managers Index
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Source: International Trade Centre (ITC) Trade Map data. Data for China for January and February from the National
Bureau of Statistics of China (NBS). For comparison purposes, trade data from comparator countries were combined for
January and February. PMI data from IHS Markit/CEIC

much of its contraction one quarter ahead of
other countries (Figure 2b).??

Consequently, the IMF expects China to be
the only economy to grow in 2020, expanding
1.9% on the year (IMF, 2020d).?* As China’s
import demand recovers, this could help
neighbouring countries that rely on exports to
China. It should also boost sales of intermediate
goods that feed into China’s industrial complex.

Moreover, improvements in the Chinese
economy are also generally good for commodity
exporters (Roache, 2012).>* China imports a
large proportion of the world’s commodities,*
so improvements in Chinese demand can be
good for commodity prices and commodity
exporters. African countries, in particular, are
among the most exposed to commodity-price
fluctuations (Mendez-Parra, 2020).

22 The Caixin/Markit Purchasing Managers Index (PMI) provides an independent overview of the manufacturing sector.
It surveys executives from more than 500 manufacturing firms and is a composite index of five individual indices:
new orders, output, employment, suppliers’ delivery times and stock of items purchased. The PMI collapsed to 40.3 in
February, the lowest point recorded since the survey’s inception in 2004. PMI readings above 50 signify expansion, while
readings below 50 signal a contraction. A reading significantly below 50 implies a large contraction (Caixin, n.d.).

23 This is in line with the World Bank’s October 2020 Outlook forecast of 2% growth (World Bank, 2020b) and the Asian
Development Bank’s forecast of 1.8% growth in its updated September outlook (ADB, 2020).

24 Shifts in the Chinese economy can affect commodity prices. Roache finds that ‘shocks to aggregate activity in China have
a significant and persistent short-run impact on the price of oil and some base metals’.

25 In 2018, China imported 16.3% of the world’s fuels. Its import share of fuels from the Middle East and North Africa was

78% (WITS, n.d.).



9 China’s overseas
activities: changing trends

and signals

Project-level data help to discern changing
trends in and signals from China’s overseas
activities. They add nuance to the aggregate
statistics and information on the industries and
countries targeted by Chinese SOEs and private
enterprises operating overseas, providing a
‘real-time’ picture of activities.?® In this chapter,
we present two types of data: (1) Chinese
companies’ overseas investments (both FDI and
mergers and acquisitions) and (2) engineering
service contracts won by Chinese companies.
These do not include information on Chinese
loans (while these are useful for understanding
Chinese engagement overseas, there is no source
that tracks these data in real time). Combined,
the two data sources serve as a proxy of overall
Chinese engagement in a destination country.

The number of Chinese investment deals
signed and announced for all countries
(greenfield and mergers and acquisitions)
declined in Q1 and Q2 2020 (January—June)
and picked up slightly in Q3 (July-September).
The value of investments was similar in the
first two quarters, but declined in Q3. This
can be explained by a plethora of small-value
investments, especially in the manufacturing
sector, in Q1, but fewer, larger investments in
late Q2 (in an Indian automotive plant) and Q3
(in a plasma fraction plant and dye and paint
manufacturing plant in Bangladesh).

It is possible that smaller project negotiations
stalled due the higher transaction costs brought

about by Covid-19, that only bigger-value
project negotiations were concluded. In any
case, the largest transactions by value continued
to be in the energy sector. In February,
PowerChina International announced the
development of the $1.4 billion, 840 Megawatt
(MW) Ayago hydropower plant on the river
Nile in Uganda, while in April, China Gezhouba
Group and RioZim Energy announced the $3
billion 4x700 MW Sengwa thermal power plant
in Zimbabwe (Figure 3).

Most of the engineering, construction and
service contracts won by Chinese companies
remained concentrated in the energy,
transportation and public-utility sectors. Based
on RWR Adpvisory data, the overall number of
contracts fell between Q1 and Q3 2020, but
the value of contracts remained constant, after
doubling in Q2 thanks to several large-scale
solar and hydropower engineering, procurement
and construction (EPC) projects in Thailand,
Pakistan and Indonesia. This contrasts somewhat
with the official data from the Ministry of
Commerce, which shows a decline in the value
of contracts from Q1 ($55.4 billion) to Q2
($51.8 billion) and Q3 ($43 billion). Most of the
services exported in Q3 related to building roads,
subways, airports, bridges, railways and rapid
transit systems (Figure 4).

Investments and engineering contracts for
energy projects remain dominated by coal, but
there has been an increase in solar and wind

26 As China does not publish official disaggregated data for overseas economic activities, the analysis in this chapter utilises
the RWR Advisory database of Chinese foreign direct and portfolio investments and engineering and construction
contracts. Please see Annex 1 for more on the limitations of this database.
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Figure 3 Number and value of FDI and M&A transactions, 2020
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Figure 4 Number and value of engineering service contracts, 2020
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projects. Between Q1 and Q3, coal technology
dominated energy-project commitments, at more
than 7,000 MW of the capacity announced (42 %
of the total), followed by hydropower, at close to
4,500 MW (26% of the total) (Figure 5).

This is in line with past trends in China’s global
energy investments, where coal accounted

for 39% of total built capacity (46,345 MW)
and hydropower made up 27% of total built
capacity (31,692 MW) between 2000 and 2019
(Boston University, n.d.). There are signs that
commitments to build solar and wind projects
have increased in 2020 (3,250 MW, or 26% of
total commitments) compared with historical
trends (12,501 MW, or 10% of total built
capacity in 2000-2019) (ibid.), though this are
nowhere near the level required to meet global
energy demand and does not counteract the
continued investments in coal power which is
precipitating the global climate crisis.

Overall, while decreasing in volume, China’s
overseas economic activity (FDI investments and
contracts) have also shifted away from European
destinations towards Asian and African countries
since the start of the pandemic. The number of
project commitments declined from Q1 to Q3,
while Q2 saw a jump in the value of economic
activities in Asia and a comparable reduction in
European countries compared with Q1. Activities
targeting African countries increased both in
number and value between Q1 and Q3 (Figures
6 and 7). Economic engagement with North
America remains subdued due to geopolitical
tensions and the ongoing ‘trade war’ with the
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Figure 5 Committed Chinese power-plant
investments and engineering contracts, January-
September 2020

Renewable +
fossil, 180
Biomass, 80 Renewable
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Wind, 630
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Coal,
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Measured 3,250
in MW
Hydro, 4,489

Source: RWR Advisory

US. The overall decrease in economic activity can
be attributed to the Covid-19 pandemic, though
overseas investments were already declining
prior to the pandemic due to international
criticism of certain BRI projects. The shift away
from Europe towards Asia and Africa since the
beginning of the pandemic may be explained by
Beijing’s efforts to court low- and middle-income
countries, as we will see in the next chapter.



Figure 6 Investments and engineering service contracts by region, 2020
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Figure 7 China’s economic engagement with destination countries, January-September 2020
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Note: Data include the $ million values of Chinese companies’ investments and engineering service contracts won, as a proxy
for China’s economic engagement in destination countries.
Source: RWR Advisory
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6 Policy developments

This chapter explores recent policy developments
that may signal the areas or sectors in which
Chinese policy-makers are interested and how
China is engaging in other countries in light of
the pandemic. Tracking policy developments can
help developing countries to assess which areas
are being supported by the government and
which are likely to receive the most attention.

6.1 Overseas investments

The Chinese government provided prompt
support to domestic companies operating
overseas and to BRI projects after the outbreak
of Covid-19. In a joint Ministry of Commerce
and CDB circular in February, the latter
committed to lower interest rates on both foreign
exchange and RMB borrowing, provide liquidity
support for enterprises so that they could quickly
resume activities, delay the repayment of loans
for struggling companies, speed up the approval
of financing packages and facilitate foreign-
exchange services for ‘high-quality’ BRI projects
and companies (Ministry of Commerce and CDB,
2020). This may help to explain why NFODI to
BRI countries increased even though total NFODI
dropped year on year (see Table 2), why service
exports have remained fairly buoyant over the
past three quarters (see Figure 4).

In the near term, however, foreign investments
and service exports are unlikely to return to pre-
pandemic levels. Having peaked in 2015-2016,
investments in Africa and Latin America were

already slowing before the pandemic, due to a
mixture of international criticism and Beijing’s
desire to improve the quality of projects and
lending (Kratz et al., 2020; China-Africa
Research Initiative, n.d.). As low- and middle-
income countries face mounting debt problems
due to Covid-19, China’s attention in the short
term will be on dealing with debt renegotiations
(as we will discuss in the next section). Surging
debt, moreover, may also accelerate the shift in
the type of overseas project we are seeing from
China. The old ‘EPC + Chinese finance’ model,
whereby the interests of Chinese companies
and local elites take precedence over the good
of the borrowing country, which bears a
disproportionate amount of the project failure
risk, will become even more unsustainable amid
countries’ reduced capacity to take on debt and
risk.?” In future Economic Pulse reports, we will
try to assess whether this shift is taking place.

6.2 Stepping up bilateral
engagement to bolster economic ties

China is concentrating on strengthening

ties with its neighbours and BRI partners
amid turbulent relationships with the major
advanced economies. Between January and
September 2020, President Xi Jinping engaged
with most of Asia’s heads of state, making

31 bilateral calls (see Figure 8).?® Notably,
Myanmar and Nepal are the only two states
he has visited in person, despite the pandemic,

27 Ma Tianjie (2020) describes how many BRI projects are initiated ‘bottom up’ by either local elites or Chinese contractor

companies with mostly their self-interest in mind, with Chinese leaders having no incentive in spending political capital

to keep projects aligned with a ‘grand BRI strategy’. Ma Tianjie (2019) illustrates the case study of a renewable energy

project in Zambia and why risks are disproportionately borne by the borrowing country even if the project aligns with

development objectives and can potentially be beneficial if everything goes well.

28 President Xi Jinping made 31 calls with heads of states in Asia, 16 in Europe, 10 in the Middle East, 9 in Latin America,
8 in Africa, 5 in Russia, 2 in Australia and the Pacific and 1 with the US in Q1-Q3 (January-September), according to
China’s People’s Daily and China Vitae data, http://jhsjk.people.cn/ and https://www.chinavitae.com/.



Figure 8 Phone calls between Xi Jinping and other heads of state, January-September 2020

Source: Authors, based on data from China People’s Daily and China Vitae

while Pakistan and Mongolia were the only
two foreign heads of state to travel to Beijing.
This probably attests to the importance that
China attaches to these countries (they are
also among the countries in which China has
substantial economic engagement).?’

The focus of these bilateral engagements has
been health security and vaccine cooperation,
but there has also been an emphasis on the
benefits of deeper economic and security ties and
advancing planned regional economic corridors:

e Covid-19 offers China the perfect leverage
for advancing its foreign policy and building
international goodwill: the cross-border
nature of the virus lends itself to Beijing’s
rhetoric of ‘building a community with a
shared future for mankind’ by fighting a
common enemy. President Xi has used the
term ‘construction of a health community’
in many bilateral calls and, notably, at the
multilateral Extraordinary China-Africa
Summit On Solidarity Against Covid-19 in

June 2020, where he committed to deliver the
vaccine to African countries first, once ready
(FOCAC, 2020).

China has shifted from ‘mask diplomacy’

to ‘vaccine diplomacy’ by focusing on BRI
partners and strategic countries in Asia,
Africa and Latin America, after receiving
push-back from high-income countries,
which questioned whether access to medical
goods at the onset of the pandemic had been
granted based more on political goodwill
than humanitarian grounds.** Chinese
state-owned pharmaceutical companies

are conducting Phase 3 vaccine trials in 18
developing countries,*! including many with
which Xi Jinping has engaged personally
since the start of the year. Arrangements

are being made for them to gain priority
access to the vaccines once they are ready.
Indonesia and Singapore have created fast-
track channels for personnel to travel and
collaborate on vaccine development and
health cooperation (China People’s Daily,

29 Calculated using imports from China as share of total imports, FDI from China as share of total FDI and external debt to
China as share of total external debt (Council on Foreign Relations, 2019).

30 There is now some evidence this was the case; see Fuchs et al. (2020).

31 Including the United Arab Emirates, Bahrain, Saudi Arabia, Peru, Brazil, Mexico, Pakistan, Indonesia, Bangladesh, Russia,

Turkey and Serbia (Watanabe and Hadano, 2020).



2020e; 2020f). One possible model for
production and procurement comes from
Indonesia, where state-owned Bio Farma is
testing Chinese company Sinovac Biotech’s
vaccine, which will be produced locally

in large quantities if successful (Tan and
Maulia, 2020).

Association of Southeast Asian Nations
(ASEAN) countries signalled their willingness
to accelerate the construction of major projects
— such as the Vientiane-Boten Railway, the
Sino-Thai Railway, the Jakarta-Bandung
High-Speed Rail Link and the China-Malaysia
East Coast Rail Link — and to stabilise regional
supply chains following a string of high-level
diplomatic visits. Overall, China’s economic
relations with ASEAN countries seem to

have strengthened during the pandemic, with
China’s investment in ASEAN growing 53 %
year on year in the first half of 2020 and

the region becoming China’s largest trading
partner (Xinhua, 2020b).

6.3 New growth areas: middle- and
low-income countries

Beijing wants green energy, the digital economy,

(918 MW), wind (600 MW ), solar power
(300 MW) and oil (33 MW).

That said, green BRI investments may pick up
in the medium term, spurred on by President
Xi’s pledge at the 75th United Nations
General Assembly in September that China
would achieve carbon neutrality by 2060
(China People’s Daily, 2020g). A few weeks
after the announcement, five key ministries
and regulators jointly issued guidance to
promote climate investment domestically

and overseas (Ministry of Ecology and
Environment et al., 2020). The document,
while not legally binding, is still significant,

in that it is issued by some of the country’s
most influential ministries and mentions the
regulation of overseas investments in line
with climate targets for the first time ever in

a Chinese policy document. This is in stark
contrast to all of China’s prior green policies,
which required projects to adopt host-country
standards and principles. The document is set
to be followed up by a more comprehensive
document on green development guidance for
BRI projects, which should give a clear signal
as to which projects align with the policy and
which do not (Wang, 2020).

5G and smart cities to play a major role in

China’s new post-pandemic cooperation with

middle- and low-income countries, in line with

its ‘high-quality development’ domestically and

‘high-quality BRI’ internationally.

6.3.1 Green energy

e President Xi announced this at the China-
Africa Summit in June (FOCAC, 2020), but
it is too early to tell what its effects on the
real economy will be. For instance, project-
level data in Africa show that business
(both investments and service contracts)
continued as usual in January-September,
led by the transport, energy (mostly fossil)
and manufacturing sectors. Greenfield
investments and contracts to build coal
power plants accounted for the biggest share

of overall energy announcements in Africa
(3,850 MW), followed by hydropower

6.3.2 Push for digital cooperation and
governance

e China seems to be accelerating digital
cooperation with its neighbours and BRI
partners, thanks to problems in advanced
markets and opportunities created by
the Covid-19 pandemic. The scope of
cooperation is broad, encompassing
infrastructure (network equipment, cables
and 5G), data and research centres, large
e-commerce, mobile payment deals and
smart-city projects. Government support
to speed up the growth of cross-border
e-commerce was underscored in Premier Li
Kegiang’s government work report at the
13th NPC in May, after a host of policies
had been rolled out in previous months to
create pilot zones (currently 105, covering
almost all Chinese provinces), reduce taxes
and ease restrictions (Zhang, 2020; State



Council of the People’s Republic of China,
2020). Following his ASEAN visits, Foreign
Minister Wang observed that 2020 was the
year of Sino-ASEAN digital cooperation,
while next year would mark a year of
cooperation on sustainable development,
both offering opportunities to cooperate

in smart manufacturing, 5G, big data and
smart cities (Xinhua, 2020b). Cooperation
on digitalisation and e-commerce was a
topic in President Xi’s calls with the heads
of state of Kazakhstan, Tajikistan, Thailand
and Uruguay (China People’s Daily, 2020h;
2020i; 2020j; 2020k). It also featured during
China’s bilateral meetings with Pakistan
and Turkey (Ministry of Commerce, 2020;
Chinese Embassy in Pakistan, 2020). The
Fujian provincial government, meanwhile,
held a conference in Egypt to share China’s
experience of digital technology for epidemic
prevention and control (Chinese Embassy in
Egypt, 2020).

e It is no secret that China is vying for
leadership in global digital governance.
China has long sought to cooperate on
emerging technologies with developing
economies, with Chinese technology
companies setting up operations in low-
income countries some time ago (Huawei,
for instance, set up operations in Cambodia
as early as 1999).32 More recently, it has
positioned its overseas digital development
as a way of advancing the UN Sustainable
Development Goals by promoting the
‘Digital Silk Road’ as a development concept
in its own right. It appears that several
UN agencies are now using the term, this
does not and should not constitute formal
recognition by the UN (Arcesati, 2020),
and is also spurring concerns of digital
authoritarianism (Elderet al., 2020). To this
end, China proposed a Global Initiative
on Data Security at the first International
Seminar on Global Digital Governance, it
held in Beijing in September. It contained

eight principles aimed at assuaging security
concerns about Chinese investment in
digital infrastructure. In his keynote speech,
Foreign Minister Wang expressed hope that
the initiative would ‘serve as a basis for
international rule-making on data security
and mark the start of a global process in this
area’ (Ministry of Foreign Affairs, 2020a).

6.3.3 Prioritising agricultural products and
free trade

China’s search for high-quality agricultural
products from countries in Asia, Africa and
Latin America seems unaffected by Covid-19.
Agricultural exports to China from Latin
American countries, including Brazil, Argentina,
Uruguay and Ecuador, grew significantly in

the two years prior to the pandemic, owing in
part to an outbreak of African Swine Fever,
which reduced China’s pig stock by more

than 100 million head, in addition to partial
trade restrictions with the US (Mu and Wei,
2020). In his bilateral calls with heads of state
in September, President Xi welcomed more
high-quality agricultural and animal husbandry
products and high value-added product
imports from Argentina and Uruguay, invited
the latter to play an active role in promoting
further free trade between China and Mercosur
(China People’s Daily, 2020k; 20201). When
signing a free trade agreement with Cambodia
in September and granting the Laos People’s
Democratic Republic zero tariffs for 97% of
its products, China signalled its willingness to
upgrade the China—ASEAN Free Trade Area
agreement and sign a regional comprehensive
economic partnership agreement in 2020, in
addition to its commitment to import more high-
quality agricultural products from the region,
such as rice, palm oil and tropical fruits from
the region (Ministry of Foreign Affairs, 2020b).
Similar trends can be observed in agricultural
trade flows with African countries, which
increased significantly, from $650 million in
2000 to $6.92 billion in 2018 (Xinhua, 2019¢).

32 ODI report to be published in 2021.
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7 Debt updates and
developments

Here, we summarise recent reports on
negotiations over debt owed to China. Many
countries have had to divert scarce funds to
address the health and economic issues brought
on by the pandemic, leaving them unable to fulfil
their debt-servicing obligations. China holds

a large amount of developing-economy debt,
necessitating wide-ranging negotiations with
distressed countries.

China committed to participate in the G20
Debt Service Suspension Initiative (DSSI). The
DSSI allows bilateral official creditors to suspend
the debt-service payments of 73 eligible low- and
middle-income countries, should they request it
(IMF, 2020b). This gives countries the chance
to reallocate debt payments to their Covid-19
response. However, there is some friction with
the World Bank over China’s failure to classify
its state-backed banks as official lenders — more
specifically, CDB - exempting them from
inclusion in the DSSI (World Bank, 2020c¢).
Chinese officials have reportedly responded by
saying the CDB is a commercial bank and, thus,
does not fall under the definition of an official
bilateral creditor, as it lends more on commercial
than on concessional terms (Brautigam, 2020;
Morris et al., 2020).

Official statements mention debt-suspension
agreements with 11 African countries and the
waiver of interest-free-loans due to mature by
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end 2020 for 15 African countries. A Ministry of
Foreign Affairs press conference on 12 October
2020 and an interview with the Chinese Embassy
in South Africa on 23 October 2020 both state
that (Ministry of Foreign Affairs, 2020c¢; 2020d):

“At present, the Export-Import Bank
of China, as an official bilateral
creditor, has signed debt-suspension
agreements with 11 African countries.
Other non-official creditors have also
reached a consensus on debt relief
with some African countries with
reference to the DSSI. China will also
waive interest-free loans due to mature
by the end of 2020 for 15 African
countries, and continue to push the
international community, especially the
G20, to further extend the duration of
debt suspension.”

Official Chinese outlets do not specify the
countries China is working with, but various
media reports confirm that China is working
with a number of countries to address their debt
issues. The information in Table 3 was drawn
from various media reports and presents a broad
picture of the current debt negotiations to which
China is a party.



Table 3 Reported developments in China’s debt negotiations, 2020

Countries that are in default

Zambia

On 28 October, Zambia reached a deal to defer debt repayments due this month to CDB (Mfula, 2020), after failing
to service its debts to private creditors, missing a coupon payment of $42.5 million on one of its Eurobonds and
suffering a ratings downgrade to ‘Selective Default’ from ratings agency Standard & Poor’s (Reuters, 2020b).
Zambia also announced earlier in the month that it would resist pressure to make payments of arrears a condition
of debt-relief talks with China. A Financial Times article cited the Zambian Finance Ministry as saying that ‘while
some official institutions have asked Zambia to pay arrears as a precondition to granting DSSI treatment, Zambia
is insisting that Chinese official creditors apply the same DSSI treatment of arrears as is granted by all Paris Club
[Western] creditors’ (Cotterill et al., 2020).

Countries that are participating in DSSI

Maldives

The President of the Maldives announced in March that he had written to the Chinese president requesting debt
relief. In April, the country’s finance minister reportedly sought to freeze loan repayments worth MVR 4 billion under
the DSSI, to which China subsequently agreed. It was reported in September that the Maldives and China were in
discussions to defer payments on commercial loans. The report also noted that China had agreed to defer payments
on some loans until December 2020 under the DSSI (Maldives Insider, 2020; Sun Online, 2020).

Angola

In September, Angola was reportedly close to finalising a number of deals to restructure debt held by Chinese state
banks and agencies. Angola owes more than $20 billion to China, most of it to CDB, followed by the Export-Import
Bank of China (Strohecker, 2020). IHS Markit, meanwhile, reported that Angola agreed on debt deferment terms
with China at the end of August, to obtain disbursements from the IMF (IHS Markit, 2020).

Papua New
Guinea

In August, the communications minister reportedly sought to have a $53 million loan funded by the Export-
Import Bank of China cancelled on the basis that the Huawei data centre built with the loan left the government
vulnerable to cyber attack. There have been no reports of a response from China (Grigg, 2020). A June request
for funds under the IMF Rapid Credit Facility noted that the authorities were considering requesting debt relief
from the DSSI. The impact would supposedly be limited, with at most $55.6 million in debt servicing due in 2020
(IMF, 2020c).

Tonga

In July, Tonga asked for debt-restructuring aid from China. The country is scheduled to start small principal
repayments this year, increasing in 2023-2024. The country currently owes $108 million to China, or around a
quarter of its GDP. Tonga has reportedly asked China to cancel its debt, but China has yet to respond (Barrett, 2020).

Kyrgyzstan

In April, the deputy prime minister of Kyrgyzstan said China and the Export-Import Bank of China (Exim) had
responded positively to its requests to restructure debt worth $2 billion (AFP, 2020).

Countries eligible for DSSI, but not participating

Lao People’s In September, it was reported that the Lao People’s Democratic Republic faced liquidity problems and had

Democratic approached China about a possible debt restructuring. The country’s foreign-exchange reserves reportedly fell

Republic below $1 hillion, leaving the country with insufficient funds to cover its annual debt obligations. Fitch Ratings
recently downgraded the country to B- and Moody's Investor Services downgraded its issuer rating from B3 to
Caa?2. Other types of deal may be struck, however. It was reported in September that a Lao electric power company
had struck a deal akin to a debt-for-equity swap, whereby China could recover its losses through fees generated
from the electric grid (Lintner, 2020).

Kenya The China-Africa project reported in July that bilateral debt-relief talks between Kenya and China had stalled as

Kenya weighed up the DSSI offer of debt relief. The Kenyan government initially opted out of the DSSI programme
and pursued bilateral talks with China. As of the time of writing, however, there were no official reports of Kenya’s
participation in the DSSI (Reed, 2020).

Countries that are not eligible for DSSI

Zimbabwe

Countries with arrears with either the IMF or the World Bank are ineligible for the DSSI, thereby excluding
Zimbabwe. News reports from January 2020 note that President Emmerson Mnangagwa’s request for a bailout
was declined but Beijing would be open to extending loans under the BRI and the Forum on China Cooperation
(Zimbabwe Independent, 2020).

Source: World Bank, 2020d
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3 What to watch

This chapter flags key focus areas and trends to
watch over the next quarter.

How China manages its economic recovery,
particularly whether it plans to provide more
fiscal stimulus and/or keep monetary policy
accommodative. With a slow recovery underway,
policy-makers may want to rein in and revise
fiscal and monetary policy, to resume their drive
towards structural reform and the containment
of financial risks. How China manages its
recovery will determine which sectors receive the
most relief and support in the near term. These
are pockets of growth that may be relevant to
developing economies with certain links to the
Chinese economy. Moreover, keeping particular
policies in place, including its current monetary
policy stance, will determine whether certain
industries will have continued access to credit.
In general, China’s economic recovery and
resurgence of domestic demand is significant
for developing economies who rely on China
as an export market. Commodity exporters, in
particular, are poised to benefit.

1. Fiscal policy: As China moves forward with
its plan to shift to a consumption-driven
economy, will there be additional fiscal
relief packages, where will the support go?
For example, if China focuses on recovery
by continuing to stimulate businesses and
infrastructure investments, this would
benefit developing countries with strong
ties to those industries receiving support. As
China’s industries get a boost, so too will
their production lines, benefiting developing
countries that export intermediate goods.

2. Monetary policy: Should a recovery manifest
sooner and stronger than expected, will the

PBoC shift from its more accommodative
monetary-policy stance and revert to
containing credit growth? Should monetary
policy remain accommodative, companies
with better access to credit would also have
more opportunities for investment, either
domestically or overseas.

Adjustments to Chinese infrastructure projects
abroad, particularly in the BRI regions.
Reportedly robust growth in infrastructure
projects in BRI countries in the first 10 months
of 2020 bucks the trend in overall NFODI,
signalling there is appetite for investment in
regions less affected by the pandemic, where
there are no major trade tensions or investment
restrictions. While a return to pre-pandemic
levels of investment is unlikely, there are signs
that activities in targeted sectors and regions may
increase (Dreher et al., 2017).3

To ensure growth in these activities, Beijing,
for its part, recognises the need to sensibly
manage debt renegotiations with several of these
partner countries and improve the sustainability
of its investments (though it is acknowledged
that many of these projects feature different
multinational actors and funding sources, so are
not only dependent on the Chinese government
and public and private company decisions).
Increasing the sustainability of investments will
require it to rapidly move away from the types
of project where risks are borne excessively by
recipient countries that may not be best placed
to manage them (Ma, 2019). It will also need
to bring BRI policy and regulatory frameworks
more closely in line with international standards
to ensure projects’ environmental, social and
economic sustainability. As mentioned, there

33 Dreher et al. posit that China’s production overcapacity of industrial inputs is linked to increasing infrastructure projects

abroad.



are signs that some of this is already happening,
though the problem is always the speed at which
such changes occur. Monitoring is imperative.

Beijing’s implementation of the dual circulation
strategy (DCS) and its implications for outward
investment and trade. First floated at a May
Politburo meeting, China’s dual circulation
economic strategy will underpin its future growth
model. It consists of a ‘domestic circulation’ aspect
to reinforce China’s domestic production and
consumption markets, while keeping the country
open to the world through an ‘international
circulation’ element. Official details are scant,
but the policy has generated intense debate, both
domestically and internationally, as to what it will
mean in practice.

Some believe it will involve a more inward-
looking China that creates self-reliant and
controllable supply chains to spur domestic
consumption and growth, which engages with
foreign firms only to increase their dependence on
the Chinese market as a way of deterring foreign
powers from exerting pressure (see, for instance,
The Economist, 2020). Beijing strongly opposes
this view and is seeking to reassure country
partners about its continued commitment to
openness and globalisation (China People’s Daily,
2020c¢; 2020d). How the DCS is implemented
will determine the reconfiguration of China’s
international supply chains, trade and investment
patterns, the effects of which may not yet be
apparent. This may well result in new winners and
losers among those engaging with China. The DCS
is set to form a core component of China’s 14th
Five-Year Plan, to be released in March 2021. As
we near that date, we will produce more details
and analysis of the DCS, which we will capture in
future issues.

The potential rebranding of China’s
engagement with low- and middle-income
countries around ‘high-quality’ BRI, with
a focus on green energy, ICT and digital
infrastructure. The renewed push on ICT and
digital infrastructure comes as no surprise,
as China started investing in these sectors in
African countries as early as 2006. However, a
recent increase in focus on science, innovation

and technology as a driver of growth is
expected to spur exponential growth, both
domestically and along the BRI, in e-commerce,
cloud computing, digital finance (fintech),
communications infrastructure, smart cities,
industrial internet, medical technology and
digital supply chains. It will be important for
developing countries to understand the long-
term development, security and financial risks
and opportunities involved. In terms of green
energy, it will be important to watch the role
that China seeks to play as either a financier,
technology provider or knowledge broker in a
post-Covid-19 green recovery.

Debt renegotiation with low- and middle-
income countries. Unlike past sovereign debt
crises facing low- and middle-income countries,
China is a major bilateral creditor in the current
debt crisis caused by Covid-19 (Huang and
Brautigam, 2020). As discussed, China has
committed to the DSSI, but is also conducting
bilateral negotiations with debtor countries
behind closed doors, prompting questions as
to whether the lack of transparency may lead
countries with similar issues to end up with
different debt outcomes.>* A recent academic
article published on the One Belt One Road
100 Forum (a forum for government officials,
scholars, entrepreneurs and specialists to
incubate ideas and broker knowledge to support
the BRI) may shed some light on China’s
preference for bilateral negotiations: it seems to
view the current international architecture for
debt management (the Paris Club, the IMF and
the World Bank) as a political arena dominated
by high-income economies in which there is
little room for China to push for reform (The
Paper, 2020). At the same time, negotiations are
underway for an internationally coordinated
framework beyond the DSSI, which seeks to
involve both official bilateral creditors and
more private creditors, which the G20 group
of countries is calling the Common Framework
For Future Debt Treatments Beyond the DSSI.
This would include China. A coordinated
approach with buy-in from all creditors will
be important for the orderly resolution of the

34 See Gardner et al. (2020) for an example of how China could approach its debt renegotiations differently.



current debt crisis. Future editions of Economic
Pulse will track how these issues develop.

An explicit ‘re’-emphasis on the security
development concept. Beijing has long
recognised that China’s increasing overseas
economic assets make it vulnerable to
traditional and non-traditional security threats
alongside financial and reputational risks. Over
the past few years China has deployed military
and security assistance including training
and hardware (reconnaissance drones, facial
recognition technology, armoured vehicles)** to
a number of African and Asian countries it has
strategic partnerships with as part of its security
engagement (primarily under the heading of
counter-terrorism and piracy). The geostrategic
benefit of China’s expanding logistics footprint
via BRI infrastructure projects such as seaports
is also well documented (Devermont and
Chiang, 2019).

The security-development concept is not
new, with China’s leaders frequently stating
‘security is the prerequisite for development
and development is the guarantee of security’,*
to justify both domestic and foreign policy
measures and strategies. The re-emphasis
on the ‘security development concept’ as a
core development principle might see the
scope of some of these strategic partnership
arrangements widening to incorporate Beijing’s
ever-growing definition of what constitutes
a threat to ‘national security’. The 19th
Communist Party of China Central Committee
communique calling for ‘resolutely safeguarding

national sovereignty, security, and development
interests ... improve the strategic ability to
defend national sovereignty, security, and
development interests’, certainly indicates that
might be the case.’”

Recent state visits to Myanmar and Nepal by
President Xi Jinping and recent visits to Beijing
by the heads of state of Pakistan and Mongolia
recent travel to Beijing also indicate a desire to
enhance strategic relations. With rising tensions
with the US and India and competition for natural
resources, especially in terms of rare earths, China
might seek to further deepen its already strong
economic engagement®® and protect its existing
assets in these and other countries. Chinese state
media also emphasised that the first multilateral
summit President Xi prioritised attending post-5th
plenary session was the 20th Council of Heads
of State meeting, at the Eurasian regional-focused
Shanghai Cooperation Organization (SCO).*
The upcoming China-SCO Forum on the Digital
Economy was also announced, where the
focus will be on norm-making for global
digital governance.

How and on what terms China seeks to
strengthen bilateral relations with priority
countries and regional geo-economic institutions
such as the SCO, to ensure its ‘security and
development concept’, will potentially further
increase the geopolitical signficance of a
number of developing countries to China and
have implications for the reform of existing
multilateral governance frameworks of which
China is already a member.

35 https://www.globaltimes.cn/content/1206522.shtml; https://www.globaltimes.cn/content/1097747.shtml;
https://www.globaltimes.cn/content/1204522 .shtml; https://www.defenceweb.co.za/featured/nigerian-military-receives-

tanks-artillery-from-china/

36 https://mews.sina.com.cn/c/2020-10-30/doc-iiznctkc8543199.shtml

37 https://news.sina.com.cn/c/2020-10-30/doc-iiznctkc8543199.shtml

38 Measured as imports from China as share of total, FDI from China as share of total, and external debt to China as share
of total. Council on Foreign Relations Belt and Road Tracker, see https://www.cfr.org/article/belt-and-road-tracker

39 The SCO currently comprises eight Member States (China, India, Kazakhstan, Kyrgyzstan, Russia, Pakistan, Tajikistan

and Uzbekistan), four Observer States interested in acceding to full membership (Afghanistan, Belarus, Iran and

Mongolia) and six Dialogue Partners (Armenia, Azerbaijan, Cambodia, Nepal, Sri Lanka and Turkey).
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Annex 1 Constraints and

limitations

1. Exploration of alternative data sources
a. The team initially explored project-level
data from multiple sources, but there
were inconsistencies arising from self-
reporting. The team would need more time
to conduct manual due diligence to ensure

of country coverage, or published with a
considerable lag (only up to 2018 or 2019).

2. Caveat to the RWR Belt and Road Monitor
a. The research team consulted several
databases tracking Chinese overseas

data accuracy.

b. Chinese outward direct investment data
from official sources only disaggregate at
country and industry level on an annual

basis. There are no monthly indicators with

this level of detail and the latest data are
for 2019, prior to the pandemic.
c. Other databases, such as the Partnership

for Investment and Growth in Africa, were

consulted, but differences in scope of data
collected prevented their use.

d. Loan, trade and investment data from
reputable sources were often aggregated

at an annual level and only available up to

a certain year. For example, data from the
China-Africa Research Initiative at Johns
Hopkins are reported on an annual basis
and currently available for 2000 to 2018.

e. Other official sources, such as the
Organisation for Economic Co-operation
and Development’s International Direct
Investment Statistics Yearbook, the
International Trade Centre Investment
Map, the IMF’s Coordinated Direct

Investment Survey and the United Nations

Conference for Trade and Development’s
FDI online database, had certain
drawbacks. Data are often collected on an
annual basis, insufficiently broken down

(inward and outward flows are aggregated

and not split by country), limited in terms
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economic activity, weighing the strengths,
weaknesses and limitations of each
(Schwarzenberg, 2020). The RWR Advisory
Belt and Road Monitor database was
selected due to the frequency of its updates
(bi-weekly), which offered the necessary
granularity of data to probe changing
trends in China’s overseas activities. Similar
to other databases of its kind, the RWR
collects this information mainly from
media reports, company press releases and
other online sources, making a light-touch
effort to verify its accuracy and consistency
over time. As the large body of literature
on Chinese overseas economic activity
suggests, many of these announcements
never materialise into actual investments
or funding, amounts may change or RWR
may miss some projects. Thus, while useful
as an indicator of investment appetite

and ‘real-time’ trends in Chinese overseas
corporate activity, the monetary value

of the investments and contracts in the
database should be viewed with caution.
Moreover, the aggregate value of projects
does not add up to the official outward
investment and engineering contract data
issued by China’s Ministry of Commerce
for obvious reasons. Not all activities
reported in the database feature contract
values, particularly in the case of activities



in the education, health, culture, sports and a portfolio investment, a service contract

entertainment sectors, where activities are or a grant. Thus, these activities are likely
reported as ‘collaboration or cooperation’, underreported in the aggregate estimates
making it hard to discern whether it is FDI, we present in this tracker.
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Annex 2 Data sources

Table A1 Macroeconomic indicators

Indicator Source Notes Link
GDP growth NBS and CEIC Data are pulled from the CEIC database and https://data.stats.gov.cn/english/
cross-checked with the NBS for consistency. easyquery.htm?cn=A01
Unemployment rate NBS and CEIC Data are pulled from the CEIC database and https://data.stats.gov.cn/english/
(%) cross-checked with the NBS for consistency. We  easyquery.htm?cn=A01
use the NBS urban surveyed unemployment rate.
Consumer price index  NBS and CEIC Data are pulled from the CEIC database and https://data.stats.gov.cn/english/
(100 = prior year) cross-checked with the NBS for consistency. easyquery.htm?cn=A01
Government revenue,  NBS and CEIC Data are pulled from the CEIC database and https://data.stats.gov.cn/
year to date cross-checked with the NBS for consistency. english/easyquery.htm?cn=A01
Government NBS and CEIC Data are pulled from the CEIC database and https://data.stats.gov.cn/english/
expenditure, cross-checked with the NBS for consistency. easyquery.htm?cn=A01
year to date
Merchandise exports ~ General Data are pulled from the CEIC database and http://data.mofcom.gov.cn/
Administration of cross-checked with the General Administration hwmy/imexComType.shtml
Customs and CEIC of Customs for consistency. Separate data for
January and February were publicly available
in June but as of July were not. While January
and February trade data are usually released
as a cumulative estimate, we use the monthly
breakdown of January and February for the
heatmap to be consistent with other variable
datapoints.
Merchandise imports ~ General Data are pulled from the CEIC database and http://data.mofcom.gov.cn/
Administration of cross-checked with the General Administration hwmy/imexComType.shtml
Customs and CEIC of Customs for consistency. Separate data for
January and February were publicly available
in June but as of July were not. While January
and February trade data are usually released
as a cumulative estimate, we use the monthly
breakdown of January and February for the
heatmap to be consistent with other variable
datapoints.
Consumer confidence  CEIC The team uses the NBS consumer confidence https://www.ceicdata.com/
(index) index pulled from the CEIC database. The index is  en/china/consumer-survey-

drawn from a survey by the NBS China Economic
Monitoring & Analysis Center. The index ranges
from 0 to 200, where 0 is extremely pessimistic

and 200 is extremely optimistic. 100 is the critical

value in between.

national-bureau-of-statistics/
consumer-confidence-index

Outward investment:
non-financial, year
to date

Ministry of Commerce
and CEIC

Data are pulled from the CEIC database cross-
checked with the Ministry of Commerce for
consistency.

http://data.mofcom.gov.cn/tzhz/
fordirinvest.shtml
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Indicator

Outward investment:
non-financial (BRI),
year to date

Source

Ministry of Commerce
and CEIC

Notes

Data are pulled from the CEIC database cross-
checked with the Ministry of Commerce for
consistency.

Link

http://fec.mofcom.gov.cn/article/
fwydyl/tjsj/?

Dispatched persons
abroad, year to date

Ministry of Commerce
and CEIC

Data are pulled from the CEIC database cross-
checked with the Ministry of Commerce for
consistency.

http://data.mofcom.gov.cn/tzhz/
fordirinvest.shtm|

Industry inputs: NBS and CEIC Data are pulled from the CEIC database and https://data.stats.gov.cn/english/
cement cross-checked with the NBS for consistency. easyquery.htm?cn=A01
Industry inputs: pig NBS and CEIC Data are pulled from the CEIC database and https://data.stats.gov.cn/english/
iron cross-checked with the NBS for consistency. easyquery.htm?cn=A01
Industry inputs: crude  NBS and CEIC Data are pulled from the CEIC database and https://data.stats.gov.cn/english/
steel cross-checked with the NBS for consistency. easyquery.htm?cn=A01
Industrial inputs: steel  NBS and CEIC Data are pulled from the CEIC database and https://data.stats.gov.cn/english/
products cross-checked with the NBS for consistency. easyquery.htm?cn=A01
Industry inputs: NBS and CEIC Data are pulled from the CEIC database and https://data.stats.gov.cn/english/
aluminium alloy cross-checked with the NBS for consistency. easyquery.htm?cn=A01
Country trade data ITC trade map Downloaded from the ITC website in $ thousands.  https://www.trademap.org/Index.

Because data were pulled at the month level, data  aspx?AspxAutoDetect

for January and February were not available for CookieSupport=1

China. These were then taken from the General

Administration of Customs. To ensure accuracy,

data from other months were cross-checked for

consistency and these matched the ITC database.
IHS Caixin Purchasing  IHS Caixin PMI and PMI readings above 50 signify an expansion https://www.markiteconomics.

Managers’ Index
(PMI)

CEIC

while readings below 50 signal a contraction. This
means a reading significantly below 50 implies a
large contraction.

com/Public/Release/
PressReleases
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