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Chinese State Capital and the Politics of Mega Infrastructure in Sri Lanka

Abstract

This dissertation concerns the growing role of China, specifically Chinese state capital, in
reshaping the built environment through financing, building, and operating mega infrastructure
projects in Sri Lanka over the past two decades. In the early 21st century, China quickly emerged
as the world’s largest official financier of infrastructure projects around the world, providing a
cumulative total of nearly one trillion U.S. dollars by 2022. Of the 165 recipient countries, Sri
Lanka stands out as a country that has seen one of the most dramatic — and uneven —

restructuring of urban space.

Observing that China-backed megaprojects had divergent performance and spatial
outcomes in Sri Lanka during Mahinda Rajapaksa’s presidency, the dissertation explains this
curious within-country variation by comparing three China-backed megaproject cases with
otherwise similar characteristics. Why did the Colombo Port City project succeed in producing
early agglomeration effects while the Mattala Airport project became a wasteful “white
elephant”? Why did the Hambantota Port project become more successful over time after initial

struggles?

The dissertation finds that the length of time horizon in Chinese state capital and the
degree of power concentration in Sri Lanka’s planning process are key determinants. It shows

how a toxic combination of an authoritarian approach to planning in Sri Lanka and short-term



oriented Chinese capital can lead to mega infrastructure projects built at the wrong scale, at the
wrong place, or at the wrong time. It also shows how a patient form of Chinese state capital and

a more inclusive approach to planning can result in better performance.

In so doing, the dissertation highlights the politics of risk allocation. It details the
circumstances under which specific risk management strategies were adopted, and how different
incentive structures shape the relationship between planning power and Chinese capital. While
the dissertation is focused on Sri Lanka, the findings hold broader implications for the theory and

practice of megaproject planning across the Global South.
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Chapter 1: Chinese State Capital, Mega Infrastructure,
and the Emerging Geographies of Global Urbanization

Introduction

Throughout contemporary China, the deployment of state capital for large-scale spatial
restructuring has been central to the party-state’s nation-building and economic development
strategy. In the Mao era, fears of war with the Soviet Union and the United States drove significant
infrastructure construction in China’s mountainous hinterland (known as sanxian jianshe, or
“Third Front Construction”) in an effort to spread out industrial bases and urban population away
from the geopolitically vulnerable northeast and coastal areas. In the reform era, China’s embrace
of the market was famously characterized by a series of spatially selective experiments, and state
capital has been instrumental in transforming Shenzhen from a fishing village to an ultramodern
metropolis of 18 million people. In the aftermath of the 1997 Asian Financial Crisis, the Chinese
state again undertook massive infrastructure investments in its western interior (known as xibu
dakaifa, or “Great Western Development Strategy”) to shore up economic growth. The Global
Financial Crisis of 2008 saw the Chinese government doubling down on infrastructure
development as a preferred development strategy, and China’s extensive high-speed rail network
emerged from that era. State-owned enterprises (SOE) and state-owned banks are widely
recognized for their key role in enabling such spatial transformations, even as the specific
mechanisms through which SOEs channel capital and skills into megaprojects remain poorly

understood. Today, analysts increasingly point to China’s state-of-the-art high-speed railways,



highways, subways, airports, and ports as evidence of the centrality of state-led mega infrastructure

programs in shaping the country’s rapid urbanization."

This dissertation is about another large-scale spatial restructuring centered on mega
infrastructure, one that can be seen as an outgrowth of China’s domestic infrastructure spree: the
post-2001 globalization of China’s state capital and state actors in the infrastructure sector and
their growing prominence in shaping the built environment outside China. Indeed, in the first two
decades of the 21% century, China quickly emerged as the world’s largest financier and builder of
overseas infrastructure projects. Heavy cross-border outflows of capital in the construction and
real estate sectors, in the form of lending (debt) and direct investment (equity), drove China to

become a net capital exporter for the first time in history in 2015.

On the recipient end of this capital flow equation, the accumulation of capital in developing
countries in the form of infrastructure construction has driven new geographies of urbanization in
many developing countries in the past two decades. The Economist calls this “the biggest
investment boom in history.”? In resource-rich developing countries, recent global commodity
super cycles have seen vast amounts of global capital flowing into what Neil Brenner calls
“operational landscapes” — remote sites of resource extraction and transportation — often in the

service of major urban agglomerations worldwide.

In developing countries that generally lack significant endowment of fossil fuels or mineral

resources — such as Pakistan, Sri Lanka, and the Maldives in South Asia, Laos and Cambodia in

' Xiao Ma, Localized Bargaining: The Political Economy of China’s High-Speed Railway Program (Oxford
University Press, 2022); Kyle A Jaros, China’s Urban Champions: The Politics of Spatial Development (Princeton
University Press, 2019); Wanli Fang, “Dispersion of Agglomeration through Transport Infrastructure” (PhD Thesis,
Cambridge, MA, Massachusetts Institute of Technology Department of Urban Studies and Planning, 2013).

2 “Building BRICs of Growth: Record Spending on Infrastructure Will Help to Sustain Rapid Growth in Emerging
Economies,” The Economist, June 5, 2008.



Southeast Asia, as well as Kenya and Djibouti in Africa — unprecedented large-scale infrastructure
projects have been well underway. Due to their strategic location near key trade corridors, the
emerging infrastructure investments in non-resource rich countries tend to be of a different type of
operational landscape, one that primarily serves as intermediate transportation nodes for global

trade, rather than sites of resource extraction per se.

This should come as no surprise to urban historians. After all, human settlements
throughout history have tended to be located along trade routes, and the rise and fall of cities are
believed to be closely associated with changing trade patterns. One needs to look no further than
the ancient Silk Roads. Beginning with the Han Dynasty, long-distance tributary trade gave birth
to many buzzling trade towns and “oasis cities” in the vast Eurasian steppes and deserts. But by
late empirical China, as the Qing Empire became increasingly inward-looking, global trade was
reoriented, bringing many once-prosperous cities to their ultimate demise. In a similar vein, as
China re-emerges as the preeminent trading power in the early 21% century, it is once again exerting
a gravitational pull, this time through the globalization of Chinese state capital. As a result, urban
hierarchies in many parts of the world, and certainly in areas that hosted the original Silk Roads,

may be on the cusp of a historic reordering.

Just as the ancient Silk Roads were named as such only in 1877, China’s presence in
overseas infrastructure in the contemporary era was growing long before it was given a name. It
dates back to infrastructure aid to “third world countries” in the Mao Zedong era. By the late 20™
century, as the market began to replace Mao as the guiding hand, Chinese state-owned companies
(SOEs) began to explore overseas opportunities under the auspices of the “Going Out” Strategy,

launched by President Jiang Zemin.



In 2013, President Xi Jinping repackaged preexisting initiatives into one grand slogan by
introducing the Belt and Road Initiative (BRI). Xi first announced the Silk Road Economic Belt
during a visit to Kazakhstan’s capital Astana, a key node in the ancient Silk Roads. A month later
in October 2013, Xi proposed the Twenty-First Century Maritime Silk Road while speaking at the
Indonesian parliament in Jakarta, another Silk Road hub. Taken together, the BRI represented
China’s effort to revive the ancient Silk Roads, a vast network of overland and maritime trade
routes that historians believe played a central role in facilitating the exchange of goods and cultures

between Eastern and Western civilizations from around 1st century BC through 18th century AD.®

3 Xinhua News Agency, “Chronology of China’s Belt and Road Initiative,” March 28, 2015,
http://english.gov.cn/news/top_news/2015/04/20/content_281475092566326.htm.
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Figure 1.1: Schematic map of the Belt and Road Initiative in the eastern hemisphere
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have drawn illustrative maps based on pieces of official announcements.

The BRI had two components. First, a Eurasian economic belt connecting China to Europe
through Central Asia and the Middle East. Six overland economic belts have been identified as
priority. Second, a maritime road aimed to create sea corridors between China and Europe by way
of the Indian Ocean (See Figure 1.1 for a schematic map). Six priority sectors of infrastructure
development included railways, roads, ports, airports, pipelines, and space technology. In addition

to “hard” infrastructure development, connectivity also included “soft” connectivity such as



economic policy coordination, regional financial integration, as well as environmental, cultural,
educational, and scientific exchanges.* From its initial focus on the Eurasia continent, the BRI has
since broadened in geographic scope to include all of Africa, Latin America, Oceania, and even
the Arctic. By June 2023, 151 countries and 32 multilateral organizations had signed
memorandums of understanding (MOU) with the Chinese government, pledging their participation

in the BRI.®

Lest anyone doubts Xi’s determination and commitment to the BRI in the long term, Xi
called the BRI “project of the century,” launched a multi-year campaign to mobilize the entire
party-state apparatus to commit to the BRI and pushed the Chinese Communist Party (CCP) to

insert the BRI into the party’s constitution in 2017.

Such grand ambitions are backed by extraordinary financial commitments. From 2000 to
2021, China provided a cumulative total of US$1.34 trillion in loans and grants towards 20,985
projects in 165 countries,® making it the world’s largest official development financier.” Figure
1.2 shows that the inflation-adjusted value of China’s 21% century overseas development finance
portfolio surpassed $700 billion in the first full year of BRI’s implementation (2014) and

surpassed the $1 trillion mark by the fourth full year of BRI implementation (2017). By 2021, the

4 Office of the Leading Group for the Belt and Road Initiative, “Building the Belt and Road: Concept, Practice and
China’s Contribution” (Foreign Languages Press, May 2017), https://www.yidaiyilu.gov.cn/zchj/qwfb/12658.htm.
5 For a list of countries that have signed MOUSs with China on the BRI, see Christoph Nedopil, “Countries of the
Belt and Road Initiative” (Green Finance & Development Center, FISF Fudan University, 2023),
https://greenfdc.org/countries-of-the-belt-and-road-initiative-bri/.

& Custer S. et. al, “Tracking Chinese Development Finance: An Application of AidData’s TUFF 3.0 Methodology.”
(Williamsburg, VA: AidData at William & Mary., November 2023). Note: to make numbers from different years
comparable, all numbers cited have been converted to 2021 constant US dollars and adjusted for inflation.

7 Based on OECD definitions, official flows refer to the sum total of cross-border transactions provided by official
agencies. It includes Official Development Assistance (ODA, better known as foreign aid), Other Official Flows
(OOF), and export credits. Official flows are in contrast with commercial and private flows.
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portfolio had exceeded $1.3 trillion despite a marked slowdown in new Chinese commitment

after a 2018 “recalibration.”

Figure 1.2: Cumulative official financial flows from China to the developing world by sector
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On an annual flow basis, in the pre-BRI period between 2000 and 2013, China made an
annual average of $47 billion in grants and loans to the developing world. China’s launch of the
BRI in 2013 saw this figure nearly double to an annual average of $85 billion in the 2014-2021
period, outspending both the largest multilateral financier, the World Bank ($61 billion per year
on average), and hitherto the largest bilateral financier, the United States ($40 billion per year on
average) in the same period. If one compares the BRI with the largest infrastructure assistance
program in the 20" century — the Marshall Plan — the juxtaposition is even more striking. From
1948 to 1951, the United States transferred an estimated $13.2 billion (or about $150 billion in
2021 dollars) toward European reconstruction (including infrastructure and non-infrastructure).®
This amounts to about $50 billion per year on average. China’s $85 billion average annual
commitment during the BRI era has made it the largest overseas development financier not just in

the early 21% century, but also most probably in modern times (see Figure 1.3).°

8 J. Bradford De Long and Barry Eichengreen, “The Marshall Plan: History’s Most Successful Structural
Adjustment Program,” National Bureau of Economic Research Working Paper Series No. 3899 (1991).

° Note that there is no official, systematic statistical comparison between China’s overseas development finance and
traditional financiers’ overseas development finance, in part because China is not a member of OCED’s
Development Assistance Committee (DAC) and does not report data to it, which has collected and published such
data from DAC members since the 1960s.



Figure 1.3: List of top overseas development financiers by official financial flows to the

developing world
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Bradford De Long and Barry Eichengreen.

A distinctive feature of China’s overseas development finance is the prominence of
infrastructure projects.™ From a financing perspective, infrastructure is widely seen as a risky asset
class, but three distinctive characteristics of China’s initiative have magnified risks even further.
First, most of China’s capital flows have gone to poorer countries with poor credit ratings.
Approximately 70% of China-financed infrastructure projects are located in countries that either

scored below the global median in sovereign credit risk ratings or were not rated at all." Second,

0 Infrastructure projects in this dissertation generally include the construction, rehabilitation, and maintenance of
physical assets in sectors such as transportation, energy, water, urban development, and telecommunications.

" Based on Moody’s, Standard & Poor’s, and Fitch Ratings. See Ammar A Malik et al., Banking on the Belt and
Road: Insights from a New Global Dataset of 13,427 Chinese Development Projects (Williamsburg, VA: AidData at
William & Mary, 2021).



while the infrastructure portion of the Marshall Plan funded mostly the refurbishment and
modernization of existing, albeit damaged, infrastructure (i.e., brownfield projects), Chinese
financing has gone mostly to building new (i.e., greenfield) projects, which tend to be more
complex from environmental, social and governance (ESG) perspectives. ' The cumulative
percentage of China’s grant- and loan-financed infrastructure projects in the developing world with
significant ESG risk exposure is believed to have skyrocketed from 17 projects worth $420 million
in 2000 to 1,693 projects worth $470 billion in 2021." The third notable feature of Chinese
financing is the prominence of megaprojects, which | define as costing more than 0.01% of the
host country’s gross domestic product (GDP).™ Since President Xi Jinping rebranded China’s
preexisting infrastructure activities into the BRI in 2013, the number of “megaprojects” financed
by China has increased dramatically. During the 13-year period preceding the BRI (2000-2012),
China extended 11 mega loans (greater than $500 million each) per year on average. But during
the first five years of BRI era (2013-2017), which I call BRI 1.0, China approved 36 mega loans

in an average year.

Few countries have seen a restructuring of urban space as ambitious as Sri Lanka as a result

of Chinese capital influx. Some US$6 billion in Chinese financing has enabled an unprecedented

2 Nicola Bianchi and Michela Giorcelli, “Reconstruction Aid, Public Infrastructure, and Economic Development:
The Case of the Marshall Plan in Italy,” National Bureau of Economic Research, Working Paper Series no. 29537,
November 26, 2021.

3 Bradley C Parks et al., “Belt and Road Reboot: Beijing’s Bid to De-Risk Its Global Infrastructure Initiative”
(Williamsburg, VA: AidData at William & Mary, November 2023).

4 Definitions of “megaproject” vary from €100 million to multi-billion dollars. But these thresholds are often
conceived in North American and Western European contexts and are less meaningful for developing countries. A
US$100 million project may not qualify as a megaproject in the United States but may be enormous in a poor
developing country such as Sri Lanka. Thus, rather than using a fixed a dollar amount, | adopt Yi Hu et al.’s
definition of having a project cost greater than 0.01% of the country GDP. See Yi Hu et al., “From Construction
Megaproject Management to Complex Project Management: A Bibliographic Analysis,” Journal of Management in
Engineering, 2019, 36.

s Malik et al., Banking on the Belt and Road: Insights from a New Global Dataset of 13,427 Chinese Development
Projects.
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megaproject construction spree since around 2007, when Sri Lanka was in the final phase of its
prolonged civil war, which ended in 2009. Sri Lanka’s building frenzy was a central feature of the
ambitious, if not controversial, presidency of Mahinda Rajapaksa, who ruled the south Asian island
nation from 2005 to 2015. Central to President Rajapaksa’s development strategy was the strategic
deployment of megaprojects to “anchor” new urban areas using borrowed — mostly Chinese —
money. But it was a risky gamble. If successful, the infrastructure investment would attract more
people, capital, and skills in target regions, setting in motion a positive cycle of urban
agglomeration and productivity gains, which would make the infrastructure investments
worthwhile. But the strategy might also backfire, producing mega “white elephant” projects:

empty or under-utilized properties built and maintained at great expenses to the public.

The results of President Rajapaksa’s megaproject-led spatial restructuring have indeed
been mixed. While some megaprojects, such as the Port City Colombo, have “crowded in” more
capital investments in the new spaces it created, others, such as the Mattala International Airport,
have evidently become wasteful white elephants. In these latter case, not only has the project been
left empty long after it was built, but its poor siting choice has also made it difficult to increase

utilization in the foreseeable future.

This dissertation focuses on Chinese infrastructure engagement in Sri Lanka and attempts
to explain this curious within-country variation in project outcomes. | attribute such divergent
outcomes to the different sets of incentive structures that were jointly created by Sri Lankan
planning strategies and Chinese financing strategies. | use three high-profile China-financed
megaprojects in Sri Lanka built since 2007 to answer my main research questions: Why are some
China-backed megaprojects in Sri Lanka more successful in producing agglomeration than others?

To answer this question, we need to first address several important sub-questions: who had agency

11



to make key planning decisions in these bilateral megaprojects in Sri Lanka? What roles did
various Sri Lankan and Chinese agents play in the project lifecycle? Why did Chinese and Sri
Lankan agents adopt the type of financing and planning strategies the way they did? How did Sri
Lankan politics interact with Chinese finance to produce divergent planning approaches? After
identifying three distinct planning approaches in my empirical chapters, | then try to answer the
final question: what do the divergent planning approaches and outcomes say about the nature of

the BRI and the type of urbanism that the BRI enables in countries that participate in it?

Answers to these questions hold important planning and policy implications for urban
development in the “global south.” Mega white elephants are the most extreme type of what Peter
Hall calls “great planning disasters”.'® Built with hundreds of millions of dollars of borrowed funds,
they displace scarce public resources that could have been used for productive projects, not to
mention the ecological and social impacts that projects of such scale often inflict upon local
communities. While white elephants occur in both developed and developing countries alike, the
consequences are far greater for smaller and poorer countries like Sri Lanka. With weaker public
finances, Sri Lanka had little margin for error. A failed megaproject may be a rounding error for
large economies but may devastate a small economy. The prominence of such white elephant
projects suggests that developing countries need to address not only the chronic problem of under-
investment, but also the emerging problem of non-performing investments as well. This
dissertation sheds new light on approaches that tend to result in productive investments and

approaches that tend to result in unproductive investments.

16 peter Hall, Great Planning Disasters (London, UK: George Weidenfeld and Nicolson Limited, 1980).
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In the next section of this chapter, | conceptualize the globalization of China’s state capital
by situating it within the broader intellectual history of urban development under globalization. |
pay special attention to how Western urban scholars’ conceptualizations of cities in developing
countries have evolved over time. | show that China’s state capital is a unique variety of capital in
shaping cities of the global south, and that current literature has yet to account for this important

trend.

Globalizing Chinese State Capital

Urban development in the “global south” has long been linked to global dynamics. In the post-war
independence movement across Asia and Africa, cities became an early focus of European
scholarship on the impacts of colonialism and post-colonialism." In Latin America, Cold War
fears about the spread of communism in “third world” cities prompted American urbanists to study
the urban origins of unmet national industrialization goals in Latin America.'®Despite the growing
emphasis on structural forces of economic, political, and social polarization that underpin
urbanization in developing countries, urbanization was framed largely in the context of national
forces such as state formation, regime type, urban and regional policymaking, local-national

relations, and migrant decision-making.'®

7 Terence Gary McGee, The Southeast Asian City: A Social Geography of the Primate Cities of Southeast Asia
(London, UK: G. Bell & Sons Ltd, 1967); Terence Gary McGee, The Urbanization Process in the Third World
(London, UK: G. Bell and Sons, Ltd, 1971); David Slater, “Underdevelopment and Spatial Inequality: Approaches
to the Problems of Regional Planning in the Third World,” Progress in Planning 4 (1975): 97-167.

'8 Diane E. Davis, “Cities in Global Context: A Brief Intellectual History,” International Journal of Urban and
Regional Research 29, no. 1 (March 1, 2005): 92-109.

9 Gino Germani, Authoritarianism, Fascism, and National Populism (Transaction Publishers, 1978); Alan Gilbert
and Peter M Ward, Housing, the State and the Poor: Policy and Practice in Three Latin American Cities, vol. 50
(Cambridge University Press, 1985).
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But this began to change with the 1979 English translation of Cardoso and Faletto’s classic
treatise on dependency: Dependency and Development in Latin America. Dependency theory
sought to frame relations between “peripheral” cities of the south and “core” cities of the north as
part of global structural relations of capitalistic dependency and extraction. Dependency theory
had such a strong influence in the 1980s that many urban scholars went so far as to bypass the
nation-state altogether, instead examining how global economic forces affected the form and

function of cities of the developing world.?

By the early 1990s, the end of the Cold War, the rapid transition into the information age,
and the worldwide spread of neoliberalism once again transformed urban planning and urban
studies. Increasingly, networked cities serve as critical nodes in what Manuel Castells call “space
of flows” and became subject to the restructuring of urban spaces that insertion into the global
economy inevitably entails.?' Globalization became central to the study of urban transformation,
and Saskia Sassen’s 1991 book: The Global City: New York, London, and Tokyo played an

important part in this trend.

To be sure, the terms global city and world city were not new. Nor did the general ideas
embodied in the global city discourse trace only to Saskia Sassen.? John Friedmann and Wolff
had developed their ideas about the world or global cities from their empirical work in developing
countries. Sassen’s focus on well-known mega cities in developed countries helped popularize and

legitimize several concepts that earlier had been thought of as pertaining only to the global south.%

20 Diane E Davis, “Reflections on the Relations between Development and Urbanization: Past Trajectories and
Future Challenges,” International Journal of Urban Sciences 20, no. 1 (2016): 1-14.

21 Manuel Castells, The Informational City: Information Technology, Economic Restructuring, and the Urban-
Regional Process (Blackwell Oxford, 1989).

22 See, for instance, John Friedmann and Goetz Wolff, “World City Formation: An Agenda for Research and
Action,” International Journal of Urban and Regional Research 6, no. 3 (September 1, 1982): 309-44.

2 Davis, “Cities in Global Context: A Brief Intellectual History.”
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Themes that had long dominated the study of “third world” cities, including the ways in which
globalization of capital and labor affected urban employment and sectoral patterns of the urban

economy, began to find its way into urban scholarship about “first world” cities.?

One key feature of the newer scholarship in the late 20" century and the early 21% century
is the obsession with large, wealthy, and influential cities — often at the expense of “lesser cities”.
The cities that were more likely to be identified as “global” were those that played the most
important roles in the global networks of production and consumption. Some urban scholars began
to imagine an international packing order of cities in which global cities sat at the top. Lesser cities
were increasingly measured against these prototypical global cities on a set of economic metrics

as if all cities should aspire to achieve “global city” status.?

Neoliberal reforms in the global era have also transformed the very role of urban planning.
Whereas urban planning was traditionally conceived as a restraint on market forces, by the 1990s
a new a kind of entrepreneurial planning had increasingly come to define the practice as cities
sought to facilitate economic development through the market. % Against the backdrop of
increasing global capital mobility on the one hand and weakening municipal finances on the other,
urban development has increasingly been characterized as a competitive race to the bottom for a
share of footloose investment and trade. To achieve economic development goals, cities

increasingly borrow strategies, practices, and languages traditionally used by corporations to

24 Susan S Fainstein and Michael Harloe, Divided Cities: New York & London in the Contemporary World (Oxford:
Blackwell, 1992).

% Fulong Wu, “The Global and Local Dimensions of Place-Making: Remaking Shanghai as a World City,” Urban
Studies 37, no. 8 (2000): 1359-77.

26 Weiping Wu, Pioneering Economic Reform in China’s Special Economic Zones: The Promotion of Foreign
Investment and Technology Transfer in Shenzhen (Aldershot [England] ; Brookfield, USA: Ashgate, 1999); John
Friedmann, “Globalization and the Emerging Culture of Planning,” Progress in Planning 64, no. 3 (2005): 183-234.
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improve their global competitiveness.?” To be sure, planning practices vary widely from country
to country and from city to city. But overall, cities in the developing world are thought to be

increasingly shaped by market forces and by private capital flows.?®

Against the backdrop of this neoliberal world order, the rise of China’s BRI in the early
21% century is all the more remarkable: it challenges the very assumption that the present era of
globalization is necessarily led by private capital flows and by market forces. As | document in
Chapter Two, China’s global infrastructure push has been decidedly state-capitalistic.® It is
characterized by the state’s continuous nurturing of state-owned “national champions” in the
international infrastructure market with subsidized capital disbursed by state banks, often in
collaboration with host country’s state actors. The centrality of state actors, including state-owned

enterprises (SOESs), is the first distinguishing feature of China’s state capital.

Compared to private capital, Chinese state capital is also believed to have different
“imperatives of accumulation”, different “regimes of production”, and different “ethos of
management”, according to Ching Kwan Lee’s ground-breaking book on Chinese investment in
Africa.® In contrast to the profit-maximization motive of private capital, Chinese state capital has
been described as “profit-optimizing”, as Chinese SOEs balance the accumulation of profit with

the accumulation of political capital for maintaining long-term friendships with host country

27 Michael E Porter, “Clusters and the New Economics of Competition,” Harvard Business Review, 1998; Michael E
Porter, “Location, Competition, and Economic Development: Local Clusters in a Global Economy,” Economic
Development Quarterly 14, no. 1 (2000): 15-34.

28 George CS Lin, “Metropolitan Development in a Transitional Socialist Economy: Spatial Restructuring in the
Pearl River Delta, China,” Urban Studies 38, no. 3 (2001): 383-406; Gavin Shatkin, Cities for Profit: The Real
Estate Turn in Asia’s Urban Politics (Cornell University Press, 2018).

2 Bremmer defines state capitalism as ‘a system in which the state functions as the leading economic actor and uses
markets primarily for political gain’, specifically through state ownership of key corporations. See lan Bremmer,
The End of the Free Market: Who Wins the War between States and Corporations (New York: Portfolio, 2010).

30 Ching Kwan Lee, The Specter of Global China: Politics, Labor, and Foreign Investment in Africa (University of
Chicago Press, 2018).
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leaders.®" In contrast to the footloose or speculative nature of private capital, Chinese state capital
is believed to be more “patient” — having a longer time horizon and a higher tolerance of short-
term risks.® These characteristics make Chinese state capital uniquely suited to embrace illiquid
physical assets such as infrastructure, which is often shunned by global private capital from the

west.

To be sure, China is far from the first country to practice state-led overseas infrastructure
finance in an “illiberal” manner. Japan, for one, has long showered its ailing industrial firms with
state subsidies (or otherwise tying official aid provision with the procurement of Japanese products
and services) in overseas infrastructure markets, notably in southeast Asia.* In fact, China’s state-
owned Export-Import Bank (China Exim Bank), a major lender of BRI projects, was explicitly
modelled after the Japan Export-Import Bank (now known as the Japan Bank for International
Cooperation, or JBIC), and some Chinese lending practices also resemble Japanese ones.** Nor is

China the only country to see a resurgence of state capitalism in the early 21% century.®

But what distinguishes Chinese state capital from its international peers is its ability to

shape the built environment beyond its borders. Singapore deploys state firms and state capital to

3 Lee.

32 Both Ching Kwan Lee and Stephen Kaplan made this point in their respective research on Chinese state capital in
Africa and Latin America. See Lee; Stephen B Kaplan, Globalizing Patient Capital: The Political Economy of
Chinese Finance in the Americas (Cambridge University Press, 2021).

33 Margee M Ensign, Doing Good or Doing Well?: Japan’s Foreign Aid Program (Columbia University Press,
1992); Mireya Solis, Banking on Multinationals: Public Credit and the Export of Japanese Sunset Industries
(Stanford University Press, 2004).

34 Deborah Brautigam, The Dragon’s Gift: The Real Story of China in Africa (Oxford University Press, 2011);
Muyang Chen, “Infrastructure Finance, Late Development, and China’s Reshaping of International Credit
Governance,” European Journal of International Relations 27, no. 3 (September 1, 2021): 830-57.

35 Countries such as Brazil, India, and Saudi Arabia have been described as state capitalistic. See, for instance, Aldo
Musacchio, Aldo Musacchio Farias, and Sérgio G Lazzarini, Reinventing State Capitalism: Leviathan in Business,
Brazil and Beyond (Harvard University Press, 2014).
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shape the built environment, but it does so largely within its own borders.* Norway, Kuwait, and
Saudi Arabia do invest abroad through their hefty sovereign wealth funds, but they do so largely
as passive financial investors in overseas capital markets and do not directly shape the built
environment using instruments such as foreign direct investments (FDI). Finally, Japan, despite its
state involvement in shaping the built environment beyond their borders, follow a model that may
be more appropriately categorized as a “developmental state”, in which the state guides, rather
than owns, capital.®” Moreover, the scale of Japanese infrastructural activities in the global south
pales in comparison to China’s in both value and geographical reach. Since 2009, the amount of
official (i.e., state-to-state) development finance to the global south provided by China surpassed
the amounts provided by all major rich countries in the Group of Seven (G7), including Japan, on

a flow basis.3®

Chinese state capital is also conceptually distinct from multilateral development finance.
Chinese loans and aid programs to the global south are unique for not attaching any political or
economic conditions on recipient countries. This is in contrast with traditional northern-led Bretton
Woods institutions such as the World Bank and the Asian Development Bank (ADB), whose
stringent loan conditions on recipient countries, notably the imposition of neoliberal reforms, have
been controversial. As such, China’s “south-south” development finance model is increasingly

seen as an alternative to the post-WWII “north-south” model.*® This does not mean, however, that

36 Gavin Shatkin, “Reinterpreting the Meaning of the ‘Singapore Model’: State Capitalism and Urban Planning,”
International Journal of Urban and Regional Research 38, no. 1 (2014): 116-37.

57 Chalmers Johnson, MITI and the Japanese Miracle: The Growth of Industrial Policy: 1925-1975 (Stanford
University Press, 1982).

% Note the distinction between “stock” and “flow” of capital. Even though China has become the largest provider of
official development finance on a flow basis, the west still dominates on a stock, or cumulative, basis. See Malik et
al., Banking on the Belt and Road: Insights from a New Global Dataset of 13,427 Chinese Development Projects.

%% Diana Barrowclough, Kevin Gallagher, and Richard Kozul-Wright, Southern-Led Development Finance
(Routledge Publications Ltd: Oxford, 2020); James Sundquist, “Bailouts from Beijing: How China Functions as an
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Chinese overseas infrastructure engagements do not produce neoliberal consequences. They
sometimes do, as in the case of Colombo Port City. But | make the conceptual distinction between
conditioning loans on the wholesale embrace of neoliberalism as an explicit policy intention of a
foreign lender versus implementing voluntary, place-based neoliberal reforms to “ringfence” a
Chinese-backed project ex-post. The key difference lies in the degree of host country agency.
Whereas northern-led development finance seeks to constrain host country agency, Chinese

development finance does not.

In summary, China is unique in deploying its state capital to shape the built environment

in the global south. I represent this with a Venn diagram in Figure 1.4.

Figure 1.4 Conceptualizing China's State Capital in the Context of Global Urban Development

Singapore

Shape the Bui
Environment

Alternative to the IMF,” Boston University Global Development Policy Center Global China Initiative Working
Paper 015, 2021, 22.
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The first theoretical contribution of this dissertation, therefore, is linking flows of Chinese
state capital with changes in urban landscapes in the global south. While Chinese state capital has
been recognized by many scholars as a distinct variety of capital, scholarly discourse has mostly
existed in the context of China’s domestic development.“° The role of China’s state capital in
shaping global south urbanism has yet to be adequately explored in theories of urban development.
In particular, the centrality of state actors and the propensity for big-ticketed infrastructure projects

in poorer countries challenge conventional understandings of how global capital flows shape cities.

In the next section, | offer a critical reflection of the dominant scholarly discourses and
methodologies around the BRI. | show how the dominant approaches to the BRI obscure more
than they reveal. | adopt a methodology comparing individual BRI projects within the same host
country to provide a more nuanced understanding of the on-the-ground dynamics of China’s

infrastructural engagements in the global south.

Toward a Grounded Approach to Studying Global China

Scholarly interest in contemporary China’s growing presence in the global south, particularly in
Africa, emerged in the 2000s.#' But it was the launch of the high-profile BRI in 2013 that led to
an explosion of research on what Ching Kwan Lee calls “global China”. Unsurprisingly, for an
initiative whose scale and scope have little precedent in modern history, researchers from a variety
of disciplines have rushed to make sense of the BRI. By 2020, hundreds of journal articles and

dozens of books have been published in the English language alone. Across the world, entire

40 Naughton and Tsai make one of the best arguments for the concept of Chinese state capitalism in the context of
China’s domestic development. See Barry Naughton and Kellee S Tsai, State Capitalism, Institutional Adaptation,
and the Chinese Miracle (Cambridge University Press, 2015).

41 See, for instance, Brautigam, The Dragon’s Gift: The Real Story of China in Africa.
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research centers and academic journals have been launched to understand China’s growing

footprint.

Most researchers sought to understand the BRI at very macro levels. While there is a broad
consensus that China is once again pursuing global ambitions with the BRI, there is considerable
debate about what the ambition is. The first dominant perspective sees the initiative as primarily a
geopolitical grand strategy. Some frame it as external extension of China’s western development
strategy.“? Others see it as China’s bid to cement its global influence as a superpower.* Still others

believe the initiative is about aligning China’s neighbors with its strategic priorities.*

The second dominant perspective frames the BRI as primarily a geoeconomic grand
strategy. Some see it as providing a domestic “spatial fix” to China’s regional economic
imbalance.*s Others think it is about providing a global “spatial fix” to China’s domestic industrial

overproduction.“® Still others believe the goal is to internationalize Chinese state-owned firms as

42 Michael Clarke, “The Belt and Road Initiative: China’s New Grand Strategy?,” Asia Policy, no. 24 (2017): 71-79;
Tim Summers, “China’s ‘New Silk Roads’: Sub-National Regions and Networks of Global Political Economy,”
Third World Quarterly 37, no. 9 (September 2016): 1628-43.

43 Debin Du and Yahua Ma, “One Belt and One Road: The Grand Geo-Strategy of China’s Rise,” Geographical
Research 34, no. 6 (2015): 1005-14; Peter Ferdinand, “Westward Ho—the China Dream and ‘One Belt, One Road’:
Chinese Foreign Policy under Xi Jinping,” International Affairs 92, no. 4 (June 20, 2016): 941-57; Nadége Rolland,
“China’s ‘Belt and Road Initiative’: Underwhelming or Game-Changer?,” The Washington Quarterly 40, no. 1
(2017): 127-42.

44 William H Overholt, “One Belt, One Road, One Pivot,” Global Asia 10, no. 3 (2015): 1-8; Du and Ma, “One Belt
and One Road: The Grand Geo-Strategy of China’s Rise”; Ferdinand, “Westward Ho—the China Dream and ‘One
Belt, One Road’: Chinese Foreign Policy under Xi Jinping”; Rolland, “China’s ‘Belt and Road Initiative’:
Underwhelming or Game-Changer?”; Bruno Magaes, Belt and Road : A Chinese World Order (London: Hurst &
Company, 2018); Wenxian Zhang, llan Alon, and Christoph Lattemann, China’s Belt and Road Initiative: Changing
the Rules of Globalization (Springer, 2018).

45 Summers, “China’s ‘New Silk Roads’”; Clarke, “The Belt and Road Initiative: China’s New Grand Strategy?”;
Peter Cai, “Understanding China’s Belt and Road Initiative,” Lowy Institute for International Policy, Understanding
China, 2017, 26.

46 Tim Summers, “China’s ‘New Silk Roads’: Sub-National Regions and Networks of Global Political Economy,”
Third World Quarterly 37, no. 9 (2016): 1628-43; Cai, “Understanding China’s Belt and Road Initiative”; Clarke,
“The Belt and Road Initiative: China’s New Grand Strategy?”; Min Ye, The Belt Road and Beyond: State-Mobilized
Globalization in China: 1998-2018 (Cambridge University Press, 2020).
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part of a resurgent state economy.*” More recently, as more projects get underway, the spotlight
has shifted to the BRI’s impact on host countries. Some have focused on the BRI’s positive
potential for trade, foreign investment, and standard of living in participating countries.*® Others

note significant risks to the environment, sovereignty, and local communities.*

However, the dominant framings suffer from three fundamental shortcomings. The first is
the homogenization of China. There is a tendency to treat Chinese actors as a monolithic,
indistinguishable whole, failing to acknowledge significant differences across investors, sectors,
and different parts of “the state”. Many studies conveniently lump all Chinese firms together and
equate their interests and objectives with those of the Chinese state. Too often, any action taken

by a Chinese company on the ground is assumed to be part of a coherent plan from Beijing.*°

The second shortcoming is the victimization of host countries. Host countries are often
portrayed as weak, vulnerable, or otherwise lacking in agency in dealing with China." It is often

assumed that somehow Chinese capital asserts itself into new country contexts unencumbered by

47 \Weidong Liu and Michael Dunford, “Inclusive Globalization: Unpacking China’s Belt and Road Initiative,” Area
Development and Policy 1, no. 3 (2016): 323-40; Nicholas R Lardy, The State Strikes Back: The End of Economic
Reform in China? (Peterson Institute for International Economics, 2019).

8 Galen Murton, “Making Mountain Places into State Spaces: Infrastructure, Consumption, and Territorial Practice
in a Himalayan Borderland,” Annals of the American Association of Geographers 107, no. 2 (2017): 536-45; World
Bank, Belt and Road Economics: Opportunities and Risks of Transport Corridors (Washington D.C: World Bank
Group, 2019).

4% Sarah Milne, “Cambodia’s Unofficial Regime of Extraction: Illicit Logging in the Shadow of Transnational
Governance and Investment,” Critical Asian Studies 47, no. 2 (2015): 200-228; Elena F Tracy et al., “China’s New
Eurasian Ambitions: The Environmental Risks of the Silk Road Economic Belt,” Eurasian Geography and
Economics 58, no. 1 (2017): 56-88.

%0 See for example, Hofman and Ho’s critique of the literature on China’s overseas agribusiness investments. Irna
Hofman and Peter Ho, “China’s ‘Developmental Outsourcing’: A Critical Examination of Chinese Global ‘Land
Grabs’ Discourse,” The Journal of Peasant Studies 39, no. 1 (January 1, 2012): 1-48.

51 Wendy Wolford et al., “Governing Global Land Deals: The Role of the State in the Rush for Land,” Development
and Change 44, no. 2 (2013): 189-210.
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host country interests and conditions.? Such an assumption “flattens” host country landscapes and

obscures the embeddedness of Chinese investors in host countries.5?

The third shortcoming is the exoticization of China. There is a tendency to expressly
categorize China as different from other investor countries, often based simply on its size or
political system, without critically examining whether this presumed difference applies across the
board. This not only narrows understandings of global China, but also “normalize, by contrast,
neoliberal practices of exploitation across the globe.”** For instance, the anti-China focus of
protests in Myanmar and Vietnam against China-financed hydropower projects drew public
attention away from grassroots concern about hydropower regardless of the investor. This in turn,
naturalizes developmentalist discourses of hydropower as inevitable, as long as the investor is not
China. Similarly, singling out China as a financier of coal power projects in Southeast Asia
neglects the fact that Japan, South Korea, and others had been doing the same thing in that period.
Such “methodological nationalism”, as Oliveira et al. put it, blinds us to the real questions and real

problems that ought to be studied.®

All three shortcomings are on evident display in the “debt-trap” thesis — arguably the most
prevalent misrepresentation of the BRI. When a Chinese SOE acquired a 99-year lease on Sri
Lanka’s struggling Hambantota Port in 2018, critics accused China of practicing “debt-trap
diplomacy”: intentionally saddling poorer countries with excessive amounts of debt so that when

these countries struggle pay back Chinese loans, China would seize control of strategically located

52 Julie Michelle Klinger and Joshua S. S. Muldavin, “New Geographies of Development: Grounding China’s
Global Integration,” Territory, Politics, Governance 7, no. 1 (January 2, 2019): 1-21.

53 Juliet Lu, “Grounding Chinese Investment: Encounters between Chinese Capital and Local Land Politics in Laos,”
Globalizations 18, no. 3 (2021): 1.

54 Klinger and Muldavin, “New Geographies of Development: Grounding China’s Global Integration,” 3.

% Gustavo de L. T. Oliveira et al., “China’s Belt and Road Initiative: Views from the Ground,” Political Geography
82 (October 1, 2020): 102225.
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ports and other critical infrastructures to build a chain of overseas military bases.®® In other words,
critics imagine Chinese actors working as one Goliath-sized predatory loan shark, looming over
small and powerless neighbors, and weaponizing debt to create economic and military dependency.
By 2020, the debt-trap thesis had been thoroughly debunked as a myth, which some scholars
suggest is rooted more in America’s projection of its own hegemonic thinking onto China than in

facts on the ground.®

The debt-trap thesis prompted a growing number of scholars to “speak truth to power.”%®
First, the assumption that the Chinese state apparatus has become a monolithic juggernaut under
Xi Jinping, China’s most powerful leader since Mao, is increasingly under challenge. Ye, Lampton
and others have shown that not only is there no coherent blueprint from Beijing, the BRI’s
implementation both domestically and internationally is marked by the same institutional
fragmentation, decentralized decision-making, and probing experimentalism that have defined
China’s domestic development.*® Simply put, “the right hand often not knowing what the left is
doing.” ¢ Furthermore, host countries, even the smallest ones, are not as powerless as many
assumed them to be. Laos and six other southeast Asia countries that host segments of the
Kunming-Singapore railway (also known as Pan-Asia Railway) have been found to exercise

significant agency in resisting, shaping, and sometimes taking advantage of China’s BRI

5 Michael Pence, “Remarks by Vice President Pence on the Administration’s Policy Toward China — The White
House,” October 4, 2018, https://trumpwhitehouse.archives.gov/briefings-statements/remarks-vice-president-pence-
administrations-policy-toward-china/.

57 Deborah Brautigam, “A Critical Look at Chinese ‘Debt-Trap Diplomacy’: The Rise of a Meme,” Area
Development and Policy 5, no. 1 (January 2, 2020): 1-14; Lee Jones and Shahar Hameiri, “Debunking the Myth of
‘Debt-Trap Diplomacy,”” Chatham House, 2020, 44; Deborah Brautigam and Meg Rithmire, “The Chinese ‘Debt
Trap’ Is a Myth,” The Atlantic, February 6, 2021, https://www.theatlantic.com/international/archive/2021/02/china-
debt-trap-diplomacy/617953/.

%8 Brautigam, “A Critical Look at Chinese ‘Debt-Trap Diplomacy.
% Ye, The Belt Road and Beyond; David M Lampton, Selina Ho, and Cheng-Chwee Kuik, Rivers of Iron: Railroads
and Chinese Power in Southeast Asia (University of California Press, 2020).

0 |_ampton, Ho, and Kuik, Rivers of Iron: Railroads and Chinese Power in Southeast Asia, 46.
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investments.®' Finally, Chinese business practices in land investments in Brazil are found to be no

different from American and European practices after all.®

To liberate the BRI scholarship from “methodological nationalism”, a growing number of
scholars have called for more grounded approaches to studying global China. Recognizing that
Chinese investments in Africa had uneven capacity and uneven prospects of success, Lee uses
ethnography and comparative analysis to link the complex power dynamics shaping how Chinese
projects unfold on the ground with macroeconomic and geopolitical phenomena.® Klinger and
Muldavin bring a critical spatial lens to the conversation, advocating for “grounding China’s global
integration” by disaggregating Chinese state and economic actors that comprise Chinese
investment and analyzing the spatial politics at the project level.5* Similarly, Lu compares Chinese
rubber and banana investments in Laos to show how focusing on variations in Chinese actors and
local land politics within the same host country yields more insights into the multi-scalar and

spatially contingent nature of global China.®®

I echo these growing calls for grounded approaches to study global China. The key to a
grounded methodology is shifting our unit of analysis from the macro to the project level. In this
dissertation, | use three megaprojects in Sri Lanka to show how Chinese and Sri Lankan actors
jointly reshape urban and regional landscapes. Infrastructure investments are, after all, place-based
interventions, and thus must not be taken out of the contexts in which they are embedded. In other

words, where things happen affects how they happen. Treating China, the BRI, or a host country

& Lampton, Ho, and Kuik, 1.

52 Gustavo de LT Oliveira, “Chinese Land Grabs in Brazil? Sinophobia and Foreign Investments in Brazilian
Soybean Agribusiness,” Globalizations 15, no. 1 (2018): 114-33.

& Lee, The Specter of Global China: Politics, Labor, and Foreign Investment in Africa.

84 Klinger and Muldavin, “New Geographies of Development: Grounding China’s Global Integration.”

8 |_u, “Grounding Chinese Investment: Encounters between Chinese Capital and Local Land Politics in Laos.”
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as a monolithic whole obscures the spatially contingent nature of such bilateral infrastructure
projects. Only through grounded empirical research on these diverse forms, trajectories, and effects,
not by historical allegory or rhetorical flourish, will we be able to understand how global China

has been reshaping cities and regions of the global south.

Therefore, rather than seeing the BRI as a definitive and dominating grand strategy with
unidirectional impacts, | see the BRI as an umbrella term consisting of loosely related ventures
and experiments — processes that are mediated jointly by Chinese and host country agents in a
variety of place-dependent ways to produce uneven and sometimes uncertain outcomes. Like all
experiments, the BRI is probing, evolving, and ambiguous. Some projects succeed, others fail.

Still others become more successful over time.

Seeing the BRI in experimental and open-ended terms is analytically superior for two
reasons. First, it allows for important conversations around host countries’ agency in ways that
China-centric approaches neglect. As individual projects inevitably become embedded in host
country politics, it is important to ask how host countries co-shape both their planning processes
and the spatial outcomes. Second, it allows us to compare the heterogeneous approaches to
planning and financing individual projects that experimentation inevitably entails. Better yet, such
a project-level comparison may provide a new and potentially fruitful area of inquiry if such
heterogeneity exists within a single host country, as is the case of Sri Lanka. This allows us to
meaningfully isolate project-level variables of concern by holding national-level factors constant.
After addressing endogeneity issues, we can then explain why some China-backed megaprojects

have succeeded in inducing agglomeration whereas others have failed.

The primary methodology | adopt is comparative case study. In urban planning and across

the social sciences, comparative case studies have long proved a fruitful approach to building
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theories to explain novel or emerging phenomenon.® As | showed in the previous section, the
scholarly discourse surrounding China-backed megaprojects in the global south remains
embryonic, leaving much scope for exploratory inquiry. Comparative case studies are particularly
well suited for answering research questions that address the “why” and the *“how” in

contemporary events.®’

In each case study, | draw on extensive primary sources collected from field research. They
include documents, interviews, and ethnographic data. Many of these documents are publicly
available, including annual reports, statistical yearbooks, and local newspapers. But several
feasibility studies were obtained via a freedom-of-information request with the Canadian
government. In Colombo, | enjoyed access to the offices of several Chinese companies and
relevant government authorities, where | was able to review internal memaos, reports, presentations,
and land use plans. In Colombo, Beijing, and Shenzhen, I had the privilege of interviewing several
dozens of stakeholders who either directly participated in key decision-making processes or had
knowledge of them. All these provided the basis for accurate process-tracing behind key decisions

and project milestones.

% Robert K Yin, Case Study Research: Design and Methods, 4th ed. (Sage Publications, 2009); Kathleen M.
Eisenhardt and Melissa E. Graebner, “Theory Building from Cases: Opportunities and Challenges,” Academy of
Management Journal 50, no. 1 (February 2007): 25-32.

57 Yin, Case Study Research: Design and Methods, 13.
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Mega Projects and Mega Risks

Scholars and citizens alike often lament the chronic failure of governments to spend the right
amount, at the right time, on the right kinds of infrastructure, in the right places. A review of
existing literatures around infrastructure planning and policy suggests that most infrastructure
problems can be grouped into four categories: problems around scale (or type), problems around
cost, problems around timing, and finally, problems around location. To be sure, these problems
are closely related. For instance, projects of the wrong scale, or the wrong timing, or the wrong

location often manifest in cost overruns.®

Megaprojects, as a popular method of infrastructure delivery, had such a dismal
performance record that Bent Flyvbjerg coined “the iron law of megaprojects” to describe them:
Over budget, over time, over and over again.® In an influential study, Flyvbjerg et al. found with
overwhelming statistical significance that 90% of the 258 mega transportation projects in their
sample suffered from cost overruns.” In later studies with larger samples, cost overruns have also
been found in different infrastructure sectors, in different historical periods, and in different parts
of the world.” For these reasons, Boston’s Big Dig, the Sydney Opera House, and the English
Channel Tunnel are often cited as some of the most high-profile planning failures, even as they

may be considered architectural and engineering marvels.”

%8 Bent Flyvbjerg, Mette K Skamris Holm, and Sgren L Buhl, “What Causes Cost Overrun in Transport
Infrastructure Projects?,” Transport Reviews 24, no. 1 (2004): 3-18.

% Bent Flyvbjerg, “Introduction,” in Megaproject Planning and Management: Essential Readings Volume 1, ed.
Bent Flyvbjerg (Edward Elgar Publishing, 2014).

70 Bent Flyvbjerg, Mette Skamris Holm, and Soren Buhl, “Underestimating Costs in Public Works Projects: Error or
Lie?,” Journal of the American Planning Association 68, no. 3 (2002): 279-95.

71 Bent Flyvbjerg and Dirk W. Bester, “How (in)Accuate Is Cost-Benefit Analysis? Data, Explanations, and
Suggestions for Reform,” in Infrastructure Economics and Policy: International Perspectives, ed. José A. Gomez-
Ibéfez and Zhi Liu (Cambridge, MA: Lincoln Institute of Land Policy, 2022), 174-96; Bent Flyvbjerg, Mette K
Skamris Holm, and Sgren L Buhl, “How Common and How Large Are Cost Overruns in Transport Infrastructure
Projects?,” Transport Reviews 23, no. 1 (2003): 71-88.

72 Hall, Great Planning Disasters.
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Cognitive Perspectives

No single explanation account for the error-prone spending. One set of theories focuses on the
cognitive biases innate in human behavior. Because mega infrastructure projects are costly,
durable, and immobile, decisions about what, when, where, and how to build and finance
infrastructures are often made under extreme uncertainty about future costs and benefits. Just like
entrepreneurs, champions of these projects can be over-optimistic about the project’s prospects.”
They tend to believe their projects are unique and dismiss comparable projects that failed as
irrelevant and incomparable.” Even technical cost-benefit analysis, the very instrument that is
meant to curb human hubris by providing “subjective” and “scientific” forecast, can be
systematically biased.”® Furthermore, when problems occur during planning or construction,
project champions have been observed to take even larger risks rather than lowering their
ambitions.”® For these reasons, megaprojects have been dubbed the “Vietnam War of urban

development” — “easy to begin, difficult and expensive to stop.”””

Some believe that planners’ unrealistic optimism can be a good thing, especially in
underdeveloped countries. The development economist Albert Hirschman, in his 1967 classic,
argued that if people knew in advance the real costs and challenges involved in delivering a large

project, nothing would ever get built.”® So it is better not to know, because ignorance helps get big

73 Zur Shapira and Donald J Berndt, “Managing Grand-Scale Construction Projects-A Risk-Taking Perspective,”
Research in Organizational Behavior 19 (1997): 303-60; Daniel Kahneman and Amos Tversky, “Prospect Theory:
An Analysis of Decisions under Risk,” Econometrica 47, no. 2 (1979): 263-92.

74 Shapira and Berndt, “Managing Grand-Scale Construction Projects-A Risk-Taking Perspective.”

7% Flyvbjerg, Holm, and Buhl, “Underestimating Costs in Public Works Projects: Error or Lie?”

76 Shapira and Berndt, “Managing Grand-Scale Construction Projects-A Risk-Taking Perspective.”

77 Chantal C Cantarelli et al., “Lock-in and Its Influence on the Project Performance of Large-Scale Transportation
Infrastructure Projects: Investigating the Way in Which Lock-in Can Emerge and Affect Cost Overruns,”
Environment and Planning B: Planning and Design 37, no. 5 (2010): 792-807.

78 Albert O Hirschman, Development Projects Observed (Brookings Institution Press, 1967).
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projects started, suggested Hirschman. In his view, just like planners underestimate project costs,
they also tend to underestimate our creative capacity to solve problems, and large projects will
“accelerate the rate at which humankind engages successfully in problem-solving.””® Hirschman
calls this the “principle of the hiding hand”, which “beneficially hides difficulties from us.”®
Similarly, the historian John Sawyer identified what he called “creative error” as being
instrumental in building early industrial infrastructure projects such as the Welland Canal between
Lake Erie and Lake Ontario, the Panama Canal, the Middlesex Canal, the Troy and Greenfield
Railroads, and early Ohio roads.®' In these projects, Sawyer found that “the error in estimating

costs was at least offset by a corresponding error in the estimation of demand.”®?

Such sanguine claims have increasingly been challenged, however. Following Kahneman
and Tversky, behavioral scientists find that optimism bias applies to estimates of both costs and
benefits.® That is, people tend to underestimate costs and overestimate benefits. Others challenge
the assumption that planners commit forecasting errors out of inexperience, ignorance, or naiveté.
Rather, the repeated occurrences of such errors suggest that planners deliberately misrepresent (or
lie) about the true costs and benefits to get projects approved and funded.® Therefore, they suggest
that planners should focus their efforts on improving the quality of “front-end” planning and be
held accountable for their initial go/no-go decision, rather than counting on human creativity to

rectify problems down the road.®®

9 Hirschman, 13-14.

8 Hirschman, 13-14.

8 John E Sawyer, “Entrepreneurial Error and Economic Growth,” Explorations in Economic History 4, no. 4 (1952):
199.

82 Sawyer, 200.

8 Kahneman and Tversky, “Prospect Theory: An Analysis of Decisions under Risk.”
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8 Daniel Kahneman, “The Outside View,” in Thinking, Fast and Slow (New York, NY: Farrar, Straus and Giroux,
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But in practice, this has proven to be easier said than done. Good planning decisions relies
on good information, but as de Bruijn and Leijten rightly point out, much information that goes
into planning is in fact “contested.”®® Not only is it difficult to acquire objective and unambiguous
facts, but the normative standards and values that underpin decision making are often subject to
much contestation. For instance, in the policy trade-offs that a megaproject inevitably creates,
should we prioritize economic development or the ecology? The welfare of lagging regions or
leading regions? The wellbeing of current generation or future generations? Climate mitigation or
climate adaptation? These questions underline the fact that mega infrastructure projects are not

only sites of spatial contestation, but also spaces of informational and normative contestation.

Political Perspectives

Seeing infrastructure as a contested space leads us naturally to the second group of theories, which
focuses on the politics behind megaprojects. Compared to smaller-scale infrastructure projects,
megaprojects are more challenging to plan (but fascinating to study) in part because they often
entail significant redistribution of costs and benefits from one group to another across space and
across time. Boston’s Big Dig, with benefits clustered in and around Boston and the fiscal burden

shared with the entire country, is a case in point.

As Altshuler and others make clear in their observation of America’s large-scale urban

renewal projects in the post-WWII era, politics are central to megaproject investment.®” Because

Organizations,” Engineering Project Organization Journal 2, no. 1-2 (2012): 27-35; Terry Williams and Knut
Samset, “Issues in Front-End Decision Making on Projects,” Project Management Journal 41, no. 2 (2010): 38-49.
8 Hans De Bruijn and Martijn Leijten, “Megaprojects and Contested Information,” Transportation Planning and
Technology 30, no. 1 (2007): 49-69.

8 Alan A Altshuler and David E Luberoff, Mega-Projects: The Changing Politics of Urban Public Investment
(Brookings Institution Press, 2003); Marc V. Levine, “The Politics of Partnership: Urban Redevelopment Since
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of the high stakes involved, the struggles over project authorization, planning, and implementation
often draw in powerful actors who ordinarily stay out of lesser political fights.® Thus,
megaprojects provide a uniquely revealing window into the patterns of influence in urban

development politics.

Here, public choice theories offer some enduring insights. In his 1959 classic, Problems of
Majority Voting, Gorden Tullock sought to explain the “perverse excesses” in infrastructure
provision when such public spending decisions were put to a public vote. He predicted that projects
that would benefit a small group of powerful special interests would get built — lavishly so — at the
expense of the general public.®® In 1960, Anthony Downs developed a theory of why democracies
underspend on important public projects. Downs suggests that “perverse deficits” in infrastructure
provision occur when narrow interests block public spending that they see as disadvantageous to

themselves despite the overall social benefits exceeding the costs.®

Taken together, Tullock and Downs suggest that how stakeholders organize themselves
and negotiate the terms of the cost-benefit equation can lead to either perverse excesses or perverse
deficits in public infrastructure provision. In particular, public choice theories put a strong
emphasis on special interests. When special interests are able to push costs onto others, claim
disproportionate benefits, or both, socially undesirable infrastructure projects get built. Conversely,
when special interests succeed in defending their narrow self-interests, socially desirable projects

stall despite the overall benefits outweighing the costs.

1945,” in Unequal Partnerships: The Political Economy of Urban Redevelopment in Postwar America, ed. Gregory
Squires (New Brunswick: Rutgers University Press, 1989).

8 Altshuler and Luberoff, Mega-Projects: The Changing Politics of Urban Public Investment, 4.
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79.

% Anthony Downs, “Why the Government Budget Is Too Small in a Democracy,” World Politics 12, no. 4 (1960):
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Under the public choice framework, perverse excesses are more likely to occur if the
megaproject’s benefits are concentrated but costs are diffuse, if benefits are disproportionately
visible, or if beneficiaries are disproportionately influential.®* A particularly potent contributor to
perverse excesses, which can embrace aspects of all these factors, is rent seeking. If supplies of
capital, labor, or technology see a potential infrastructure project as especially lucrative, they may
make it their business to ensure that the project goes forward — whatever its net benefits to the

community at large.

Much of the public choice discussions, rooted in the American experience, implicitly or
explicitly presupposes that major planning decisions take place in an open democratic environment,
where citizens vote on important public projects. But in the Sri Lankan context, particularly during
the more authoritarian era under Mahinda Rajapaksa, the planning of China-backed infrastructure
can be more appropriately described as “elite choice” rather than “public choice”. Often, planning
decisions were made by a small number of high-level government officials and corporate
executives behind closed doors with little transparency and accountability. No public vote or
referendum was ever held over any of the projects studied in this dissertation. Public consultations
were the exception, not the rule. Laws and regulations governing environmental impact review,

competitive bidding and tendering, and anti-corruption were either weak or inconsistently enforced.

Despite Sri Lanka having a different institutional environment, the basic insight of public
choice theory still applies. If anything, Sri Lanka’s weak institutions make special interests — and

rent-seeking — even more salient in planning public infrastructure projects. For example, Sri

1 John D. Donahue, “Infrastructure’s Narrow Passage: Between Perverse Excess and Perverse Deficit,” in
Infrastructure Economics and Policy: International Perspectives, ed. José A. Gomez-Ibafiez and Zhi Liu
(Cambridge, MA: Lincoln Institute of Land Policy, 2022), 197-210.

2 Donahue, 207.

33



Lankan is among the few countries in the world that do not ban campaign contributions to political
parties from foreign entities.®® This gave rise to the widespread practice of foreign construction
companies attempting to bribe Sri Lankan politicians in the form of campaign donations. After all,
the resources needed to build megaprojects are significantly scarcer in developing countries than
in developed ones, rendering their allocation even more fiercely contested in the Sri Lankan
context. Therefore, the institutional differences between the American experience and the Sri

Lankan reality may be more superficial than they first appear.

My Theoretical Framework

In this dissertation, I draw on insights from public choice theory and theories of Chinese
state capitalism to build a framework to understand why some China-backed megaprojects in Sri
Lanka succeeded in inducing agglomeration, but others failed. | theorize that two key variables
ultimately determine success and failure. The first variable is the degree of power concentration in
the megaproject’s planning process. Key planning decisions can be made by a small and exclusive
group of special interests, or they can be made by a large group with different expertise and
interests. A concentration of power enables a perverse incentive to borrow recklessly, thereby
pushing costs into the future while claiming disproportionate short-term benefits for themselves
(in the form of receiving electoral boosts, for example). A more inclusive and collective planning

process, on the other hand, is less likely to result in rent-seeking and collusion.

The second variable is the time horizon in Chinese state capital. | challenge the

conventional notion that Chinese state capital is necessarily “patent.” As | detail in my empirical

% International Institute for Democracy and Electoral Assistance, “Political Finance Database,” accessed July 18,
2022, https://www.idea.int/data-tools/question-view/527.
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chapters, the time horizons taken by Chinese state capital can be short or long depending on the
project. In instances where Chinese infrastructure engagement was limited to the construction
phase, Chinese actors are incentivized to act in their short-term interests, relying instead on host
country agency and capacity to provide a long-term orientation. But in instances where Chinese
infrastructure engagements span the project’s entire lifecycle of development, investment,
planning, design, construction, and operations, Chinese actors tend to be incentivized to act in the
long-term interests of the project. In this integrated model, equity investment gives Chinese actors
“skin in the game”, and Chinese involvement in operations brings Chinese operational expertise
and network resources to bear, which is critical for the success of these network-dependent

infrastructure (such as ports and airports).

These two variables intersect to produce four possible models of interaction between agents
of Chinese state capital and agents of Sri Lankan planning power, although only three of them

have been observed in real-world cases. | represent them in a two-by-two matrix in Figure 1.5.
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Figure 1.5 Conceptualizing China-backed Megaprojects in Sri Lanka

Time Horizon in Chinese State Capital

Short Long

Power A: Elite Capture

B: Costly Turnaround
Concentration High (Hambantota Port Phase II,
(Hambantota Port after 2017)

in Sri Lankan Mattala Airport)

Megaproject D: Patient Partnership
Low C: None Observed

Planning (Colombo Port City)

In model A — “elite capture” — the incentives are structured in such a perverse way that
both Sri Lankan planners and Chinese actors do well by focusing on quick and easy private gains
at the expense of longer-term public interests. This dynamic is the recipe for planning disasters.

Hambantota Port Phase 1l and Mattala Airport are prime examples.

In model D - “patient partnership” — the polar opposite happens. Both Sri Lankan planners
and Chinese actors take a long-term perspective, preferring to do things right instead of doing
things quick. For this reason, scenario D represents the best outcomes among the four. Colombo

Port City is a case in point.

In my framework, models can be dynamic. Projects may start out in model A then jump to
model B under certain conditions. When projects were built and left vacant, as in the case of
Hambantota Port, Sri Lanka attempted to salvage the project by bringing Chinese investment and
expertise back in for operations and maintenance. As my empirical chapters detail, the belated

Chinese involvement in the latter half of the project’s lifecycle has improved project performance
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and halted losses that stemmed from mismanagement and poor planning in the years prior. | call

this model “costly turnaround.”

Organization of This Dissertation

In Chapter 2, I place China’s present-day interest in overseas infrastructure development
in the longue durée of history. For an initiative that is explicitly framed as the heir to the ancient
Silk Road in which the exchange of cultures was just as important as the exchange of goods, the
Belt and Road also takes on cultural and civilizational meanings. Economic and political factors
alone may not be sufficient to explain the breadth of China’s investments and the durability of its
high-level commitment. Rather, | make the case that China’s contemporary infrastructure
connectivity ambition must be understood in the context of long-standing infrastructural ties with
the outside world sustained by the Confusion moral aspirations and cultural imaginations of
Tianxia, or “All Under Heaven.” The chapter draws on three periods of intense Chinese
infrastructure diplomacy to offer a sense of how Chinese leaders draw on its past to legitimize
ambitions today, while noting significant conceptual reinventions and practical adaptations over
time. | introduce the term *“global infrastructure entrepreneurs” to denote the probing
experimentalism and the creative pragmatism with which this adaptation process has unfolded in

the recent past.

In Chapter 3, the first empirical chapter makes sense of the profound spatial transformation
that had taken place in the Sri Lankan city of Hambantota since the early 2000s. The chapter
contains two detailed case studies — the Hambantota Port project and the Mattala Airport project —
that | believe are too interlinked to be separated into different chapters. It shows how a toxic
combination of power concentration in Sri Lankan elite politics and a short-term oriented Chinese
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state capital can lead to mega infrastructure projects being built at the wrong scale, at the wrong
place, or at the wrong time. | explain the conditions under which “elite captures” of megaproject
planning occurred as well as the incentives that each party operated under. But | also show that
certain crises can discipline recklessness, by forcing parties to adopt long-term oriented
arrangements that ultimately improved project performance. Hambantota Port’s Phase 11 and the
Mattala Airport are examples of the harmful “elite capture” model, while Hambantota Port after

2017 exemplifies what I call a “costly turnaround.”

In Chapter 4, we turn to another large-scale spatial intervention, this time in the country’s
capital of Colombo. Focusing on the case of Colombo Port City, | explain the circumstances under
which agents of Chinese state capital experimented with a new approach to megaproject, one that
would elevate the former construction contractor to a new role as an integrated developer, builder,
and operator. An unexpected turn of events challenged both Chinese and Sri Lankan parties to
experiment new approaches to make the fledging project commercially viable. The Port City thus
became a neoliberal enclave — a city within a city. This case illustrates an accidental “patient

partnership,” which I argue is ultimately beneficial for both sides.

In Chapter 5, | conclude with some reflections as well as implications for theory and

practice.
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Chapter 2. The Making of China’s Global Infrastructure
Entrepreneurs: From Tianxia to Global Markets

“For thousands of years, on this ancient Silk Road, people of all countries have
jointly written a chapter of friendship that has been passed down through the
ages. The history of more than two thousand years of exchanges has proved that
as long as we adhere to unity, mutual trust, equality and mutual benefit, tolerance
and mutual learning, and win-win cooperation, countries of different races,
different beliefs, and different cultural backgrounds can definitely share peace
and common development. This is a valuable revelation left to us by the ancient

Silk Road.”

Chinese president Xi Jinping announcing the “Silk Road Economic Belt” in

Astana, Kazakhstan, in 2013.

When Chinese president Xi Jinping announced the “Silk Road Economic Belt” in Kazakhstan
and the “21% Century Maritime Road” in Indonesia in 2013, few observers foresaw the Belt and
Road Initiative (BRI) becoming the largest global connectivity program the modern world has
ever seen. Perhaps even fewer thought much about his detailed references to the ancient Silk
Roads. After all, politicians often draw on a shared history to advance a vision for the future. It is
easy to dismiss such historical references as mere propaganda. Undoubtedly, the Chinese leader
deploys them strategically. But it would be a mistake to infer that history has no significance in
shaping China’s contemporary political discourse. After all, in a language in which verbs do not

have a past tense, the past is never gone.
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As described in Chapter One, China is advancing an urban vision of planetary
proportions. While some see this as costly imperial hubris, others view it as beneficial to host
countries. In this chapter, | attempt to answer some fundamental questions: What is the source of

this ambition? How has it evolved over time?

Conventional accounts tend to emphasize geoeconomic and geopolitical drivers, such as
China’s growing appetite for natural resources, the need for overseas outlets for China’s
domestic industrial overcapacity, or the desire to gain diplomatic support. While 1 do not dispute
these accounts, | find such realpolitik narratives incomplete. As is well known, the Chinese
civilization is formed through a constant process of amalgamation of diverse cultures and
peoples in a regional “space of flows” over the course of several millennia. The realpolitik
explanations about Chinese ambition tend to capture a present-day snapshot of China. They fail
to account for the weight of history and the momentum of inertia. Nor do such narratives capture
the rich moral ideals and cultural constructs that have animated major Chinese outward-bound
initiatives past and present. Indeed, an initiative that is explicitly framed as the modern heir to
the ancient Silk Roads cannot be fully understood without tracing the long durée of China’s role

in fostering global connectivity.

In this chapter, | introduce the term “global infrastructure entrepreneurship” to denote a
Chinese spirit of risk-taking in building large-scale infrastructure in foreign or otherwise
unfamiliar territories. | highlight three key periods in Chinese history to illustrate three phases of
Chinese global infrastructure entrepreneurship: its classical root in the Han Dynasty (202 BCE-
220 CE), its revolutionary extreme during Mao’s China (1949-1976), and its adaptation to

capitalistic global markets in reform-era China (1979-present).
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In each episode, the initial push for global connectivity came from the top, often driven
as much by the pursuit of some utopian visions as by realist calculus. For instance, the pursuit of

Tianxia (X T, literally “all under heaven”) partly led Han Emperor Wu to extend the state-of-

the-art imperial road networks far into Central Asia, completing the final pieces of the what later
became the ancient Silk Roads. During the Cold War, the quest for anti-imperialist solidarity and
socialist internationalism saw China, despite its own poverty, going extreme lengths to aid other
“third world” countries in Asia and Africa in the form of large-scale infrastructure projects. In
the reform era, faced with a novel environment of competition in global markets, China foreign
aid apparatus was retooled to pursue global infrastructure markets. Like many other sectors in
this reform period, the construction sector adopted strategies of decentralization and

experimentation, which gave rise to an ecosystem of “global infrastructure entrepreneurs”.

As these three episodes illustrate, while Chinese power has ebbed and flowed
significantly in the past two millennia, an interest in connecting itself with a broader realm has
remained a common thread of Chinese civilization. In particular, the classical notion of the
Middle Kingdom, in which China imagines itself being at the center of Tianxia, seems to have
captured the imagination of successive emperors and presidents. After an initial push from the
top, China’s outward connectivity initiatives, with only a few exceptions, survived the fall and
the rise of numerous emperors and dynasties, helping to sustain a remarkably high degree of
exchange with peoples and cultures outside the China proper in most periods of Chinese imperial
and modern history. This chapter shows that the popular assumption of the Chinese civilization
being inward-looking and inward-bound is largely a myth. Viewed in this light, the BRI all but
represents China’s latest attempt to reclaim its historical place as the center of a much-reinvented

Tianxia.
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Tianxia: The Imperial Origins of China’s Global Imagination

Tianxia — literarily “all under heaven” or “the larger world” — is often understood as a system of
governance held together by a regime of values that transcends ethnic and geographical
boundaries.** In this wider realm of Tianxia, all peoples and kingdoms of the world were mapped

on concentric circles of decreasing “Chineseness”, with the Middle Kingdom at the center.

This concept has been central to the Confucian philosophy and has shaped, to varying
degrees, the way successive Chinese regimes have interacted with the rest of the world for over
two millennia.® In 139 BCE, it was the quest for peace and harmony under Tianxia that
prompted Emperor Wu of Han Dynasty to send the diplomat Zhang Qian to open up the strategic

Hexi Corridor (o] F5 £ &R, literally “corridor to the west of the Yellow River”) and bringing
much of the Western Regions (1, in parts of present-day Xinjiang and Central Asia) under

unified Han control. This westward opening has been widely credited by historians for not only
transforming the Han, then a limited regional power, into a cosmopolitan empire, but also for
turning the Hexi Corridor into the most important overland trade corridor linking the China
proper with more distant peoples of the Eurasian continent.®® The transcontinental trade networks

thus formed and protected by the Han Empire (202 BCE — 220 CE) later became popularly

"m
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known as the Silk Road after the German geographer Ferdinand von Richthofen coined the term

die Seidenstrasse in 1877.%

The notion of Tianxia is believed to emerge during the transition from the Shang Dynasty
to the Zhou Dynasty at the beginning of the first millennium BCE as a descriptive term referring
to the territory ruled directly by the Zhou king.*® A limited power that succeeded a much larger
empire, the Zhou ruling elites devised two spatial cosmology concepts to legitimize its control of

the larger entity — the Tianxia worldview, and the notion of Tianming (X 75, or Mandate of

Heaven) — with an elaborate set of rituals.®® To be sure, because territories outside the Shang
proper remained unknown to Shang people, the “globe” was used in a metaphorical sense to refer
to the imagined larger realm, or the Tian. It is believed that Tianxia and Tianming helped put an
end to local struggles for power and helped ensure general peace and unity in the Zhou (1046

BCE - 256 BCE), the longest-lasting dynastic regime in Chinese history.

But Tianxia gained prominence as a major category of Confucian philosophy in the
Warring States period (475 BCE — 221 BCE) when the ailing Zhou Dynasty descended into
multiple warring states. Importantly, this period saw the term start to evolve from a descriptive
term, which referred to a more or less fixed territory ruled by the Zhou, into a normative term,
which prescribed certain benevolent behaviors and values that should ideally transcend state

boundaries.™ For example, in the Confucian classic Zuo Zhuan (Z {%), Tianxia featured

% For an account of the term Silk Road, see Tamara Chin, “The Invention of the Silk Road, 1877,” Critical Inquiry
40, no. 1 (September 2013): 194-219.

%8 Yuri Pines, “Changing Views of ‘Tianxia’ in Pre-Imperial Discourse,” Oriens Extremus 43 (2002): 101-16.

% Wang Mingming, “All under Heaven (Tianxia): Cosmological Perspectives and Political Ontologies in Pre-Modern
China,” HAU: Journal of Ethnographic Theory 2, no. 1 (March 2012): 337-83, https://doi.org/10.14318/hau2.1.015.
100 paniel A. Bell, “Realizing Tianxia: Traditional Values and China’s Foreign Policy,” in Confucianism for the
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prominently and frequently in phrases indicating that a certain type of government behavior
would be either praised or condemned by “all under heaven,” which in the context clearly

suggested the part of the world that shared the values of the old Zhou nobility.™

Tianxia’s connotation of morally correct governance was further elaborated in subsequent

Confucian classics. Li Ji (%L1, or the Book of Rites), for instance, described an ideal Tianxia in

which capable and morally upright persons were identified and promoted, the young, the elderly,
the widowed, the sick, and the handicapped were all cared for by society, the men had good jobs,
and the women were comfortably housed, and everyone worked hard toward public interests
rather than self-interests. In such a world, there were no wars, no crimes, and no exploitation.
This passage from Li Ji has often been interpreted as an imagination of a worldwide public that is
anchored in a universal culture of humanity and morality — in sharp contrast with the ugly reality

of small states competing ruthlessly for territorial advantage.'*

The normative turn of Tianxia during the Warring States period was coupled with a
geographic extension of the term into a universalizing concept. Starting with Li Ji, Tianxia

started to be used in conjunction with the term Datong (X []), which has been translated as

“Great Unity”, “Grand Harmony,” and “Great Community”, suggesting a unification of all states

and peoples that embraced the Middle Kingdom’s civilization. In the Mozi (£2), Tianxia was

further elaborated, appearing more than four hundred times. In chapters “Caring for Each and

All” (38 %) and “Unifying Upward,” (& [2]) the authors of the Mozi envisioned a world defined

by a universal humanity that would transcend the boundaries of the old Zhou realm. This is most

107 Lewis and Hsieh, “Tianxia and the Invention of Empire in East Asia.”
102 pines, “Changing Views of ‘Tianxia’ in Pre-Imperial Discourse.”

44



evident in the text’s discussion of the heroic actions of sage Yu (). When the Mozi praised the

sage for “bringing order to Tianxia” by ending the great flood, it described how his selflessness
and engineering feat benefited the “barbarians” on the fringes of Zhou civilization as much as the
Xia people of the middle states.™ The Mozi’s discussion of this mythology, now well known
among the Chinese people, is often interpreted as a clear sign that the Middle Kingdom saw itself
as being part of a broader, multi-ethnic realm defined as Tianxia.'* Tianxia in this period thus

became commonly defined in contrast to guo ([E), that is, a state.'® These texts suggested that if

states embraced the Middle Kingdom’s civilization, they could become part of Tianxia, despite

their initial differences.

This extension of Tianxia to include peoples beyond the cultural limits of the Zhou realm
may in part reflect the Mozi’s rejection of the traditional emphasis on rituals and the supposed
cultural superiority of the Xia people.’® It may also reflect a distaste for parochial interests and
structures of domination.'” The widening of sympathies and fellow feeling may partly reflect the
increasing contact of subjects of the old Zhou realm with more distant peoples.™® In particular, it
may have been related to the rise of southeastern states of Wu (roughly present-day southern

Jiangsu and the Yangtze River Delta) and Yue (roughly present-day Zhejiang and Fujian) as

103 Note that the notion of “barbarians” in traditional Chinese perception was not a racial but a cultural
concept.

104 See, for instance, Wu Yujiang, Mozi Jiaozhu (Annotations on the Mozi), 160. The Mozi’s views on the
universal range of Tianxia are also discussed in Chen Guying, Zhuangzi Jinzhu (Modern Annotations on the
Zhuangzi), 863.
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military innovators and masters of shipbuilding and navigation technologies in the late Spring

and Autumn Period (770 BCE - 476 BCE) and early Warring States period.*®

Whatever the grounds for the Mozi’s extension of Tianxia to include more distant
peoples, this idea came to dominate philosophical discussions of the question in the late Warring

States period."® Other influential philosophers of this period, including the Mencius (), the
Xunzi (&), and the Han Feizi (853E ), despite belonging to competing schools of thought,

followed the Mozi in identifying Tianxia as a large territorial realm defined by common cultural
ideals that would ideally be governed by a single benevolent ruler. The growing consensus
reached among the intellectual elites in the Warring States period and the early Han era laid the
intellectual and moral basis for the Han Dynasty’s imperial expansion from a regional

monoethnic polity to a large multiethnic empire — something resembling the notion of Tianxia.

Putting Tianxia into Practice: The Rise of the Han Empire and the
Formation of Interregional Trade Networks in Eastern Eurasia
The formation of the ancient Silk Roads was closely tied to the rise of the Han Dynasty (202

BCE - 220 CE) and its transformation into a multiethnic empire. By all accounts, the Han regime
in its first six decades was a modest regional power centered in the Yellow River basin (the
Central Plains). Externally, the Han faced constant threat of attack from the Xiongnu, a rising
tribal confederation of nomadic people who inhibited the Mongolian steppe in the north. Unlike
the Han, the nomads depended on animals for their livelihoods. Insufficient grass, caused by

draught or early frost, or disease among their animals sometimes precipitated crises. To survive

109 | ewis and Hsieh, “Tianxia and the Invention of Empire in East Asia.”
0 |bid.
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in such conditions, the Xiongnu nomads required goods from the Han. They needed grain,
textiles, and manufactured goods. But the Han was a self-sufficient agrarian economy, and it saw
little value in foreign goods. When the Han attempted to limit cross-border trade, its northern
neighbor raided Han border towns to obtain by force what they could not secure peacefully. The
Han could not easily counter such attacks. After such raids, the nomads quickly fled to the
northern steppes on horseback. The Han troops — slow, unfamiliar with the steppe terrain, and
lacking adequate supply lines — often could not pursue the elusive enemy cavalry. Therefore, the
Han Dynasty initially followed the short-lived Qin Dynasty’s (221- 207 BCE) strategy of

building a Great Wall and seeking to keep “barbarians” (manyi, Z5) out.

But by the time Emperor Wu took the reign in 141 BCE, the uneasy peace between the
Han and the Xiongnu had broken down. The exchange of gifts and royal hostages that had
previously sustained peace was not enough to deter more frequent border attacks. The Great
Wall, constructed at great costs, remained porous. Emperor Wu summoned his top officials for
ideas. According to the Han’s court records, maintaining the defensive status quo was the first
option to be eliminated."" A full-on military campaign was also seen as highly risky. Finally,
Emperor Wu settled on a strategy of divide-and-rule, seeking to exploit existing tensions within

the enemy.

True to the intellectual foundations of Tianxia formed in the century prior, Emperor Wu
sought, through his own example of creating an orderly society, to encourage “barbarians” to

“come and be transformed (guihua, I34k).” His “virtuous action was believed to attract

irresistibly the barbarians who were outside the pale of Chinese civilization proper.”'"? His

"1 Ban Gu, Han Shu (Book of the Han), Volume 6.
2 |bid.

47



benevolence, compassion, and generosity would inspire foreign rulers and draw them closer to
the Han. By then, the thinking went, they would naturally accept the superiority of the Han
Dynasty. In 139 BCE, Emperor Wu dispatched envoy Zhang Qian on a historic journey to the
Western Regions, aiming to persuade local steppe leaders to switch their allegiance to the Han.
Zhang Qian’s missions were clearly designed to impress foreign leaders with an ostentatious
display of wealth. As recounted in great detail by the eminent Han historian Sima Qian in the
Records of the Grand Historian, Zhang’s gift-bearing entourages consisted of hundreds of men
and thousands of horses, carrying all kinds of luxuries and riches from around the country.'®
This marks the beginning of a shift from a defensive strategy of keeping “barbarians” out to an
offensive strategy of bringing peoples of diverse cultural and regional backgrounds into the

service of the emperor.

A turning point came when Emperor Wu granted the title “lord” to seventeen steppe
leaders who defected to the Han from 131 to 113 BCE. The Han Chronical recounted the fierce
opposition to this move, with some officials questioning whether “barbarians” were worthy of
Han’s royal titles. Once again, Emperor Wu framed the gaining of deserters as a moral
achievement, calling them “adherents to righteousness,” which implied foreign admiration of
Han morality.”* The incorporation of the steppe people into the Han governing elites was not
superficial. Rather, it was quite substantive. For example, one powerful Xiongnu leader, the
surrendered king of Kunye, was entrusted to govern the strategic bend of the Yellow River,

along with thousands of his followers.""®

113 Sima Qian, Shi Ji (Records of the Grand Historian), Volume 123.
14 Sima Qian, Shi Ji (Records of the Grand Historian), Volume 20.
1% Ban Gu, Han Shu (Book of the Han), Volume 7.
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To the Han, the integration of Xiongnu nomads into its sociopolitical structure opened a
new world. Defected steppe leaders introduced the Han to previously unknown interstate
relationships that had developed between the steppe in the north and the Tarim Basin (in present-
day Xinjiang) in the west. To the Han state during its first six decades, the Tarim Basin had
remained an unknown land, whereas the Xiongnu had extended their dominant position on the
steppe into the area. But the knowledge, expertise, and horsepower brought to the Han court
made it possible for the first time for the Han to navigate in an unfamiliar and challenging terrain
and to seek out alliances with the various oasis states dotted along the Tarim Basin. As the king
of Kunye and his followers shielded the northwestern side of the Ordos steppe for the Han, after
120 BCE Han envoys were able to travel to city-states in the Tarim Basin without being

obstructed by Xiongnu forces. '*®

Meanwhile, the Han extended its infrastructure network into the Hexi corridor to
facilitate an intensive diplomatic blitz into this previously unknown political web. Four new
towns were built along the Hexi Corridor, complete with postal stations, hotels, markets,
irrigation systems, and city walls. A number of smaller postal stops, spaced 15 to 20 kilometers
apart, were built in between towns. As many as 280,000 peasants and prisoners, mostly of Han
ethnicity, were forcibly resettled to populate the four counties.”” From there, they gradually
extended imperial roads to the unknown west, with a goal of connecting major desert oasis states
in the Tarim Basin in a loop shape (see Figure 2.1). Despite the challenging terrain and the harsh
climate, at least some parts of road network were built to the same high standards as those inside

the China proper. They were paved with hardened dirt, allowing even the heaviest horse-drawn

118 Sima Qian, Shi Ji (Records of the Grand Historian), Volume 123.
117 Xiaotong Fei, “The Formation and Development of the Chinese Nation with Multi-Ethnic Groups” (Tanner
Lecture, The Chinese University of Hong Kong, 1988).
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carriages to travel at a speed of around 10 kilometers per hour. At 40-50 meters in width, these

roads were so wide that four horse-drawn carriages could pass at the same time.""®

The extensive transportation network in and beyond the Hexi Corridor allowed large
numbers of Han emissaries to move back and forth from Central Asia without suffering major
losses. It is said that from five to ten diplomatic teams were dispatched each year. Large teams
consisted of hundreds of emissaries and thousands of goods-carrying animals. Even small teams
consisted of about a hundred men and hundreds of animals."® From here, gift-bearing Han
envoys set out to negotiate alliances with Tarim Basin oasis states as part of an overall strategy
of divide and rule. A combination of diplomatic charm offensive and military threats led 35 city
states to submit to the Han Empire, ultimately leading to the establishment of the Protectorate of
the Western Regions (in parts of present-day Xinjiang, Kazakhstan, and Kyrgyzstan) in 60
BCE." Through diplomacy and trade, the Han formed a network of dots and lines in the non-

Han regions of the West, creating the early structures of a unified multi-ethnic empire.

18 Chen Qi et al. [RI&ZE, Chinese History of Transportation Along the Silk Roads #/E 2245 2 55 %18 & (People’s

Transportation Press A R 3238 H Ak 4t, 1996).
1% Sima Qian, Shi Ji (Records of the Grand Historian), Volume 123.
120 Ban Gu, Han Shu (Book of the Han), Volume 8.
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Figure 2.1 llustration of the Han Dynasty’s Expansion in 2" century BCE
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The interregional Silk Roads quickly became part and parcel of the Han Empire’s
tributary system, spurring long-distance tributary trade. While cross-border trade had long
existed in border towns near the Mongolian Plateau in the north and the Tibetan Plateau in the
west, it was of short distances.'? The opening of the Silk Roads linked, for the first time, the Han
capital of Chang’an (in present-day Xi’an) with Rome, capital of the newly established Roman
Empire through Parthian intermediaries. The aforementioned infrastructure improvements
greatly facilitated official tributary trade over long distances. Still, moving goods across the
region’s difficult terrain and harsh climate was costly and risky. Thus, only expensive items such
as silk, tea, gems, gold, spices, fruits were traded in the form of shuttling camel caravans
between trade towns. Typically, tribute-bearing foreign missions were allowed to trade with
Chinese merchants in designated markets in Chang’an for three to five days after an audience

with the emperor.'

To be sure, the Han Empire, as well as the Sui Empire (581-618CE) and the Tang Empire
(617-907 CE) that followed, regulated international trade along the Silk Roads as a means of
cementing its central place in Tianxia. Because foreign tribute-bearing embassies were
invitation-only, the imperial court dictated the frequency and the duration of such visits to
Chang’an as well as the size of each embassy.'* Han officials supervised the foreigners’ trade
with Chinese merchants, allowing only licensed traders to enter the market. They also enforced

the court’s export ban on iron and salt, items which the court considered strategic.?® Historians

122 Fej, “The Formation and Development of the Chinese Nation with Multi-Ethnic Groups.”

123 Rossabi, China among Equals: The Middle Kingdom and Its Neighbors, 10th-14th Centuries.

124 Rossabi.

25 For a description of the sophisticated legal system pioneered by the Han and inherited by the Tang and
Song to control international trade, see Zhao Jing, Tian Sheng Ling and the Legal System in Tang and Song
Dynasties(Chinese Edition) (Shanghai: Shanghai Ancient Books Publishing House, 2020).
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widely believed that the tributary trade relationship disproportionately benefited foreigners
because the gifts bestowed in return were often more valuable than the tributes.’? In this view,
profit was not the primary objective for the Han Empire; rather, maintaining a Han-centered
Tianxia was the paramount consideration. This could be seen, for instance, by the Han’s willing
use of the threat to suspend tributary trade to bring unruly foreigners in line."? This traditional
restraint on international trade was only abandoned much later in the Song Dynasty (960 — 1279
CE), which saw port cities of Guangzhou and Quanzhou emerge as major hubs of maritime

trade.'?®

Nonetheless, growing engagement with the outside world via the Silk Roads strengthened
the Han Empire in profound ways. First, as intended, the opening of the Hexi Corridor facilitated
not only the Han’s outward expansion, but also the inward flow of a growing number of non-Han
peoples. By the first century BCE, the Xiongnu had split into the northern and southern branches.
The construction of new towns and infrastructure attracted the southern Xiongnu people to settle
down inside the Great Wall and to give up nomadic herding for agriculture.’® The non-Han
intermarried with Han, adopted Han surnames, and sent their children to be educated in Han
culture. Indeed, historians often point to this period as the start of China’s large-scale ethnic

assimilation and amalgamation.*°

128 J, K. Fairbank and S. Y. Teng, “On The Ch’ing Tributary System,” Harvard Journal of Asiatic Studies 6, no. 2 (June
1941): 135; Fairbank, The Chinese World Order: Traditional China’s Foreign Relations.

127 Sima Qian, Shi Ji (Records of the Grand Historian), Volume 129.Rossabi, China among Equals: The Middle
Kingdom and Its Neighbors, 10th-14th Centuries.

128 peter Nolan, “The Silk Road by Land and Sea - A Historical Perspective,” Horizons: Journal of International
Relations and Sustainable Development, no. 4 (2015).

2° Fan Ye et al., Hou Han Shu (Book of the Later Han), Volume 25.

3% For instance, a discussion of the commercial tradition of the Hui ethnicity, a variant of Muslims, can be
found in Fei, “The Formation and Development of the Chinese Nation with Multi-Ethnic Groups.”
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Second and perhaps unexpectedly, the Han people started to develop a stronger common
identity only after more contact with non-Han peoples. According to the renowned Chinese
sociologist and anthropologist Fei Xiaotong, the Han people initially did not consciously
recognize themselves as having a shared ethnic identity until foreign peoples started naming
them Han."" The formation of a common Han identity, which has lasted to the present day,

greatly strengthened imperial cohesion and the emperor’s rule.

Third, even in the Tarim Basin oasis kingdoms that did not assimilate as much as did the
southern Xiongnu, the Han emperor’s position became greatly elevated. This was because the
Han court developed a parallel administrative system to govern the newly incorporated non-Han
regions. The Han court employed ethnic minorities as full-time cavalries, as part of a wider push
to professionalize the army.'2 In this dual system, the Son of Heaven became the sole point at
which the bureaucratically-managed Han farmers who paid the taxes and the militarily-managed
non-Han soldiers converged, simultaneously shoring up the legitimacy of the emperor and
extending the empire’s geographic reach.® By incorporating diverse ethnicities and religions
into a “flexible and pluralistic political structure,” this inclusive policy set an example for
subsequent empire builders.™* The durability of such a Tianxia-informed pluralism was evident
by the fact that even ethnic minority emperors, notably the Mongols of the Yuan Empire and the
Manchus of the Qing Empire, could lay legitimate claim to the Mandate of Heaven after they

conquered the Middle Kingdom.

131 Fei.

132 Prior to this, Han armies consisted largely of farmers who only take up arms only when needed. One
notable exception was the Hui people because of their expertise in commerce.

133 Lewis and Hsieh, “Tianxia and the Invention of Empire in East Asia.”

34 Hui Wang, The Politics of Imagining Asia (Harvard University Press, 2011).
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Finally, with regard to even more distant states that lay outside of what John Fairbank
called the “Chinese cultural area”, the opening of the Silk Roads stimulated a long-term,
symbiotic, two-way flow of culture, which played a significant role in sustaining cultural bonds
between the Middle Kingdom and its trading partners.' In the words of Sickman and Soper,
historians of Chinese art and architecture, “[t]he Chinese capital Chang’An was the greatest city
in the world...the streets were filled with the cosmopolitan populace befitting the capital of such
an extensive empire. There were priests from India, officials and merchants from Persia and the
kingdoms of Central Asia, Turks, Arabs and traders from Mesopotamia. [...] There grew up
side-by-side the Buddhist and Taoist temples, Muhammedan mosques, Manichean and Nestorian
churches.”"*¢ While the Middle Kingdom may have believed in its civilizational centrality, it
nonetheless incorporated ideas and cultural practices from elsewhere. Buddhism is a case in

point, not to mention more mundane items like food.

In summary, the rise of the Han Empire put into practice the earlier vision of a single
Tianxia wherein all people, no matter how distance or alien, were brought together under the
imperium. The Silk Roads underpinned the emerging Han-centered web of political, economic,
and cultural relations, which transformed the Han into a multicultural, multiregional empire in
eastern Eurasia. In so doing, the Han Empire set an important historical precedent for subsequent
empire-builders in invoking Tianxia as a normative ideal to justify and legitimize various
outward-looking policies. This is evident by China’s continued (relative) openness during the

Tang (617-907 CE), the Song (960-1279 CE), the Yuan (1279-1368 CE) and even early periods

35 Nolan, “The Silk Road by Land and Sea - A Historical Perspective.”
3¢ _aurence Sickman and Alexander Soper, The Art and Architecture of China (Baltimore: Penguin, 1956).
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of the Ming (1368-1644 CE) dynasties.™ To be sure, one needs to attend to both Tianxia’s use
as well as its abuse in the two millennium of imperial China, as the real-world application of the
term had wavered between a normative claim to universal values on the one hand and an
ideological cover for power politics and parochial agendas on the other.'*® Nonetheless, the term
enables us to examine the worlds that China imagined itself as belonging to. As the next section
shows, even after the collapse of imperial China in 1911, Tianxia has remained relevant to
intellectual and official discourses as China drew from its past to navigate a changing and

unfamiliar world.

Infrastructure Aid Under Mao Zedong: Monuments to Socialist
Internationalism

A continuous quest for Tianxia has resurfaced over and over in waves of Confucianism in the
late imperial era. Most notably, in a striking parallel with the Warring States era, the
disintegration of Qing Dynasty into regional warlordism in 1911 led reformists and
revolutionaries alike to invoke and oftentimes reinvent Tianxia."® Sun Yat-sen, who led the
overthrowing of the Qing dynasty and the formation of the Republican China, famously coined

the phrase Tianxia Weigong (X T A4, literally “the world is held in common™) as an

overarching ideal that encapsulated his “Three Principles of the People’ (Sanmin Zhuyi, or =

37 Some important caveats apply to this claim. For instance, early Ming emperors restricted all foreign trade to
Macau and several islands in the Guangzhou and attempted to monopolize trade.

'38 For a critical reflection of Tianxia, see Ban Wang, ed., Chinese Visions of World Order - Introduction (Duke
University Press, 2017), http://www.jstor.org.ezp-prodl1.hul.harvard.edu/stable/j.ctvl1lcw3gv.

139 Wang Hui, “From Empire to the State: Kang Youwei, Confucian Universalism, and Unity,” in Chinese Visions of
World Order, ed. Ban Wang, Tianxia, Culture, and World Politics (Duke University Press, 2017), 49-64,
http://www.jstor.org.ezp-prod1.hul.harvard.edu/stable/j.ctvllcw3gv.5.
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% X).”™° While embracing the Confucian vision, he updated the term for a modern age: Tianxia

no longer belonged to the imperial aristocracy for the accumulation of private gains, but to a
wider public for the advancement of public interests. Sun, however, stopped short of defining
how wide the “public” (or gong) should be. He wavered between a narrow sense of Han ethno-
nationalism and a slightly more inclusive sense of nationalism for five major ethnic groups, to
the exclusion of 51 other ethnic minorities and the wider world.™ In any case, Sun’s Tianxia

was decidedly nationalist at its core.

The Chinese Communist Party (CCP), on the other hand, while also embracing Tianxia
as a unifying concept, interpreted it in a much broader sense. Unlike Sun, Mao rose to power on
the basis of building the broadest possible coalition (“the united front”) for a class-based struggle
against the perceived injustices and exploitation of capitalists and imperialists. In this sense, both
Tianxia and the communist struggle were works of political imagination. Furthermore, because
its imagined enemy, capitalism and imperialism, were global systems, the communist revolution
was, by definition, internationalist, further echoing Tianxia. In this view, the oppressed
international proletariat, with their shared interests, would transcend national boundaries, cultural
differences, and even political ideologies. Therefore, from its earliest days, the CCP shared a
sense of sympathy and solidarity with the “weak and small nations” and actively supported the

independence movements of the so-called “third world” from their colonial imperialists.

China began to provide foreign aid almost as soon as the People’s Republic was founded.

In 1950, in the face of the Korean War and the Anti-French Resistance War in Vietnam, China

40 Sun Yat-sen, “Three Principles of the People,” 1% National Conference of the Chinese Nationalist Party
(Kuomingtang), in Guangzhou, 1924,
41 Sun’s idea of “harmony between the five major ethnicities” (T f&$£F0, or wuzu gonghe) included the Han, the

Manchus, the Mongols, the Hui Muslims, and the Tibetans, to the exclusion of 51 other ethnic minorities.
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started to provide food and arms to North Korean and Vietnamese forces. This came at a time
when China itself began to receive substantial aid from the Soviet Union in the form of
technology transfers, arms, and industrial equipment. It also coincided with an escalating United
States-led embargo against China. Premier Zhou Enlai, considered by some as the father of
China’s foreign aid, sought to portray Chinese aid as morally superior to those offered by
“western imperialists”. Speaking to Party cadres in December 1949, on the eve of China’s first
aid program, premier Zhou Enlai sharply denounced “so-called aid” — aid that was conditional on

political alignment and not primarily oriented toward the economic needs of the recipient.#

Against this backdrop, China began to see its newfound status as a large but poor country
as conferring it both a moral right and a moral obligation to help other poor countries without an
imperialist agenda. Mao famously proposed his China Contribution Theory: “Because China is a
country with 9.6 million km? of land and 600 million people, China should make greater
contributions to humankind. We have made very few contributions in the past. This makes us
feel ashamed. But we have to remain humble...we must decisively and completely eliminate any

sense of big-country chauvinism.”'#3

The China-Ceylon Rubber-Rice Pact of 1952 illustrated China’s early attention to small
developing countries. In the midst of the Korean War, China faced a severe shortage of rubber
due to the US-led economic embargo on China. At the same time, Sri Lanka’s (then known as
Ceylon) major export item, rubber, was suffering from a worldwide slump while global prices

for its main import item, rice, skyrocketed. Ceylon was unable to make enough foreign exchange

42 Zhou Enlai & & 3k, Selected Works of Zhou Enlai. Volume 1 Z & %% % 2 1 2% (Beijing: People’s Press AR
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to import rice. It was left with a surplus of rubber and a shortage of rice. The British government,
still feeling bitter about Ceylon’s independence in 1948, was unwilling to help. The United
States refused to sell rice to Ceylon at below-market prices. Facing an imminent threat of hunger,
Ceylon negotiated with China to exchange Ceylonese rubber for Chinese rice. It was an
audacious move by both countries. For China, it had no diplomatic relationship with non-
communist countries like Ceylon. For Ceylon, it faced repeated threats from the United States to
cut off aid for engaging with a communist foe. Despite all these, the Rubber-Rice Pact was
signed. It staved off an impending food crisis in Ceylon at a time of global scarcity and saved its

fledging rubber industry from ruin.#

By this time, China had reinvented the classical Tianxia in important ways. First, with the
end of imperial rule, China no longer imagined itself as occupying the center of a hierarchical
world of kingdoms and peoples. Instead, equality between countries — big or small, rich or poor —
became a central tenant in China’s worldview. Of course, for most of Tianxia’s dynastic history,
the Enlightenment-era idea of equality did not exist. Nonetheless, as the Ceylon example
illustrates, China’s attention to small and poor countries would go on to inform its foreign aid
and investment patterns to this day. Second, unlike the tributary trade of the past, China decided
from the very beginning that its aid would be given with no political strings attached, which
became known as the non-interference principle.'* This was largely shaped by its bitter memory

of attempts to secure American aid during the civil war." In the words of Zhou, Chinese aid

44 SP Amarasingam, Rice and Rubber: The Story of China-Ceylon Trade (Ceylon Economic Research Association,
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45 A well-known exception to this is the acceptance of the “One China” principle that the PRC is the sole legitimate
government of China, rather than Taiwan.
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intended to build up the recipient countries’ “capacity for independent development.” In the
minds of Chinese leaders, non-interference was morally superior to the common western practice

of conditioning aid on political alignment or neoliberal reforms.

The universalist aspect of China’s anti-imperialist solidarity is evident in the broadening
of its aid program beyond the initial communist bloc.™” In a major speech upon returning from
the Bandung Conference of newly independent Asian and African countries in 1955, Zhou
explained that China needed to assist a wider array of developing countries because of its own

recognition that political independence depended on economic independence:

China is a country that just recently has been liberated. Our economy is still very
backward; we still haven’t achieved full economic independence ... But we have
understood that economic independence is of major significance for political
independence. Therefore, while we advance the building up of our own
economy, we wish, within the bounds of our possibilities, to contribute our

meagre efforts to help the economic development of other countries.®

Starting in the mid-1950s, China became an increasingly important donor to newly
independent Asian and African countries, even though China was poorer, on a per capital basis,
than many of its aid recipients at the time."*° Indeed, China was so strapped of foreign reserve at

the time that it could not afford to offer foreign aid in the form of direct cash transfer. Instead, it

147 State Council Information Office [E 4 fx 78 /3/A 2, “China’s Foreign Aid White Paper 1 E X 5MEBI A &
" 2018.
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resorted to in-kind aid in the form of undertaking turnkey construction projects in which China
would send teams of workers and engineers to survey, design, equip, and construct roads,
bridges, railways, ports, farms, and factories, with labor and material paid for by the Chinese
government in yuan.' Like the Soviet Union, China did not emphasize intellectual property
rights, and technologies were freely shared with other developing countries through aid

projects.™"

Further echoing the Han Dynasty’s pursuit of Tianxia, China’s foreign aid campaign
became fully institutionalized. The 1950s saw China establishing a sprawling foreign aid
apparatus within the statist bureaucracy. Consistent with China’s centrally planned economic
management system at the time, foreign aid delivery was a decidedly top-down affair. Most
major decisions about aid projects were made at the highest levels, often by Premier Zhou
himself. The top leadership would direct central government ministries to carry out
administrative and planning tasks. The Foreign Economic Administration (the predecessor of
today’s Ministry of Commerce) oversaw negotiation with foreign parties. Functional line
ministries such as the Ministry of Light Industries and Ministry of Railway, together with
provincial and local governments, carried out the actual design, manufacturing, engineering, and
construction work through the sprawling network of state-owned factories they manage
throughout China. Under a centrally planned system, just about every piece of a project would

involve an enormous amount of coordination work. For this reason, each government agency that

5% China International Contractors Association #E 37N & 8 T2 <; Tianjin University School of International
Project Management X% & % E fr T F2 B I8 ¥ e, 40-Year Development of China International Project
Contracting, 1979-2018; #FX75f &K E T #F£4 /7 40 Z£, 1979-2018, 2019.

51 Lisa Rofel, “China’s Tianxia Worldings: Socialist and Post-Socialist Cosmopolitanism,” in Chinese Visions of

World Order, ed. Ban Wang, Tianxia, Culture, and World Politics (Duke University Press, 2017), 212-34,
http://www.jstor.org.ezp-prod1.hul.harvard.edu/stable/j.ctvllcw3gv.12.
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was involved in foreign aid work set up a “foreign aid office” to coordinate work with other

government agencies. 2

In the 1960s and 1970s, China escalated its “checkbook diplomacy” to the extreme
following the Sino-Soviet split. Identifying itself with the third world rather than with what Mao
saw as an increasingly imperialist Soviet Union, Mao ordered China to take over the global baton
in proletariat internationalism.™* The Sino-Soviet split also led to bifurcation among third world
countries, as they increasingly competed with each other for Soviet and Chinese aid. Against this
backdrop, mega infrastructure projects, thanks to their political visibility, became China’s

preferred mechanism to display global leadership vis-a-vis the Soviet Union.

The signature project of this period was the Tanzania-Zambia (Tazara) Railway. The
people in Zambia and Tanzania had long wished to link the landlocked Zambia copper belt with
Tanzania’s port city of Dar es Salaam. To them, a railway would offer an economic lifeline that
would free them from dependence on the white-ruled southern Africa. The chance finally came
when both countries achieved independence in the early 1960s. However, building the 1,850-
kilometer-long railway through East Africa’s rugged mountains and deep valleys presented
immense technical and financial challenges, and western financiers, including the World Bank,
refused to take on the project. Finally, at the request of Zambian and Tanzanian presidents, China
decided that it would finance and construct the railway with a mix of grants and zero-interest

loans, most of which were later forgiven.

52 H, Zhou and H. Xiong, China’s Foreign Aid: 60 Years in Retrospect, Research Series on the Chinese Dream and
China’s Development Path (Springer Singapore, 2017), https://books.google.com/books?id=2dZNDgAAQBAJ.
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Figure 2.2 Image of Chinese and African workers digging a tunnel in the early 1970s as part of

the Tazara Railway.

Author unknown.
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Figure 2.3 Image of Zambian villagers watching workers construct a viaduct in the early 1970s

as part of the Tazara Railway.

Author unknown.

Figure 2.4 The completed Dar es Salaam Railway Station in the 1990s.

L

Author unknown.
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The Tazara railway underscores just how much China’s infrastructure aid in the Mao era
was driven by the fear of losing out to the Soviet Union. China’s decision to undertake the high-
profile Tazara railway project was reportedly driven by the desire to outdo the Soviet-aided
Aswan Dam in Egypt."s* High-ranking officials who cautioned against excessive aid-giving were
labeled as “anti-revolutionary” and were subsequently purged.' By all accounts, the cost of the
Tazara railway was staggering. Construction alone cost an estimated 400 to 500 million in 1966
US dollars, the equivalent of more than 3 billion USD in 2021. Between 1968 and 1976, China
sent more than 50,000 engineers, workers, and managers drawn from 43 entities across China,
and each overseas assignment lasted for two years. The working conditions were so harsh and
the technologies were so poor that by the time the railway was completed in 1976, 69 Chinese
and 157 Tanzanian had lost their lives.® While significant efforts were devoted to preparing
local staff for self-sufficiency after China’s handover, the railway has been dogged by operations
and maintenance issues since its opening.'s” As a result, the railway has continued to rely on

Chinese aid and technical support in the four decades since.

By the late 1970s, with the death of Mao, the political-solidarity-at-all-cost approach put
the financial sustainability of China’s overseas largesse into sharp focus. Despite repeated effort
by Zhou Enlai and other top leaders to crack down on waste in both China and recipient

countries, officials increasingly acknowledged that factories and the bureaucracy had no
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economic incentive to deliver projects on time, on budget, and with good quality.'® Official
statistics showed that during China’s “fourth five-year plan” (1971-1975), foreign aid accounted
for an eye-catching 5.9% of China’s total government expenditure, up from around 1% in the
first and second five-year plans (1953-1962)."% Declassified documents revealed that in 1973
alone, foreign aid expenditure accounted for 7.2% of total government expenditure and more
than 2% of China’s GDP of that year.'®® By 1976, China had provided aid to some 120
countries.™ Foreign aid diverted away so much scarce resource from the domestic economy that
China had to revise down economic growth goals in its fourth five-year plan twice. This came at
a time when China was itself struggling with the profound economic and social devastation
brought by the Cultural Revolution. In percentage terms, the magnitude of Chinese aid in this
five-year period even dwarfed the Marshall Plan. By way of comparison, American aid to
European reconstruction in the five-year period between 1948 and 1952 accounted for about

0.9% of the U.S. annual GDP, and most of it was in the form of low-interest loans. %2

Despite the enormous costs, the PRC’s first international foray in the Mao era produced
lasting legacies that has continued to shape its subsequent international engagements. First, after
experimenting with building turnkey projects in post-war reconstruction projects in North Korea

and Vietnam, construction contracting became China’s dominant form of foreign aid provision

158 Zhou and Xiong, China’s Foreign Aid: 60 Years in Retrospect.
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and international development cooperation. In total, hundreds of thousands of Chinese engineers
and workers were sent abroad to undertake construction work in dozens of countries across
Eastern Europe, Africa, Asia, and Latin America.’®® As the next section will demonstrate,
infrastructure contracting would take on a life of its own in the reform period, all the while

shaping the choices and trajectories of China’s reform and opening-up strategy.

Second, Zhou’s principles of political non-interference and mutual respect have come to
define China’s official lexicon in international development. That the near-ritual repetition of
these principles and constant referencing of early monuments to anti-imperialist solidarity, such
as the Tazara railway, suggest that historical memories are very much ingrained into China’s
collective psyche in international development. As the rest of the dissertation will demonstrate,
China’s stubborn adherence to its unique no-strings-attached approach to development finance
would both facilitate and constrain Chinese firms’ development of infrastructure projects abroad

in the reform era.

Infrastructure Contractors Under Deng Xiaoping: Windows to A New
World

Beginning in the late 1970s, Deng Xiaoping’s market reforms brought a seismic shift to the
foreign aid sector. While continuing to uphold Zhou’s foreign aid principles, Deng shed much of
the ideological straitjacket of the Mao era in his approach to foreign aid. As part of a broader

transition from a centrally planned economy to a market economy, China embarked on a

183 Shu Yun &%, “Rectifying ‘Aid beyond Our Means’: China’s Past Foreign Aid 2 IF 5 B 71 R B9 X SMEB—
—hEIMEEFE
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controlled experiment to gradually expose the statist foreign aid apparatus to international

markets.

From the beginning of the reform era, construction contractors were seen as an important
vehicle to fetch much-needed foreign exchange. Following decades of autarky and isolation from
the West, the lack of foreign exchange had become a significant impediment to acquiring much-
needed foreign technology and equipment. Across China, the foreign aid offices in various line
ministries and sub-national government agencies were virtually the only entities that had any on-
the-ground experiences overseas, thanks to their prior experiences building turnkey infrastructure
projects for developing countries. But even for them, operating in a real market economy
remained a foreign idea. It was one thing to deliver on aid projects with little concern for costs,
but it was quite another to make a profit in a competitive environment. Nonetheless, in addition
to the traditional foreign aid role, they were charged with leading China’s exploration of for-
profit business opportunities overseas. In other words, they needed to “cross the ocean by feeling

the stones”, to paraphrase Deng’s famous metaphor.

Early reform efforts focused on separating would-be market entities from the
government. The foreign aid offices were stripped from the government and were incorporated
as state-owned construction contractors. In 1979, three companies were established with a
mandate to engage in international contracting. The foreign aid offices under the State
Construction Commission, Ministry of Railways, and Ministry of Transportation became the

China State Construction and Engineering Corporation (CSCEC, #* E &%f), China Civil
Engineering Construction Corporation (CCECC, #1[E £ ), and China Road and Bridge

Corporation (CRBC, H1[E#&17), respectively. Later, the foreign aid offices of each provincial
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government were also integrated into newly established firms mandated to engage in foreign

trade.

Reflecting policymakers’ initial caution in venturing into unfamiliar territory after
decades of autarky, only one firm per ministry and per province was authorized to engage in

foreign construction contracting. These “window companies” (chuangkou danwei, & O & 1), as

they were collectively known then, were charged to serve as the conduit for domestic firms to
export equipment, labor, and know-how in overseas contracting in their respective domain of
business.'®* These “window companies” were managed by a relatively small teams of former
government bureaucrats who had “soft skills” in foreign languages and international experiences.
But the “window companies” often lacked the in-house technical capacity to implement the
construction projects, which they had to source from other firms within their sector. Essentially,
they acted as designated brokers and middlemen between China’s industrial suppliers and

foreign markets.®

For the window companies, operating in market or semi-market economies was both eye-
opening and challenging, and they had to adapt. Many “firsts” were recorded in the early 1980s.
In the Iraqi city of Mosul, the newly established China Road and Bridge Corporation became the
first Chinese company of any sector to face open competitive bidding, then a novel concept for
China. In preparation for the Mosul bridge project’s bid documents, CRBC also became the first
Chinese company to be exposed to international standards and norms in project management, as

encapsulated in FIDIC (Fédération Internationale Des Ingénieurs-Conseils, or International

84 Hong Zhang, “Chinese International Contractors in Africa: Structure and Agency,” Johns Hopkins University
China-Africa Research Initiative Working Paper Series, no. 47 (2021): 32.
165 Zhang.
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Federation of Consulting Engineers) contracts.'®® For this project, CRBC adopted strategies of
learning by doing and doing by learning, as it quickly absorbed international best practices in
cost accounting and risk management. Remarkably, as a first timer, CRBC not only won the
bidding against more established French, Indian, and South Korean peers, but it managed to

complete the project on time and on budget, earning a reputation of a reliable contractor.

At the same time, China experimented with several ways to introduce economic
incentives to the window companies. By 1983, China settled on the “contractor responsibility
system”, in which contractors would be allowed to retain unused funds if they managed to
complete the project below budget.'” Under this system, important project-level decisions
around personnel management, financial management, and supply chain management became
the sole responsibility of construction contractors. Effectively, the contractor responsibility

system turned foreign construction projects into for-profit business opportunities.

These reforms had an immediate effects on the ground. As economic considerations took
center stage, ill-afforded mega projects were scaled back. Complex infrastructure projects, whose
operations and management depended on continued Chinese support, quickly fell out of favor.
Instead, smaller and simpler projects such as housing, roads, and bridges became the dominant
building type in this era. In a bid to control cost and increase inefficiency, Chinese contractors

also started to ask aid recipients to cover the local portion of the total cost.s®
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The combination of the special autonomy assigned by the state, the privileged access to
international markets, and the sheer challenge of navigating market competition helped create a
distinct entrepreneurial spirit among the first generation of Chinese infrastructure contractors.
While domestic-oriented state-owned enterprises (SOE) inherited administrative rigidity and
welfare baggage, these outward-facing SOEs were dealt with a freer hand. Their mission to
explore overseas market was open-ended rather target-specific. As a result, they were more
willing to take risks than the average Chinese SOE of the time — so much so that policymakers
had to constantly rein in some of their more freewheeling business practices, such as “excessive”

“and irresponsible” subcontracting.'®

The entrepreneurial story of China Civil Engineering Construction Corporation (CCECC)
is a case in point. Founded in 1979 with two modest loans of RMB 1 million and US$30,000
from the Ministry of Railway and the Ministry of Foreign Economy and Trade, and railway
ministry’s “window company” immediately looked to the Middle East. But China was already
late for the party. By the time China arrived, the massive petrodollar-fueled infrastructure
construction boom of the 1970s was nearing its end. CCECC started out as a subcontractor,
providing labor to carry out less sophisticated and more labor-intensive portions of the
construction work. Its first contract was to supply 400 workers to a Japanese company for a
highway project in Irag. By 1985, CCECC had sent more than 20,000 workers to Iraq alone to

fulfill 41 labor contracts.'”°

The early focus on labor provision characterized all “window companies” in the 1980s.

After all, compared with international competitors, labor was the most obvious comparative

%% Zhou and Xiong, China’s Foreign Aid: 60 Years in Retrospect.
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advantage for Chinese firms. Not only were wages low, but the state-organized labor force was
highly disciplined. While international competitors had to rely on expensive migrant workers,
Chinese workers were largely drawn from the state danwei (or work unit) system and were
expected to return to their work units — to which their lifelong welfare provision was tied — after
their foreign contracts were completed.'* This widespread use of contracted labor significantly
lowered the cost of labor, and by extension, Chinese firms’ bidding price in construction

contracts.

While labor contracting may seem ordinary today, it was a highly controversial strategy
on the part of CCECC and other window companies in the early 1980s. The idea of China
providing cheap labor to fulfill foreign construction contracts touched a nerve among some.
During the first national conference on international infrastructure contracting in 1982, sharp
disagreements among Chinese leaders spilled into the open, as some likened such activities to the
indentured labor of the “old China”."”? Ironically, providing labor for free did not seem to bother
Chinese leaders in the Mao era."” It took Hu Yaobang, then CCP’s General Secretary, to affirm
labor contracting as a legitimate means to explore China’s participation in the international
economy.'* To avoid any negative connotations of capitalistic exploitation, Chinese leaders
nonetheless started to frame China’s overseas infrastructure contracting as “international

economic cooperation,” (guoji jingji hezuo, E FrZ 5555 1) a term meant to imply a more equal

7" Hong Zhang, “Builders from China: From Third-World Solidarity to Globalized State Capitalism,” Made in
China Journal, December 1, 2021.

72 /18 Liu Tan, R348 Chen Jiaxi, and frZ B Chen Yingcheng, X79f%& & % 4 & £ [Foreign Contracting and
Labor Cooperation] (Beijing: A [E X422 B 4 kk#t [China Foreign Economic and Trade Press], 1987).

173 “Free” from the recipient country’s perspective. Workers were still be paid normal wages from their respective
danwei.

74 The Central People’s Government of the People’s Republic of China, “f [E /= % K0 (1982 £F)
[Chronicle of the Communist Party of China (1982)],” People’s Daily, September 4, 2007,
http://www.gov.cn/test/2007-09/04/content_736419.htm.

72



exchange of resources. It is clear that CCECC and other window companies, when facing
uncertainty of the early reform era, were willing to take political risks to pursue commercial

interests.

As the rest of the dissertation will make clear, such tensions between political and
commercial interests would only sharpen in the ensuing decades, and they would increasingly
animate the policy discourse in China’s overseas infrastructure engagements. An enduring legacy
of the Deng era, therefore, is the conceptual hybridity and legal ambiguity of state-owned
enterprises, whose roles as both an extension of the state apparatus and a champion of neoliberal
reforms have greatly puzzled scholars.”” But rather than trying to understand what I call
“infrastructure entrepreneurs” by referencing some established western concepts, I suggest that
we appreciate them by way of the paradoxes and contradictions that are inherent in China’s state

capitalist political economy in the transition era.

Infrastructure Contracting Under Jiang Zemin: Grooming State-Owned
National Champions for Global Competition

While labor contracting allowed Chinese construction contractors to establish a foothold in
several foreign markets in the 1980s, policymakers recognized at the outset that “window
companies” were only a temporary arrangement. This is because exporting construction labor to
undertake basic civil engineering work was low in value-add. As early as 1982, Chinese leaders

urged “window companies” to “bring out our equipment and materials by all means”."”¢ But the

75 See, for example, Ong, Aihwa. 2006. Neoliberalism as Exception: Mutations in Citizenship and Sovereignty;
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fact that these “window companies” lacked in-house technical and managerial expertise limited
their ability to take on more sophisticated contracts beyond supplying labor. Moreover, because
they had to source materials, equipment, and expertise from other Chinese companies, their

contractual relationships were often complicated and prone to disputes.'””

Against this backdrop, under Jiang Zemin, China’s third paramount leader from 1989 to
2002, the state began a series of industrial policies to help raise the infant industry. The
overarching strategy was “industrialization, conglomeration, and internationalization”, aiming to
transform shallow brokers into hefty industrial firms.'”® The strategy would upgrade the industry
from being labor-intensive subcontractors to being technology- and management-intensive
general contractors. Becoming general contractors would allow Chinese firms to make important
procurement decisions and serve as a vehicle for exporting China’s industrial equipment.’” But
to do so, they needed to build up the capacity and knowhow in engineering, procurement, and

design. In other words, the broker-like “window companies” needed to industrialize.

To this end, the state engineered a massive wave of mergers and acquisitions between
window companies and state-affiliated industrial entities. The evolution of China State
Construction Engineering Corporation (CSCEC, also known as China State Construction), which
emerged as China’s largest construction company during this period, is particularly illustrative.

Established in 1979 as one of the four “window companies”, CSCEC was merged into a larger
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construction group in 1982. The resulting company retained the CECEC name and became
integrated in its domestic and international businesses. This larger group was itself the product of
corporatization and mergers of the state construction bureaucracy: six engineering divisions that
formerly undertook construction in different regions across China were incorporated, as were
three design institutes, a survey institute, a construction material import-export company, and a
manufacturing company. In 1983, two engineering divisions were added by absorbing the
construction corps of the People’s Liberation Army, following the latter’s demobilization. In
1999, six more companies became CSCEC’s subsidiaries, following their separation from the
Ministry of Construction. By 2021, CSCEC is the parent company of at least 40 direct

subsidiaries, including some well-known real estate developers such as China Overseas.

Similar consolidation happened in the cluster of companies formerly affiliated with the
Ministries of Railway, Transportation, Water Resources and Electric Power. To be sure, small-
scale consolidation started in the 1980s on a trial basis, but the prospect of China joining the
World Trade Organization (WTO) in 2001 greatly accelerated this process in the 1990s. By the
early 2000s, China had created a national champion in almost every major infrastructure sector.
Each national champion operated with a pyramid-like structure. The newly established parent
company in Beijing would manage dozens of direct subsidiaries, which would in turn manage
their local subsidiaries spread across the country. The table below summarizes major

consolidations of this period.
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Figure 2.5 List of Major State-Led Mergers in China’s Construction Sectors

International Contractor

Former Affiliation

New Parent Company

Other Initial Constituents

China National Complete
Plant Export Corporation
(COMPLANT, est. 1959)

China State Construction
Engineering Corporation
(CSCEC, est. 1979)

China Civil Engineering
Construction Corporation
(CCECC, est. 1979)

China Road and Bridge
Engineering Company
(CRBE, est. 1979)

China Harbor

Engineering Company
(CHEC, est. 1980)

SinoHydro (est. 1989)

Ministry of Foreign
Economic Relations
and Trade

State Construction
Commission (SCC)

Ministry of Railway
(MoR)

Ministry of
Transportation (MoT)

Ministry of Water
Resources and Electric
Power (MoWREP)

State Development and
Investment Corporation (est.
1995)

China State Construction
Engineering Corporation
(est. 1982)

China Railway Construction
Corporation (CRCC, est.
2003)

China Communications
Construction Corporation
(CCCC, est. 2005)

Power Construction
Corporation of China
(POWERCHINA, est. 2011)

Source: compiled from company websites

76

Eight wholly owned
sectoral subsidiaries, six
partially-owned sectoral
subsidies

Eight engineering
divisions, three design
institutes and one survey
institute formerly under the
SCC

Ten railway troops of the
People’s Liberation Army,
four survey and design
institutes formerly under
MoR.

Nine engineering divisions
and eight survey and
design institutes formerly
under the MoT

17 engineering divisions
and eight survey and
design institutes formerly
under MoWREP, as well
as HydroChina.



The “industrialization by conglomeration” strategy helped turbocharge little-known
companies to the top of the international league at an astonishing speed. Again, take CSCEC as
an example. In 1984, only two years after its merger, CSCEC became the first Chinese company
to make it to the Engineering News-Record (ENR) list of top 250 international contractors — by
placing 21%. Other national champions saw a similar growth trajectory in the 1990s and early

2000s.

Beside industrialization and conglomeration, China’s domestic infrastructure construction
industry was also pushed to internationalize as part of a broader wave of economic liberalization
in the 1990s. Authorities started to grant more licenses for international construction contracting,
but the state carefully controlled the number of new entrants — thus the level of competition — in
the sector.'® Leading industrial firms were encouraged to directly engage in international
construction contracting — without needing to go through the “window companies”. State-
affiliated engineering design institutes with the top qualifications were also pushed to
commercialize and compete internationally for engineering, procurement, and construction
(EPC) contracts. To prepare them for such undertakings, they were given privileged access to
state-funded construction projects at home as well as financial support from state-owned banks.
However, smaller firms affiliated with lower-level governments (prefecture and county levels),

as well as non-state-owned firms, were kept out of the international business.™" Still, the number
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of firms with permission to engage in international construction grew steadily from 91 in 1990 to

1,400 by 2001.¢

Thanks to these efforts, the 1990s saw EPC becoming the dominant form of China’s
international construction contracting. This represented a significant improvement for China’s
position in the infrastructure value chain because Chinese firms were now engaged in the more
lucrative steps of survey, design, planning, procurement, project management, and after-sale
services. As envisioned by policymakers, EPC contracts indeed became an important means to
export China’s industrial machinery. Signature EPC projects of the 1990s included a railway
modernization project in Nigeria by CCECC, a copper mining and refining project in Pakistan by

Metallurgical Corporation of China, and an oil extraction project in Kuwait by PetroChina.

In the lead-up to China’s accession to the WTO in 2001, China further elevated the
international construction contracting sector to a pillar of President Jiang Zemin’s signature
“Going Out” strategy — widely seen as a predecessor to the BRI. Chinese leaders reportedly
evaluated how Chinese industries would withstand international competition after China joins
the WTO, and they concluded that the leading construction contractors would be designated as

“dragon head companies” (longtou giye % 3k4& M) worthy of further policy support. In 2000,
the State Council issued a landmark policy directive, which is worth quoting at length:
...international contracting has gone beyond the realm of simple construction and

has become an integrated platform for trade in goods, technology, and

services...all regions and all government organs must fully recognize the
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importance of developing international contracting from a big-picture
perspective...developing international contracting will help promote our exports
and accelerate our transition from merely a trading nation toward a trading
superpower. It will also help us utilize both domestic and international resources
and markets, transferring surplus engineering capacity abroad, and help our
enterprises go out and integrate into economic globalization, cultivate our own
multinational corporations, enhance our international competitiveness, improve our
political and economic relations with foreign countries, especially relations with

developing countries.®

This 2000 policy signaled a new phase of development in China’s infrastructure
contractors under President Jiang Zemin — one defined by their deepening structural
embeddedness in China’s vast industrial ecosystem. The vertical integration across the supply
chain of surveying, design, engineering, procurement, manufacturing, and construction set these
national champions apart from their international competitors. This contrasts with some of the
other leading international contractors, including ACS Group in Spain, Hochtief
Aktiengesellschaft of Germany, and Vinci from France, which tended to specialize in specific
construction and engineering services. Vertical integration allowed Chinese contractors to reap

vast cost savings and efficiency gains.

Moreover, the breakdown of administrative barriers between firms that were only

allowed to engage in domestic versus international infrastructure markets allowed Chinese
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contractors to take advantage of massive synergy and economies of scale. It is worth noting that
in the early reform period, China was awash with under-utilized industrial assets from decades of
investments in heavy industries from the Mao era.®® As China shifted its development strategy
from economic self-sufficiency to export-led growth, the state was in a position to mobilize some
of the under-utilized assets to export China’s excess industrial capacity. The integration of
domestic-oriented firms and international-oriented firms made it much easier for a factory to

supply both the domestic and international markets simultaneously.

The supply chain integrations in this era also carried lasting political consequences. As
mentioned earlier, the pyramid-like conglomerates consist of numerous local subsidiaries across
China. By the early 2000s, not only had they become important employers in their localities, but
in many places, they had also become a critical part of the municipal tax base. Simply put, they
had been systematically and spatially embedded in China’s political economy. As such, they
represent a powerful vested interest group not dissimilar to the military-industrial complex in the
United States, where defense industry contractors are so widely distributed among congressional
districts that they often sway congressional defense budgets. As the next section will
demonstrate, China’s construction-industrial complex would emerge as a major driver of China’s

overseas infrastructure construction spree in the early 21% century.

The Rise of the EPC+F Model: Turbocharging EPC with Finance

Finance had long been a bottleneck in China’s ambition to become an international infrastructure

powerhouse. Traditionally, foreign aid was the main vehicle to export Chinese labor, equipment,

185 Barry Naughton, “The Transformation of the State Sector: SASAC, the Market Economy, and the New National
Champions,” State Capitalism, Institutional Adaptation, and the Chinese Miracle, 2015, 46—71.
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and material. But after foreign aid was substantially scaled back in the late 1970s, there was
increasingly fierce competition among Chinese window companies for the limited amount of
Chinese aid. At the same time, infrastructure projects around the world have grown in size and
complexity over time, making it even more difficult for poorer countries to fund them with their
often-meager government budgets. Financing options were limited, because private investors
tended to perceive infrastructure projects in poorer countries as risky. The financing hurdle was
especially acute after the Asian Financial Crisis of 1997 and the Global Financial Crisis of

2008."%¢

At the same time, Chinese banks lacked sophistication to support Chinese overseas
commerce in general, let alone underwriting complex infrastructure projects. Until 1994, Bank of
China was the only bank authorized by the state to conduct foreign exchange-related banking.
But Bank of China’s services were better characterized as command economy-style quota
allocation as opposed to market-based modern banking. This left Chinese contractors at a
disadvantage when competing for larger EPC contracts with peers from developed countries,
which could tap into a variety of financing sources, including export credit agencies (ECA),
multilateral development banks, and commercial banks for concessional loans, loan guarantees,

export credits, credit insurance and equity investments.

To make Chinese firms more competitive globally and to increase financing for
development more broadly, China created three key financial institutions in the 1990s and early
2000s: China Development Bank (CDB), the Export-Import Bank of China (China Exim Bank),

and China Export & Credit Insurance Corporation (Sinosure). CDB would complement

186 World Bank, “Global Financial Development Report 2015/2016: Long-Term Finance” (Washington D.C, 2015).
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commercial banks in providing long-term loans on commercial terms. China Exim Bank was
explicitly modeled after the Japan Export-Import Bank and was the designated provider of
concessional loans to overseas projects. Sinosure would be China’s dedicated political risk

insurance provider for overseas projects.

These “policy-oriented financial institutions” (zhengcexing jinrong jigou, BUR 4 4 5l
#4), as they are known in China, differ from state-owned commercial banks in important ways.

First, whereas commercial banks primarily pursue commercial interests, policy banks were
created to advance broader economic development goals. Second, whereas commercial banks are
capitalized primarily by deposits from individuals and businesses, policy banks are capitalized
primarily by issuing sovereign-backed bonds, a cheaper source of capital than deposits. They
also receive periodic capital injection from China’s large foreign reserves. Their ability to raise
low-cost capital has allowed them to lend at longer, more generous terms.'® For these reasons,
state-backed financial institutions are said to represent a form of “patient capital”, offering long-

term, risk-tolerant loans that look beyond quarterly profits. e

Perhaps the most significant financial tool that emerged from this process was the
preferential export buyers’ credit (PEBC). PEBC is a government-backed, long-term, low-
interest loan underwritten by China Exim Bank to would-be foreign buyers of Chinese
infrastructure construction. PEBCs helped drive China’s phenomenal rise as the world’s largest
infrastructure financier in the first two decades of the 21% century. The financial instrument has

financed, in whole or in part, many megaprojects such as the Hambantota Port in Sri Lanka.

87 Muyang Chen, “State Actors, Market Games: Credit Guarantees and the Funding of China Development Bank,”
New Political Economy 25, no. 3 (April 15, 2020): 453-68, https://doi.org/10.1080/13563467.2019.1613353.
188 Kaplan, Globalizing Patient Capital: The Political Economy of Chinese Finance in the Americas.
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To understand why PEBC has become such a popular tool, one must appreciate its
generous terms. For poorer countries that desire large infrastructure projects but lack the
financial resources, PEBC’s below-market interest rates (around 5% in the early 2000s, around
2% in the 2010s), long maturity (15-20 years), long grace period (5-7 years) are well-suited for
infrastructure projects that commercial banks and private investors often shun. In contrast, if
poorer countries were to turn to the global capital market, they would likely face interest rates at
least several times higher than those in developed countries, a short maturity, and no grace
period.'®® Notably, while export credit agencies in developed countries and multilateral
development banks have long provided poorer countries with export credit and concessional
finance respectively, they have mostly focused on “soft infrastructure” such as health, education,
and governance and have largely neglected hard infrastructure.’° Clearly, developing countries
lack options when it comes to financing infrastructure from external sources, and PEBCs have

helped fill that void.

For Chinese infrastructure contractors, the introduction of PEBCs greatly facilitated
efforts to “bring finance into contracting” (dai zi cheng bao). Before PEBCs, some Chinese
contractors had to start construction work without knowing when the project owner could raise
sufficient funds to pay them. As Figure 2.7 illustrates, PEBCs mitigate both credit risks and
currency exchange risks by ensuring that Chinese contractors get paid directly by China Exim
Bank in yuan, rather than by the project owner in foreign currency. In this arrangement, debt

obligations would be borne by the borrower/project owner, which in turn must be backed by the

8 World Bank, “Global Financial Development Report 2015/2016: Long-Term Finance”; United Nations, Inter-
agency Task Force on Financing for Development, “Financing for Sustainable Development Report 2022: Bridging
the Finance Divide” (New York: United Nations, 2022).

190 |sabella Massa, “Briefing Paper: Export Finance Activities by the Chinese Government” (European Parliament,
September 2011).
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full faith and credit of the host country government. Thus, PEBCs obviates the need for Chinese
contractors to take on any debt during the construction phase, freeing up precious balance sheets
so that contractors could take on multiple large projects. The inter-governmental nature of these
loans, as well as Sinosure’s involvement as an insurance provider also afford Chinese contractors
and China Exim Bank additional protection against disputes and defaults. For these reasons,
PEBC can be seen as a type of industry policy in which the Chinese state subsidizes the
globalization of Chinese infrastructure contractors by providing low-cost capital and by shifting

some risks from infrastructure contractors to financial institutions.
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Figure 2.7 Typical Structure of a Preferential Export Buyers’ Credit
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But the popularity of PEBCs also heightened risks of moral hazard. Although the
borrower of PEBCs is technically the government of the host country, it is the Chinese
construction contractors eyeing the contract that often drive the borrowing process. In theory,
host countries should identify what projects to pursue and conduct feasibility studies, but they
sometimes lack the capacity to do this. Moreover, because PEBCs typically require at least 50%
of the loan value to be spent on Chinese goods and services, host countries often find it
convenient to let Chinese firms seek out projects. The tacit understanding is that whichever
Chinese firm secures the loan from China Exim Bank will get the EPC contract for that particular
project. For the host country government, this tactic has an added benefit of fostering

competition among Chinese firms, which helps drive down costs.

Thus, in practice, Chinese contractors are the ones that identify and initiate the project.
As Figure 2.8 illustrates, they are also responsible for evaluating the proposed project’s
technical and financial feasibility as well as the impact on the environment. Ideally, these
assessments should be performed by impartial third parties. But in reality, the work is often
performed in-house, by the subordinate design institutes within the conglomerate. To the
contractors, being able to produce feasibility studies by affiliated design institutes was seen as a
key advantage of being vertically integrated. In their view, not only is inhouse work more
convenient and efficient than contracting outside vendors, but it also tends to render favorable

opinions of the proposed project.
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Figure 2.8 Process Diagram of Preferential Export Buyers’ Credit
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Interviews with industry insiders corroborate this. For instance, several employees of a
design institute affiliated with a major infrastructure contractor said their bonuses were tied to
helping the parent company win more contracts. To this end, they were often pressured to inflate
traffic forecasts so that projects would “look good” to China Exim Bank.'*" Since the driver of
this process stands to benefit from the project going through, and that it gets paid by completing
construction work on time and on budget (rather than the future performance of the project), it is
not difficult to see how such perverse incentives can lead to moral hazard. In chapter three, 1 will
explain in greater detail the conditions under which moral hazard is likely to occur under this

arrangement.

Conclusion

In this chapter, I highlight the centrality of state-led infrastructure connectivity with the outside
world in Chinese history and civilization. | trace the origins of China’s global connectivity
ambition to the Confucian imaginations of Tianxia, which has shaped how subsequent Chinese
rulers perceived the Middle Kingdom’s position vis-a-vis the outside world. Infrastructure
connectivity first became the material embodiment of such moral ideals in the Han Dynasty, when
emperor Wu opened up interregional trade networks in Eastern Eurasia. For much of dynastic
China, infrastructure connectivity with the outside world was maintained to underpin the

burgeoning tributary trade network and a two-way flow of culture.

Infrastructure connectivity was again emphasized during the Mao era, serving as

monuments to socialist internationalism, itself a modern incarnation of Tianxia. The statist

91 Interviews in Shenzhen on July 25, 2021.
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infrastructure aid to the “third world” had a strong ideological focus, and it was made beyond
China’s economic means. But overseas infrastructure construction was China’s conduit to the
outside world during a period of autarky, and it laid the groundwork for future infrastructure

engagements in smaller and poorer countries for decades to come.

In the reform era, infrastructure connectivity became a crucial window to a new,
neoliberalizing world. The introduction of market incentives in the construction sector led to the
rise of what I call “global infrastructure entrepreneurs.” They started to experiment with ways to
open new markets, first with labor contracting, then with EPC contracting. The marriage of EPC
contracting with debt financing was a game-changing development in the globalization of Chinese
state-owned capital, as it allowed Chinese infrastructure entrepreneurs to undertake more mega
infrastructure projects in poorer countries. But as the next chapter will show, the EPC+F model
also produces perverse incentives that, when combined with concentrated planning power in host
countries, may lead to infrastructure of the wrong scale being built at the wrong time at the wrong

place.
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Chapter 3. Unchecked Ambitions: The Transformation of
Hambantota

This port is where Sri Lanka’s hope begins.

Sri Lankan President Mahinda Rajapaksa, August 15, 2010.%2

In retrospect, the Mattala Airport should not have been built.

a Chinese executive who was involved in the airport’s construction, in 2022."%

We have been kidnaped by [state-owned construction companies]. They take the money and

walk away; we are stuck with the risks.

An executive at China Development Bank, in 2021

On a hot August day in 2010, hundreds of thousands of Sri Lankan flocked to the southern coastal
town of Hambantota, about 240 kilometers southeast of Colombo, to watch a giant man-made
harbor basin being filled with seawater. Roads leading to the harbor were so packed with traffic
that some people chose to leave their vehicles and walked several kilometers. At the seawater

filling ceremony, a triumphant Sri Lankan president Mahinda Rajapaksa proudly declared that the

92 As quoted in Jirong Yuan, “SXITITIEH TR E ~ RA9FEE (Hambantota Port: Carrying the Hope of Sri
Lanka),” A £ H7#& (People’s Daily), November 14, 2016, http://world.people.com.cn/n1/2016/1114/c1002-

28856972.html.
193 Interview with an executive at CHEC Sri Lanka in Colombo, April 25, 2022.
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Hambantota Port, largely financed by China Export Import Bank, would become the land of hope

for the war-torn country.

To many Hambantota residents in 2010, there was indeed a great deal of transformation to
be hopeful of. The 1.4-billion-dollar port, then the single largest greenfield infrastructure project
in Sri Lanka’s history, was an integral part of President Rajapaksa’s ambition to transform his
home district from a poor fishing town of around 30,000 urban residents to the country’s second
largest city. A few kilometers north of the port, construction sites were everywhere in the new city
center. An 850-bed hospital partly funded by the Dutch government. A state-of-the-art
conventional center funded by the South Korean government. A 35,000-seat cricket stadium
financed by China. Further north, a China Exim Bank-financed 310-million-dollar international
airport was taking shape. Linking these megaprojects with each other, and with the provincial
capital Galle, would be a 96-kilometer highway extension that would cost $1.7 billion, also
financed by China Exim Bank. Nowhere else in Sri Lanka would be transformed as profoundly as

Hambantota.

But by 2015, the tide of public opinion had swiftly turned against Mahinda Rajapaksa and
his signature megaproject-led development program. Since their completion, these megaprojects
have sat largely underused, and the agglomeration effects that would have made the costly public
expenditures worthwhile were nowhere to be seen. The Hambantota Port struggled to attract
enough cargo ships to cover its interest payments. The cricket stadium hosted only four games
during the five-year period since its opening. The international airport became known as the
“world’s emptiest airport” for its poor location. In the 2015 presidential elections, opposition
candidates seized on the what they saw as “white elephant projects” to accuse Rajapaksa of

corruption and cronyism, successfully ejecting him from power. Ironically, the very megaprojects
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that were closely associated with Rajapaksa’s inexorable rise ultimately contributed to his — and

his family dynasty’s — dramatic fall from grace in 2022.

In this chapter, | narrate the complex interplay between agents of Chinese state capital and
Sri Lankan elite politics in reshaping the Hambantota District in the first two decades of the 21%
century. Specifically, | trace the planning and development processes behind the Hambantota Port
and the Mattala Airport to build a more general narrative of the role of Chinese state capital in Sri
Lanka’s megaproject planning. This chapter will shed new light on the following questions: Why
did the Sri Lankan government undertake such an ambitious regional development program in this
period? Why did public investments of such magnitude, involving extraordinary risks, become
feasible under Rajapaksa’s rule? What role did Chinese state-owned construction contractors,
banks, and government agencies play in Hambantota’s development? And finally, what do the two
megaprojects say about the nature of Chinese state capital in this era as well as the nature of Sri

Lankan megaproject planning under President Rajapaksa?

Hambantota: A Troubled Past

The British writer Leonard Woolf, who was posted to Hambantota as an assistant
Government Agent in the Ceylon Civil Servant from 1908 to 1911, drew attention to rural
Hambantota in his influential 1913 novel, The Village in the Jungle. In it, Woolf described ordinary
Hambantotans’ struggles against poverty, diseases, superstition, and unsympathetic British

colonial rulers.

Indeed, Hambantota has long had a reputation for being rural and poor. According to the

2001 census — the census year prior to Rajapaksa rose to power in 2004 — of the 526,414 people
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living in the Hambantota District, only 4.1% (or 21,571 people) was classified as urban, well below
the national urbanization rate of 14.6% in 2001."* The 2002 Household Income and Expenditure
Survey reveals that 32% of households in the Hambantota District lived below the national poverty

line — one of the highest in the country.®

This section demonstrates that President Rajapaksa’s ambitious development program for
Hambantota can be best understood in the context of Sri Lanka’s worsening regional inequality.
Historically, Sri Lanka’s economy was dominated by the production of primary goods such as tea,
rubber, and coconut. Their production exploited the country’s rich natural geography centered on
the well-watered and mist-laden central hill country where British rulers had built an extensive
system of plantations of coffee, tea, and rubber. These plantations bought relative prosperity to the
country, although at the cost of nearly eliminating the most distinctive flora and fauna of an
ecosystem frequently called paradise by medieval explorers, including Ibn Batuta, Faxian, and

Marco Polo.™®

Since the late 1970s, Sri Lanka saw a structural transformation from an agrarian economy
to a manufacturing-led economy. Before the country began an export-oriented liberalization
strategy in 1977, manufacturing accounted for merely 6% of exports. By 2005, it shot up to 60%.
Yet this new economic geography worsened regional inequality. Firms, not farms, started to lead
Sri Lanka’s connectivity with the rest of the world. Entrepreneurs from around the world set up

garment factories in the suburbs of Colombo, taking advantage of the proximity to the country’s

194 Sri Lanka Department of Census and Statistics, “Census of Population and Housing 2001,” 2001.

9 Sri Lanka Department of Census and Statistics and World Bank Group, “The Spatial Distribution of Poverty in
Sri Lanka,” August 2015, http://www.statistics.gov.lk/Resource/en/Poverty/SpatialDistributionPovertySriLanka-
2012-13.pdf.

19 Marco Polo wrote of his visit in 1292: “I want you to understand that the island of Ceylon is, for its size, the
finest island in the world, and from its streams come rubies, sapphires, topazes, amethyst and garnet.” As quoted by
Peter Bancroft in Gem and Crystal Treasures (1984).
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only international port and to other suppliers and service providers. The resulting changes in land
use are striking. As farmland and forests in and around Colombo were converted into clusters of
industrial zones, the Western Province (which includes Colombo) cemented its place as Sri
Lanka’s manufacturing powerhouse, employing 60% of the country’s 400,000 textile and garment
workers. With 28% of national population, the Western Province contributed 50% to GDP in 2008.
Its share of national industry value-added rose from 63% in 1983 to 80% in 2007 (See Figure

3.1).197

Figure 3.1. Sri Lanka’s Growing Spatial Imbalance in Industrial Value Added, 1983-2007
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Source: Annual Census of Industry, various years, from Sri Lanka Department of Census and Statistics.

197 Sri Lanka Department of Census and Statistics, “Annual Census of Industry,” 2007.
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While Colombo and its neighboring districts prospered, faraway districts such as
Hambantota fell behind. As Colombo-based factories increasingly benefited from agglomeration
economies, the wage gap between leading and lagging regions widened. By 2007, the average
wage in the Western Province rose to Rs. 200,000 per year, while that in the Southern Province
fell to Rs.87,000.%¢ Not surprisingly, the pull of better economic opportunities in and around
Colombo prompted many, especially the young and the educated, to move.'*® Census data reveal
that as much as one-quarter of Western Province residents had migrated from other parts of the
country.2® Notably, Hambantota District has been a major source of migrants to the Western

Province since the 1980s.2"

The diverging fortunes of Sri Lanka’s cities can be best gleaned from long-run urban
population trends. Figure 3.2 shows that while Colombo has always been the primate city, its
growth accelerated since 1971. In the periods of 1971-1981 and 1981-2001, the Colombo
metropolitan area out-grew the national urbanization rate by 12% and 26% respectively. While the
2011 numbers seem to suggest that Colombo metropolitan area grew slower than the national
average, the figure in fact reflects an exogenous shock: the government’s large-scale resettlement
program of people displaced by the civil war and the 2004 tsunami to small cities in the country’s
north, east, and south. In contrast to Colombo’s population boom, Hambantota lost almost half of

its urban population during the 1981-2001 period —a dramatic reversal compared to earlier decades.

98 Sri Lanka Department of Census and Statistics.

%% Data from Sri Lanka Consumer Finances and Socio-economic Survey in 2003 shows that 87% of respondents
reported better job opportunities as the primary reason for moving.

200 Sri Lanka Department of Census and Statistics, “Census of Population and Housing 2001.”

207 Sri Lanka Department of Census and Statistics and World Bank Group, “The Spatial Distribution of Poverty in
Sri Lanka.”

95



Figure 3.2. Sri Lanka’s Distribution of Urban Population (in thousands), 1946-201122

1946 1953 1963 1971 1981 2001 2011

Sri Lanka Total 1,023 1,239 2,016 2,848 3,193 2,467 3,705
Colombo Metropolitan Area | 579 709 1,024 1,476 1,831 1,877 2,272
Kandy 76 90 119 147 145 156 171
Galle 59 66 130 155 166 110 133
Jaffna 63 77 151 234 271 - 118
Hambantota 11 11 22 33 41 22 32
% CHANGE OVER PREVIOUS CENSUS
Sri Lanka Total 21% 63% 41% 12% -23% 50%
Colombo Metropolitan Area 23% 44% 44% 24% 3% 21%
Kandy 19% 32% 24% -1% 8% 9%
Galle 13% 96% 19% 7% -34% 21%
Jaffna 23% 95% 55% 16% - -
Hambantota 4% 98% 50% 24% -48% 47%

Source: Sri Lanka Census of Population and Housing, various years, from Sri Lanka Department of Census and

Statistics.

To be sure, Hambantota’s depopulation relative to Colombo Metropolitan Area is partly a
result of unfavorable climate patterns. Historically, being an agrarian society, Sri Lanka’s human
settlement and economic development patterns were largely shaped by the availability of rainfall.
Sri Lankans often refer the southwestern regions (including the capital, Colombo) and the central
highlands (including Kandy) as the “wet zone,” and most of the southeast, east, and northern parts

of the island as the “dry zone.” In the wet zone, annual rainfall of around 2,500 millimeters

202 Note: A population census was not carried out in 1991 due to the civil war. Also due to the war, the 2001 census
was completed only in government-controlled districts, including in Hambantota. This explains the seemingly sharp
decline in urban population.
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sustained rich paddy fields in river valleys, lush rubber and tea plantation on mountain slopes, and
not surprisingly, the majority of Sri Lanka’s population. Overlaying Sri Lanka’s climate zone
boundaries with population distribution patterns on a single map, and we see a clear correlation

between the two (See Figure 3.3).
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Figure 3.3. Map of Population Distribution and Climate Zones in Sri Lanka.

100
1

Legend

|:] District Boundary

1 Dot = 500 Persons
= \Net Zone Boundary

Mannar

FO0N

00N

0 10 20 40 60 Kilometers

T T T
BO°00E BI00°E 8X00E

Source: population data from 2012 census from Sri Lanka Department of Census and Statistics and average annual

precipitation data from Sri Lanka Department of Meteorology.

98



Hambantota, located about 240 kilometers southeast of Colombo, is among the driest areas
in the country. Its average annual rainfall of 900 millimeters, up to 90% of which is then lost to
evaporation, is concentrated in the short period of the winter monsoon.2°® Such a combination of a
long period of draught followed by a short deluge of rainfall has rendered 78% of Hambantota
District’s land area being classified as either undesirable or outright unsuitable for agriculture,
absent large-scale irrigation networks.2** For this reason, of the 260,930 hectares of land in
Hambantota District, only a quarter is used by agriculture, half consists of national parks and forest

reserves, and the remaining quarter is potentially available for industrial and commercial use.?*

Hambantota’s underdevelopment also made it a hotbed of radical insurgency. In the 1970s
and 1980s, high unemployment among educated youths in Hambantota helped fuel the rise of
Janatha Vimukthi Peramuna (JVP, or the People’s Liberation Front), a Marxist-Leninist militant
group.?® In 1971 and 1987-89, JVP waged two major armed insurrections against the state with
the aim of establishing a socialist country. In both instances, government forces crushed the

insurgency, but the violent clashes left tens and thousands of militants and civilians dead.>"”

While the leftist youth uprising was defeated, the problem of joblessness among educated
youths in Hambantota remained a major developmental — as well as political — challenge for the

nation. As recently as 1997, 15% of youth in the district were unemployed, more than double the

203 Udara Senatilleke et al., “Estimation of Potential Evapotranspiration across Sri Lanka Using a Distributed Dual-
Source Evapotranspiration Model under Data Scarcity,” Advances in Meteorology 2022 (April 23, 2022).

MHS Dayaratne and N Kulatunga, “Land, Water and Forestry Resources of Hambantota District,” in HIRDEP
(1991)‘Towards a Developing a Strategy for Hambantota District: Proceedings of the Workshop on District
Development Strategy,” 1989, 12-14.

205 AIf Morten Jerve et al., Sustaining Local Level Development: What Worked and What Did Not; Lessons from the
Phasing-out of Norwegian Aid to the Hambantota Integrated Rural Development Programme (HIRDEP), Sri Lanka
1992-1999, electronic resource, Report / Chr. Michelsen Institute, R2003:2 (Bergen, Norway: Chr. Michelsen
Institute, 2003).

208 Jerve et al.

207 Mick Moore, “Thoroughly Modern Revolutionaries: The JVP in Sri Lanka,” Modern Asian Studies 27, no. 3
(1993): 593-642, http://www.jstor.org.ezp-prod1.hul.harvard.edu/stable/312963.
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national average.2*® Elected officials from mainstream parties often warned of a repeat of the

violent past in Hambantota if more formal jobs were not created.

To be sure, the Sri Lankan government has long tried to “fix” the troubled Hambantota
District, but with mixed success. As early as 1977, the Sri Lankan government brought in the
Norwegian Agency for Development Cooperation to help address Hambantota developmental
challenges. Throughout the 1980s and 1990s, large sums of Norwegian aid poured into
Hambantota’s public sector infrastructure, such as education, sanitation, roads, and irrigation, as
well as in improving local institutional capacity for infrastructure planning.2*® These efforts were
credited with improving the general welfare of the poor, but as the Norwegian aid agency itself
acknowledged, they largely failed to produce lasting institutional change after the aid program

ended in 1999.2%

Running parallel to foreign aid was a domestic push for industrialization. In 1992, the Sri
Lankan government launched the “Two Hundred Garment Factories Program” to lure factories
away from Colombo Metropolitan Area. Factories that relocate to lagging regions such as
Hambantota were promised steep tax cuts. But very few moved to Hambantota, citing the lack of
supporting infrastructure to bring goods to markets.?'" At the time, it would take five and a half

hours to travel between Colombo and Hambantota on the 240-kilometer winding local roads. By

208 Jerve et al., Sustaining Local Level Development.

209 Norwegian aid contributed as much as 70% of public sector investment in Hambantota in this period. See Jerve et
al.

210 Jerve et al.

21" World Bank, ed., Sri Lanka, Reshaping Economic Geography: Connecting People to Prosperity (Colombo:
World Bank Colombo Office, 2004).
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the late 1990s, Hambantota was home to only a handful of industries with over 100 employees,

while subsistence agriculture remained dominant.2'

The economic imperative to develop Hambantota became even more salient after
December 26, 2004, when a powerful tsunami in the Indian Ocean killed more than 8,000 residents
in Hambantota alone and destroyed much of the town. Across Sri Lanka’s south and east coasts,

more than 30,000 people were killed and 900,000 people were left homeless.

Competing Visions for A Spatial Fix

Given Hambantota’s troubled past, Sri Lankan leaders have long recognized that fixing the
growing spatial disparity between Hambantota and Colombo is a matter of both economic and
political imperative. But the national government was sharply divided over how to approach the
problem, and the creation of a coherent spatial development strategy was marred by political

infighting and bureaucratic turf wars.

The center-right camp of stakeholders favored deregulation, liberalization, and
privatization that would enable the poor in Hambantota to find more productive, better paid jobs.
In their view, the problem of regional inequality would be best addressed by removing the physical
and institutional barriers that had inhibited the free movement of people from less productive
regions to more productive ones. To this end, transport infrastructure would be important to
connect the poor with the market, but it must be done with a significant private sector role to avoid
incurring unsustainable levels of public debt. In other words, efforts to reduce inequity must be

placed within a broader framework of enhancing overall economic efficiency.

212 Jerve et al., Sustaining Local Level Development.
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The center-left camp called for ambitious, place-based interventions in lagging regions.
They sought to turn Hambantota’s geography from a major disadvantage in the agrarian era to a
unique advantage in the industrial, globalized era. By the end of the 1990s, both global maritime
trade and civil aviation were growing rapidly, and container ships and passenger planes were also
getting significantly bigger. The Port of Colombo and the Colombo Bandaranaike International
Airport — Sri Lanka’s main seaport and airport respectively — had become increasingly congested.
Specialists disagree whether the source of the congestion at the time was physical capacity or low
operational efficiency. #'* Nonetheless, politicians from Hambantota seized upon Colombo’s

congestion woes to advocate for a major seaport and airport in Hambantota.

In the maritime sector, economic and technological winds indeed seemed to blow in
Hambantota’s favor. While the Port of Colombo was an artificial harbor that had to be periodically
dredged to greater depth to accommodate ultra-large container ships, Hambantota was a natural
deep-water harbor, enough to accommodate the even the biggest ships yet to be built, known as
the post-Panamax class.?'* Moreover, the Port of Colombo was landlocked by the dense city
around it. Further expansion would have to take the form of expensive land reclamation.
Hambantota, on the other hand, had vast empty land for potential port-related industrial
development (represented by the dashed rectangle in Figure 3.4). Hambantota’s biggest
geographic advantage, though, is its location. It is strategically located only 10 nautical miles from
the world’s busiest east-west shipping lane in the Indian Ocean — where two-thirds of the world’s

oil tankers, half of the world’s container ships, and one-third of the world’s bulk cargo ships sail

213 Meg Rithmire and Yihao Li, “Chinese Infrastructure Investments in Sri Lanka: A Pearl or a Teardrop on the Belt
and Road?,” Harvard Business School Case 719-046, January 2019, 33.

214 SNC-Lavalin International Inc., “Sri Lankan Hambantota Port Feasibility Study - Phase 1 Baseline Data Report,”
November 2002, 25.
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though each year. Proponents called for the harbor to be transformed into an international deep-
water seaport, which would then serve as a catalyst for major industrial and urban development in

the region.

Figure 3.4 Regional Zoning Plan of Greater Hambantota Area, 2009
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In fact, a port-led development approach for Hambantota was first proposed by none other

than Leonard Woolf in 1910.2"® Since then, building Sri Lanka’s second major seaport at

215 Jonathan Hillman, “The Secret History of Hambantota,” Reconnecting Asia, August 26, 2021,
https://reconasia.csis.org/the-secret-history-of-hambantota/.
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Hambantota remained a talking point among elected officials in southern districts. Of course,
coming up with an idea for a megaproject is the easy part. Ideas for megaprojects can span decades
or even centuries before they are taken up. The Suez Canal, for instance, were initially studied and
abandoned by a succession of leaders from Egypt’s pharaohs to Napoleon. Turning such ideas into
reality often requires a coveted alignment of technological feasibility, economic necessity, political

opportunity, and financial availability. For megaproject development, timing is everything.

For Mahinda Rajapaksa, a key figure in the center-left camp, the opportunity to develop
Hambantota Port finally came within reach when he became Minister of Ports and Shipping in
2001. As a long-time Member of Parliament (MP) representing the Hambantota District, Mahinda
Rajapaksa had long been the public face of the Hambantota port idea, which his father, also a
prominent MP from Hambantota, backed in the 1970s. A year earlier in 2000, as Minister of
Fishing and Aquatic Resources Development, Mahinda Rajapaksa promised Hambantota residents

that one day he would bring big ships to Hambantota.?'

By this time, the Canadian engineering, procurement, and construction (EPC) giant SNC-
Lavalin had been actively lobbying the Sri Lankan government for a port in Hambantota. As early
as 1999, SNC-Lavalin submitted an unsolicited proposal to the Sri Lankan government to conduct
a feasibility study for the proposed port.?"” But the proposal was apparently shelved by the Sri

Lanka Ports Authority (SLPA), the country’s statutory port operator.

During Mahinda Rajapaksa’s brief, three-month tenure as Minister of Ports and Shipping
in 2001, he wasted little time initiating the formal process for the Hambantota Port project. He

immediately instructed the SLPA to hire SNC-Lavalin to undertake a feasibility study. With the

218 Interview with an official at Sri Lanka Ports Authority in Hambantota, October 7, 2018.
217 Unknown (name redacted), “Sri Lanka, Hambantota Seaport Development Project,” September 12, 2002.
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minister’s approval in hand, SNC-Lavalin quickly secured funding from the Canadian

International Development Agency to subsidize the feasibility study.2'®

But before the SLPA signed a memorandum of understanding (MOU) with SNC-Lavalin
in 2002, Mahinda Rajapaksa’s party was defeated in parliamentary elections, causing him to lose
his ministerial post to become Leader of the Opposition. Despite this, he had succeeded in securing
bipartisan political support within the governing coalition. 2'®* Minister of Southern Region
Development Ananda Kularatne, another Hambantota MP but from the ruling United National
Party, emerged as another strong advocate for the project.?? In anticipation of major development
activities, the Minster of Urban Development ordered all new construction be “frozen” in
Hambantota.?*' Such high-level political backings resulted in Hambantota Port being included, for
the first time, in a key economic development plan published in December 2002. The government
plan noted that the port would be developed in the medium term, with an estimated construction
start year of 2005.222 This timeframe was in line with SNC-Lavalin’s recommendations. Its
feasibility report concluded that building a seaport, specifically a sophisticated container port, at
Hambantota was feasible, adding that a joint venture model between the SLPA and a private

consortium would be the most suitable.?*

218 |_uis Piedmont/Canada International Development Agency, “Industrial Cooperation Program (CIDA-INC)
Project Summary,” June 6, 2005.

219 SNC-Lavalin International Inc., “Sri Lankan Hambantota Port Feasibility Study - Phase 1 Baseline Data Report,”
11.

220 SNC-Lavalin International Inc., 12.

221 SNC-Lavalin International Inc., 8.

222 Government of Sri Lanka, “Regaining Sri Lanka: Vision and Strategy for Accelerated Development,” December
2002, https://extranet.who.int/nutrition/gina/sites/default/filesstore/LKA%202002%20PRSP.pdf.

223 |_uis Piedmont/Canada International Development Agency, “Industrial Cooperation Program (CIDA-INC)
Project Summary.”
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But the SLPA had other ideas. Declassified documents from the Canadian International
Development Agency reveal that the SLPA still preferred to invest in the further expansion of
Colombo Port rather than building a new one in Hambantota.?** In fact, the SLPA seemed to go
out of its way to sabotage the project from the beginning. Declassified emails reveals that the
SLPA gave SNC-Lavalin a “very tight” timeframe and a *“very tight” budget for the study.??* While
the feasibility study was still underway in late 2002, the SLPA used a front-page article in the local
newspaper to discredit its client, threatening to replace it with a French company.?* The article
left the Canadian so confused that the Minister of Ports and Shipping and the Minister of Southern
Region Development had to reassure them that the article was “just a propaganda” by the SLPA
intended “only for public consumption”.??” But then again, two months before SNC-Lavalin
submitted its feasibility study, the SLPA announced that it had decided to build a new container
terminal at Colombo Port.22® After SNC-Lavalin submitted its feasibility study, concluding that
building a seaport, specifically a container port, at Hambantota was feasible, the SLPA dismissed

the study as “incomplete”.2?

To be sure, the SLPA’s caution was understandable. As a statutory public enterprise, the
SLPA was designed to be financially self-sufficient.?* Like other port operators around the world,

it generated most of its revenue from charging ship tariffs, leasing facilities and land, and issuing

224 |_uis Piedmont/Canada International Development Agency.

225 Guy Gagnon, “2nd Feasibility Study,” December 28, 2002.

226 Gagnon.

227 Gagnon.

228 N. Vasuki Rao, “Sri Lanka Adding Colombo Feeder Terminal | JOC.Com,” March 9, 2003,
https://www.joc.com/maritime-news/sri-lanka-adding-colombo-feeder-terminal_20030309.html.

22% The Island, “Hambantota Port Feasibility Study Rejected,” November 21, 2003,
http://www.island.lk/2003/11/21/news03.html.

230 Government of Sri Lanka, “Sri Lanka Ports Authority Act,” accessed August 23, 2022, https://www.slpa.lk/port-
colombo/act.
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port-related permits and licenses.?*' Operating terminals in Colombo and smaller ports in Galle
and Trincomalee, the SLPA was responsible for any profits and losses arising from its
operations.#2 In other words, the SLPA operated under a hard budget constraint. Therefore, non-
productive investment would be problematic. Despite Hambantota’s aforementioned advantages,
developing a big greenfield seaport, something Sri Lankan had not done in more than a century,
was risky. The biggest risk, from the SLPA’s perspective, was that a new container port would
cannibalize its flagship port in Colombo. In other words, instead of seeing Hambantota and
Colombo as positive-sum collaborators, it saw them as zero-sum competitors. If the bet on
Hambantota failed, then the SLPA, the presumptive owner, would end up swallowing the cost. In

its view, Sri Lanka needed only one mega-port.

That did not mean, however, that the SLPA rejected building any port in Hambantota at all.
The disagreement centered not on whether to build a port in Hambantota, but which type of port
to build and at what scale. In fact, the SLPA’s vision for Hambantota was building a “niche small
port” providing mostly bunkering services (i.e. ship refueling) to passing ships as well as services
to handle traditional dry bulk cargo.?3%4 Compared to container cargo, bulk cargo is generally
considered less demanding on port infrastructure and skills. In the words of former SLPA chairman

Saliya Wickramasuriya, “Hambantota had the potential, in the right hands, to be a source of

231 Sri Lanka Ports Authority (SLPA), “Sri Lanka Port Authority Annual Report 2011,” 2011,
http://www.parliament.lk/uploads/documents/paperspresented/annual_report_srilanka_ports_authority 2011.pdf.

232 Sri Lanka Ports Authority (SLPA).

233 Interview with an official at Sri Lanka Ports Authority in Hambantota.

234 Dry bulk cargo refers to large quantities of solid commaodities shipped in an unpackaged manner. Examples
include coal, grain, and metals. See Marc Levinson, The Box : How the Shipping Container Made the World Smaller
and the World Economy Bigger, Second edition. (Princeton: Princeton University Press, 2016).
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bunkers in very close proximity to the shipping lane without the detour that Colombo would

require for vessels not making cargo calls there.”2%

While disagreement about the proposed Hambantota Port centered on its scale and
technology, a similar debate around a potential second international airport was also ongoing. Per
International Civil Aviation Organization’s rules, each commercial flight needs to identify
alternate landing airports in case of bad weather, a major change in schedule, or emergencies. For
decades, Sri Lankan Airlines had paid airports in India and the Maldives to serve as backup airports.
In the early 1990s, the government began searching for a suitable site for a domestic backup airport,
and an existing airstrip at Puttalam, 100 kilometers north of Colombo, emerged as a cost-effective

solution.?3®

In 2005, Mahinda Rajapaksa was elected Sri Lankan president on a center-left platform,
known as the Mahinda Chintana. He offered a vision of reduced regional inequality, a problem
that he attributed to Sri Lanka’s neoliberal turn since the late 1970s.” In Mahinda Chintana,
Hambantota would be transformed into the nation’s second largest metro area, boasting all the
modern infrastructure that would befit such a status. President Rajapaksa believed that a powerful
central government, able to deploy large-scale infrastructure projects to lagging regions, would

help counteract what he saw as harmful spatial consequences of neoliberal market forces.

Once in office, President Rajapaksa immediately put the Hambantota Port project on the

agenda by commissioning a second feasibility study. The study, conducted by the Danish

235 Interview with an official at Sri Lanka Ports Authority in Hambantota.

2% Devan Daniel, “Government Agency Advised Against Siting Second Airport At Mattala Before Its Construction
Started,” Echelon, April 22, 2016, https://www.echelon.lk/government-agency-advised-against-siting-second-
airport-at-mattala-before-its-construction-started/.

237 Sri Lanka Department of National Planning, “Mahinda Chintana: Vision Towards a New Sri Lanka. A Ten-Year
Horizon Development Framework 2006-2016. Discussion Paper.,” 2005,
https://www.thegef.org/sites/default/files/ncsa-documents/MahindaChintanaTenYearDevelopmentPlan.pdf.
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architecture and engineering consultancy Ramboll, concluded that a seaport would indeed be
feasible if done in phases and financed by the government. In its view, the first phase should cater
primarily to dry and liquid bulk cargo, rather than containerized cargo. After the 2030s, depending

on traffic and revenue trajectory, a container terminal could be considered as a second phase.®

Hambantota Port Phase I: “A Niche Small Port”

In 2007, on the basis of the two feasibility studies, the Sri Lankan government began
arranging the necessary finances for the proposed port. It estimated that Phase | construction,
consisting of two breakwaters, a 75-hectar harbor, two oil berths, one general cargo quay, one
service quay, and the supporting infrastructure, would cost around $350 million (see Figure 3.5
for port plans). “Phase | was entirely commercially manageable. $350 million was a very
competitive cost,” said Wickramasuriya, then chairman of the SLPA.%° “We benchmarked very
reasonably against similar port construction projects worldwide.” Essentially, Phase I closely

resembled the SLPA’s vision for a “niche small port” and was largely uncontroversial.

But still, the $350 million price tag would make the Phase | project the single most
expensive greenfield investment Sri Lanka had ever undertaken. Because Sri Lanka’s GDP was
only around $38 billion in 2007, the project would represent almost 1% of the country’s
economy. Recall that in Chapter 1, | defined a megaproject as costing more than 0.01% of the
host country’s GDP. Based on this definition, the Phase | project exceeds that criteria by a factor
of ten. In other words, the project’s immense scale made it difficult to obtain finances even in the

best of times.

238 Bulk cargo are commodities and goods that are loaded in individually rather than in standard containers.
239 Interview with an official at Sri Lanka Ports Authority in Hambantota.
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Figure 3.5 Hambantota Port Master Plan

Source: Adapted from Sri Lanka Ports Authority, “Port of Hambantota 2016.”

But Sri Lanka was hardly in the best of times. By 2007, peace talks between the ruling
Sinhalese ethnic majority and the Tamil separatist group known as the LTTE, which controlled
much of the island’s north and east, had broken down. The civil war, then in its 23" year, had
just entered its bloodiest phase. On the economic front, a low savings rate coupled with a large
fiscal deficit meant that Sri Lanka had to rely on foreign aid and foreign concessional loans to
finance major investment programs. For instance, the Mahaweli Development Program, the
country’s largest regional infrastructure development program prior to the Hambantota Port
project, was largely financed concessionally by bilateral and multilateral development agencies
in the 1960s through the 1990s. But as economic growth elevated the country to the middle-

income status at the turn of the century, “free money” and “cheap money”, as some locals like to
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call them, were becoming scarce. Starting in the late 1990s, Sri Lanka’s attempts to borrow from

the international capital market had been thwarted by the war and macroeconomic instability.?

Against this challenging backdrop, President Rajapaksa’s government first asked the
Indian and American governments for loans to develop the port, but both declined. Indian
companies did not believe the port would be commercially viable. In fact, there had hardly been
any American or European investment in Sri Lanka since the 1990s.2*' In March 2007, President
Rajapaksa went to Beijing. At the time, China was becoming an increasingly important creditor
for international infrastructure projects. The Sri Lankan team first sought a concessional loan,
but the quota for China's concessional loans to Sri Lanka for that year had already been allocated

to other projects, according to a Sri Lankan official who was involved in the negotiation.*?

But President Rajapaksa could not wait. He needed to show that he could deliver on his
grand promises by the next presidential election in 2010, and time was running out. “Given the
importance of constructing Hambantota Port Phase I, the Sri Lanka delegation decided to ask for
commercial loans. In fact, to get commercial loans as large as $300 million during the war was
not easy,” explained the Sri Lankan official. Finally, in November 2007, China Ex-Im Bank
agreed to underwrite 85% of Hambantota Port's Phase | construction costs, providing a 15-year
commercial loan of $307 million with a four-year moratorium. China Ex-Im Bank proposed two
interest rate options: a 6.3% fixed rate, based on the benchmark London Interbank Offered Rate
(LIBOR) at the time plus a 0.75% risk premium, or a floating rate pegged to LIBOR. Sri Lanka

chose the fixed rate of 6.3% because LIBOR was trending higher during negotiations. With the

240 C J P Siriwardena, “Sri Lanka Steps into International Capital Markets,” in 60th Anniversary Commemorative
Volume of the Central Bank of Sri Lanka: 1950 - 2010, 2011.

247 Interview with a cross-border investment lawyer in Colombo, October 8, 2018.

242 “grj Lanka Expert Says Interest Rate of Chinese Loan for Port Project Appropriate,” Xinhua News Agency, June
4, 2015, http://www.xinhuanet.com/english/2015-06/04/c_134297249.htm.
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benefit of hindsight, the rush led to Sri Lanka locking itself into a high interest rate. Had Sri
Lanka waited until Chinese concessional finances became available in 2008, it would likely have

secured an interest rate of around 3%.24

After securing the finances, the next key decision was picking a general contractor. Per
international norms, if China Ex-Im Bank provided a large concessional loan, for instance in the
form of a preferential export buyer’s credit, the tacit understanding was that a Chinese company
would become the general contractor for that project. This EPC+F model was described in detail
in Chapter 2. However, Sri Lanka in this case received a commercial loan from China Ex-Im
Bank, not a concessional loan. In commercial cases, the host country typically did not have a
tacit obligation to pick a general contractor from the creditor country. The host country could, for
instance, pick a general contractor through competitive bidding. Nonetheless, China did
nominate China Harbor Engineering Corporation (CHEC) to be the general contractor for

Hambantota Port Phase I, and Sri Lanka gladly accepted.

China Harbor Engineering Corporation in Sri Lanka: Crossing the Ocean
by Feeling the Stones
China Harbor Engineering Corporation (CHEC) was formed in the 1980s during the state’s

“industrialization by conglomeration” push described in Chapter 2. But the creation of giant profit-
oriented state-owned enterprises (SOESs), each managing multiple engineering bureaus and design
institutes, also flooded the market with extra capacity. No longer shielded by central planning,

SOEs must chase a limited number of construction contracts with an increasing number of

243 Interview with an executive at China Ex-Im Bank in Beijing, April 10, 2022,
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competitors. In 1998, amid a general downturn in China’s domestic construction market, CHEC
decided to send a team to Sri Lanka to explore business opportunities in the South Asian nation
that had enjoyed friendly ties with China. CHEC became one of China’s first construction
contractors to enter the Sri Lankan market, eventually becoming the general contractor for the

Hambantota Port and the master developer for Port City Colombo.

CHEC’s story in Sri Lanka since 1998 can be best characterized as *“crossing the ocean by
feeling the stones,” to paraphrase Deng Xiaoping’s famous slogan. Faced with unfamiliar and
oftentimes challenging circumstances, CHEC developed a high degree of adaptive capacity,
operational agility, and executive entrepreneurship that can seem uncharacteristic of state-owned

enterprises.

As a newcomer, CHEC started off as a small subcontractor, building fisheries harbors and
roads in places shunned by most foreign contractors. During the war, CHEC staff had to travel
through mine-laden territories. They also had to negotiate with Tamil militant groups for the import
of materials and equipment needed for construction. “It was not for the faint-hearted,” said Zeng
Nanhai, who led CHEC’s venture in Sri Lanka since the early 2000s.2** “Some foreign contractors

withdrew [from the Sri Lankan market] due to the war, but we persevered.”

However, CHEC was not immediately rewarded for taking on such risks. The type of
multilateral-financed construction projects CHEC was involved in in the early period required
open competitive bidding, which tended to drive profit margins to razor-thin levels. Moreover,
political instability caused many unexpected delays, which in turn pushed up costs for the Chinese

subcontractor while increasing contractual disputes with both the general contractor and fellow

244 Interview with an executive at CHEC Sri Lanka in Colombo, May 17, 2022.
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subcontractors. The net result was that CHEC barely broke even in Sri Lanka in the late 1990s and

the early 2000s.24

But CHEC was patient. It was willing to incur some short-term losses for bigger payoff in
the long term.2*® CHEC won trust and goodwill for delivering quality projects in challenging
circumstances, gradually developing a reputation as a reliable partner in the eyes of some project
owners and government officials.?*” When Rajapaksa became president in 2005, CHEC executives
knew that their big moment had come. While CHEC was not involved in the two feasibility studies,
it did leverage its reputation to cultivate relationships with key government stakeholders that
championed the port. To CHEC executives, the prospective transformation of Hambantota was the
real prize. While CHEC was awarded the EPC contract for Hambantota Port Phase | without

competitive bidding, the award was generally perceived as reasonable and unsurprising.2+

A Perfect Storm: Elite Capture in Megaproject Planning

Up to this point, the story that had unfolded was largely uncontroversial. Granted, the
rushed decision to seek a commercial loan rather than a concessional one was an early misstep.
But bad financing deals could be refinanced afterwards. Mega infrastructure projects, on the other
hand, once built wrongly, would be extremely difficult to rectify. This section explains how a toxic
combination of President Rajapaksa postwar power grab and China’s flawed EPC+F model created

a set of perverse incentives that made megaproject planning decidedly transactional — an exchange

245 Interview with an executive at CHEC Sri Lanka in Colombo, May 3, 2022.

248 Interview with an executive at CHEC Sri Lanka in Colombo, April 25, 2022.

247 Interview with an executive at CHEC Sri Lanka in Colombo, May 17, 2022; Interview with an official at Sri
Lanka Ports Authority in Hambantota.

248 Interview with an official at Sri Lanka Ports Authority in Hambantota.
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of power and capital to advance short-term private interests at the expense of long-term public

interests.

In May 2009, Sri Lanka’s 25-year-long civil war ended. President Mahinda Rajapaksa,
who led the government’s military offensive, was widely credited for defeating the Tamil militant
group and regaining control of the entire country. He and his younger brother, defense secretary
Gotabaya Rajapaksa, ascended to God-like figures on roadside billboards and in television
programs. Their championing of Sinhala-Buddhist nationalism proved popular with the majority,
even as critics accused the duo of human rights violations during the war. After the war, President
Mahinda Rajapaksa immediately shifted their priorities to large-scale construction projects,

vowing to jumpstart economic development.

In key urban areas like Colombo, that task fell onto Gotabaya Rajapaksa, who became the
de facto “demolition-in-chief.” Soon after the end of the war, the defense secretary took over the
responsibility for urban planning with the creation of the Ministry of Defense and Urban
Development. Gotabaya vowed to bring the same “decisive leadership” to urban planning as he
had in the war.?*® He oversaw a heavy-handed “beautification” campaign, which saw bulldozers —
often accompanied by armed soldiers — forcefully demolishing lower-middle class communities to
make way for high-end shopping malls, luxury apartments, and public parks.>*® The demolition
drive, ruthless as it was, helped raise public expectations of a major construction boom.
Speculative capital from overseas Sri Lankan diaspora and international investors alike poured

into the country to purchase land in and around Colombo.

248 Kamal Gunaratne, Gotabaya (Colombo: Vijitha Yapa Publications, 2020).
250 Iromi Perera and Jonathan Spencer, “Beautification, Governance, and Spectacle in Post-War Colombo,”
Controlling the Capital: Political Dominance in the Urbanizing World, 2023, 203.
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But the planning of mega infrastructure projects in Hambantota remained in the firm grip
of President Mahinda Rajapaksa, who, like his younger brother, became more authoritarian in his
approach. While Phase | construction of the Hambantota Port was ongoing in 2009, he grew
impatient. He wanted the port to open ahead of schedule, specifically on his 65" birthday on
November 18, 2010. While timing matters in the politics of megaprojects in general, it was even
more so for President Rajapaksa, who was widely seen as superstitious and was known for
consulting with astrologers about major decisions. He intended to use the occasion to announce
the commencement of Phase Il of the port — some 20 years ahead of the SLPA’s original timeline.
When advised to wait until port traffic picks up, President Rajapaksa dismissed what he saw as a
“pessimistic attitude.” In a cabinet reshuffle, Rajapaksa removed the Minister of Ports and

Aviation Mangala Samaraweera, instead assuming the role himself."

Indeed, under the strongman President Rajapaksa, technocratic development planning was
subject to haphazard political interference. The top executives of the SLPA are, by law, appointed
by the Minister of Ports and Shipping.2? The law also grants the minister wide-ranging, if
ambiguous-worded, power over substantive matters of the SLPA.? This created room for political
interference. Moreover, the Department of National Planning had a legal mandate to guide and
appraise large investment projects from a national perspective. Its career technocrats were
responsible for making development plans that cut across sectors and subnational territories.
Similarly, the Urban Development Authority (UDA) had a legal mandate to create urban

development plans for key metropolitans. The Strategic Enterprise Management Agency, created

251 “Rajapaksas Take the Reins,” The Sunday Times, Sri Lanka, accessed July 27, 2024,
https://www.sundaytimes.lk/100425/Columns/political.html.

252 Government of Sri Lanka, “Sri Lanka Ports Authority Act.”

253 Government of Sri Lanka.
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to oversee strategic state-owned enterprises such as Sri Lankan Airlines, was responsible to advise
the president on key matters pertaining to the aviation sector. In other words, the career planners
were mandated to rise above parochial interests and act in the best long-term interest of the nation.
But in practice, when asked about the justification for the port expansion, the Minister of National
Planning said, “we were asked to do it, so we did it.”?* As for the alternate airport, technocratic
recommendations to upgrade existing airports, instead of building a new, fully-fledged

international airport at Hambantota, was overridden by the president.?*

Why did technocratic planning succumb to political interference so easily? Under British
rule, Ceylon’s bureaucratic institutions were designed to be apolitical, executing administrative
functions by being loyal to a set of laws, rules, and procedures. After independence, home-grown
political leaders began to chip away the political independence of the bureaucracy, perceiving the
dogmatic adherence to colonial-era rules as a roadblock to the emerging post-colonial identity.>*
The republican constitution of 1978 introduced an executive presidential system in place of the
Westminster system, giving the president wide-ranging power over personnel decisions of the
executive bureaucracy. Soon enough, the bureaucracy became a fertile ground for political
patronage: elected politicians on both sides of the aisle started to reward supporters with tax-free,

perk-rich government jobs.>’

But President Rajapaksa weakened planning institutions even further. Riding on the wave

of popular support from the war victory, Rajapaksa and his center-left Sri Lanka Freedom Party

254 Maria Abi-Habib, “How China Got Sri Lanka to Cough Up a Port,” The New York Times, June 25, 2018, sec. World,
https://www.nytimes.com/2018/06/25/world/asia/china-sri-lanka-port.html.

255 Daniel, “Government Agency Advised Against Siting Second Airport At Mattala Before Its Construction Started.”
256 Suren Sumithrarachchi, Your Obedient Servant: The Fate of the Bureaucrat in Sri Lanka (Sarasavi Publishers,
2019).

287 Sumithrarachchi.
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won the 2010 presidential and parliamentary elections in a landslide. Rajapaksa used his
dominance to push through the 18™ constitutional amendment, which removed any semblance of
constraints on the president’s power over the bureaucracy. Prior to this, permanent secretaries
provided some measure of stability and continuity against shifting political winds. Under
Rajapaksa, these positions were weakened. Personal loyalty to the president became a major
consideration for personnel appointment and promotion. For infrastructure planning institutions,
planning became ad hoc rather than strategic. Instead of identifying strategic projects through
careful analysis of country’s long-term needs, planning became a tool to justify an authoritarian
president’s decisions ex-post. To borrow Bent Flyvbjerg’s famous phrase, “decision first,
rationalization later.”2%¢ In many cases, planning was bypassed entirely. In the words of a key
government advisor, “government development planning exists only in archives and were never

implemented.”2¢

At the same time, President Rajapaksa became brazenly nepotistic, running the country
like a family business. In his second presidential term, Mahinda Rajapaksa placed at least a dozen
family members in strategic government positions. As mentioned earlier, Mahinda’s younger
brother and powerful defense chief Gotabaya Rajapaksa had taken on the lucrative urban
development portfolio. Another younger brother, Basil Rajapaksa, a newly elected member of
parliament (MP) from Hambantota, became the inaugural Minister of Economic Development,
overseeing the aforementioned Department of National Planning as well as major sectors of the
economy. Mahinda’s older brother, Chamal Rajapaksa, another long-time MP from Hambantota,

became the speaker of the parliament. In that capacity, he presided over the swift passage of the

258 Bent Flyvbjerg, Rationality and Power: Democracy in Practice (University of Chicago press, 1998).
259 Interview with an official at the Ministry of Development Strategies and International Trade in Colombo, April
22,2018.
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18" constitutional amendment. Mahinda’s sons, nephews, and other relatives were either
appointed government positions or put in charge of key state-owned enterprises such as Sri Lankan
Airlines. In all, the Rajapaksa family took charge of ministries that controlled about three-quarters

of the national budget and was the subject of many allegations of corruption and abuse of power. 2%

Rajapaksa’s concentration of power was cautiously welcomed by Chinese construction
companies in Sri Lanka. Rajapaksa’s authoritarianism offered Chinese and other foreign
construction companies a means to cut through bureaucratic red tape. A CHEC executive

explained the rationale:

“The colonial-era rules were so outdated and cumbersome that barely any
modern infrastructure had been built since independence. The building code
was copied from the west with little consideration of local circumstances. If
you follow every step, nothing will get done. Rajapaksa was ambitious and
wanted to get things done. He was willing to make executive decisions. He

was willing to cut deals.”?"

But cutting through red tape often required providing kickbacks through “yin-yang”
procurement contracts. “No bribe, no progress. It’s become a common business practice. If you
want to remain in this business, that’s the rule of the game,” said an executive at another state-
owned Chinese construction company in Sri Lanka.?2 To Chinese executives, bribes were a small
price to pay for a more predictable regulatory environment. In the construction business, especially

in Sri Lanka’s case where much of the labor, material, and equipment had to be imported,

260 Gerry Shih and Hafeel Farisz, “Inside the Collapse of the Rajapaksa Dynasty in Sri Lanka,” The Washington Post,
May 22, 2022.

261 Interview with an executive at CHEC Sri Lanka in Colombo, May 3, 2022.

262 Interview with an executive at China Machinery Engineering Corporation in Colombo, May 19, 2022.
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profitability depends on the efficient deployment of resources in every step. Any unexpected delay
would push up costs and hit the bottom line. Once construction began, it’s often a race against

time. Corruption was tolerated because it sped up construction.

Endemic corruption in the construction sector mirrored a broader deterioration of
governance under Rajapaksa. According to Transparency International, before Rajapaksa became
president in 2005, Sri Lanka ranked 67" out of 146 countries in public sector Corruption
Perceptions Index (with 1 being the best). But when he was voted out as president in 2015, Sri
Lanka’s ranking slipped to 95" out of 176 countries. When he was ousted as Prime Minister in

2022, Sri Lanka’s ranking further declined to 115" out of 180 countries.?*

While most Western companies would have shunned construction projects in Sri Lanka
due to heightened governance risks under Rajapaksa, Chinese firms doubled down. This was
chiefly enabled by China’s EPC+F model. As explained in Chapter 2, the marriage between EPC
contracting and low-cost finance emerged in the 2000s to give Chinese EPC contractors an edge
in securing large infrastructure projects in cash-strapped countries. In theory, the model was
designed for projects whose internal rates of return did not quite meet the threshold required by
private investors but were nonetheless worthy of backing due to their broader economic and social
benefits. If left to the free market, these projects would not have been built, because the private
sector would not or could not capture such benefits. Thus, the Chinese state subsidized the cost of

capital so that more developmental projects would be “bankable.”

283 Transparency International, “Corruption Perceptions Index,” various years. Note that due to a change in
methodology in 2012, absolute scores before and after 2012 cannot be compared. Given this shortcoming, |
use global ranking as a proxy time-series indicator.
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But in practice, the public interests that such loans were designed to advance tended to be
all but forgotten. The projects’ wider economic and social benefits would only be realized if the
projects continued to operate. As the project owner and developer, the Sri Lanka government
should be responsible for ensuring the projects’ long-term viability. But despite the lofty rhetoric
of transforming Hambantota from a sleepy fishing village to the pearl of the maritime Silk Route,
the Sri Lankan government owners did not come up with concrete plans to operationalize these
megaprojects. In the rush to complete the projects, little consideration was placed on important
operational questions that would determine the long-term viability of the projects. Who would the
projects serve? Could the intended users afford these services? Would the intended operator have
the requisite know-how and capacity? How to make sure the technical and operational know-how
is transferred to local staff? How to capture a wider scope of benefits so that the project’s cashflow
could at least cover the debt repayment and operations and management (O&M) costs? These

issues eventually came back to haunt all sides.

If anything, China’s EPC+F model created a set of perverse incentives that, when combined
with Rajapaksa’s authoritarianism, tended to result in projects being built to the wrong scale, at
the wrong place, or at the wrong time. First, Chinese EPC contractors faced strong perverse
incentives to take advantage of the concessional loans. In an EPC+F deal, norms dictated that the
Sri Lankan borrower pick a Chinese EPC contractor as a condition for receiving Chinese
concessional loans. As a form of tied aid, this model absolved Chinese contractors of the need to
go through competitive bidding in the host country. The lack of competition meant that Chinese
contractors were incentivized to inflate costs projections and enjoy much higher profit margins
than say, in a World Bank-financed project, which typically required international competitive

bidding. The incentive to take advantage of concessional loans was made even stronger by the
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highly decentralized way in which overseas subsidiaries of Chinese state-owned construction
companies were managed. Until recently, communications and travel between Chinese
headquarters and their overseas offices were difficult, and Chinese SOEs generally lacked
experience managing multinational offices. Several Chinese executives invoked the popular
Chinese proverb, “the sky was high, the emperor was far away,” to describe the decentralized way
the Sri Lankan offices were managed from the 1990s through the late 2010s.2%42% In practical terms,
that meant that overseas offices had significant latitudes in designing their own incentives structure.
To attract and retain entrepreneurial staff, several Sri Lankan offices adopted a bold pay structure
in which bonuses accounted for as much as 70% of the total pay. These bonuses were linked to
office-specific (rather than group-wide) revenue and profitability levels, incentivizing staff to
chase after lucrative Chinese concessional loans. Whereas the domestically located staff faced a
rigid pay structure that was typical of SOEs in China, the overseas offices had an incentives system

that resembled private firms.

Second, large-scale projects tended to be selected, creating unintentional incentives for
unethical business practices. In a typical project screening process, the Chinese embassy in Sri
Lanka would start by announcing the concessional loans quota available for Sri Lanka. Chinese
construction companies would then vie to get their projects included in the quota by demonstrating:
1) high-level Sri Lankan political support for the projects; 2) large economic and social impacts
from the projects. Both criteria tended to favor large projects, because large projects tended to
receive more high-level political attention and generate greater developmental impacts. Because

the Chinese embassy, specifically its commercial section, had the sole discretion to pick a single

264 Interview with an executive at China Machinery Engineering Corporation in Colombo.
285 Interview with an executive at CHEC Sri Lanka in Colombo, May 3, 2022.
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Chinese contractor for China Exim Bank’s consideration, construction companies had a strong
incentive to 1) curry favor with high-level Sri Lankan politicians and 2) inflate project benefits.

“It’s the survival of the un-fittest,” remarked a Chinese executive.?%¢

Third, China Exim Bank, arguably the most important Chinese gatekeeper in the loan
application process, lacked a robust review process. One would reasonably assume that China
Exim Bank, unlike the government entities in the decision chain, should have the requisite project
appraisal expertise to screen out questionable projects. In reality, however, its project appraisal
process tended to be more of a formality until 2018, when the bank centralized sovereign lending
decisions to the Beijing head office and enhanced its rigor. But prior to 2018, due diligence
typically involved one or two loan officers from a provincial branch collecting basic economic
data on the host country and conducting field research. Among other things, they would review
the feasibility studies, the environmental impact assessments, the loan application letter from the
host country, the proposed EPC contract, alongside letters of support from the Chinese embassy
and the China International Contractors’ Association. After being checked by a section head, their
findings would be presented to a bank-wide committee consisting of about two dozen members
from major departments and sometimes external experts as well. But interviews with several
people who have participated in such meetings suggest that the review tended to be superficial and
hasty, and that the go/no-go decision ultimately rested on the bank president.%” As a vice-
ministerial level official in China’s political apparatus, the Exim Bank president faced a political

imperative to support the central government’s “Going Out” policy, in addition to a commercial

268 Interview with an executive at China Machinery Engineering Corporation in Colombo.
287 Interview with an executive at China Ex-Im Bank in Beijing.
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imperative. Thus, the Exim Bank has rarely rejected sovereign-backed applications for

concessional loan.2®®

Fourth, China’s accommodating approach to Sri Lankan borrowing requests fueled
perceptions of “easy money" and a perverse incentive to borrow. For decades after independence,
generous foreign aid allowed Sri Lanka to build and sustain a welfare state. In 1997, Sri Lanka
“graduated” from the World Bank’s low-income status, and foreign aid started to be phased down.
In 2009, western countries completely cut off aid to Sri Lanka due to alleged human rights
violations during the war. Coincidentally, China’s introduced the EPC+F model around the same
time. In contrast to western aid and loans, Chinese concessional loans not only came with no strings
attached for reasons explained in Chapter 2, but also proved to be quite accommodating to Sri
Lanka’s requests. “The Sri Lankan governments knew very well that the Chinese parties were
under political pressure to satisfy the wishes of the Sri Lankan side, so they took advantage of that,”
remarked a Chinese executive.?®® So, instead of broadening its exceedingly small tax base, the
deficit-ridden Sri Lankan government found a financial lifeline in what it saw as Chinese “easy

money.” And it kept borrowing with little fiscal discipline.

As a result, the arrival of the EPC+F model in Sri Lanka in the mid-2000s was a
gamechanger. By rewarding short-term risk-taking behaviors on both sides without having a
corresponding system of accountability, it enabled ambitions to become unchecked. It ushered in

a golden decade of big contracts and higher profit margins for Chinese contractors.

268 Interview with an ex-official of the World Bank in Beijing, January 22, 2022.
289 Interview with an executive at China Machinery Engineering Corporation in Colombo.
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The Cost of “Free Money”

On November 18, 2010, as part of a week-long festivities celebrating President Rajapaksa’s
swearing-in for the second term as President, President Rajapaksa proudly broke ground on two
new megaprojects: Phase Il of the Hambantota Port, and the Matala Airport. This section shows
that the Phase Il project was built prematurely, and the Matala Airport was built at the wrong
location. Because of this, both projects became the most high-profile planning failures of the toxic

mixture of Rajapaksa’s post-war power grab and China’s flawed EPC+F model.

Hambantota Port Phase I

At an estimated cost of 808 million, the Phase Il project would be more than twice as
expensive as Phase I. Phase 1l would enable the Hambantota port to start handling container ships,
putting it in direct competition with the Port of Colombo, South Asia’s biggest container port.
Phase Il would entail the construction of six container berths, the doubling of water area in the
inner harbor to 152 hectares, and the acquisition of 1,500 hectares of land for port operations. In
all, Phase Il would add a capacity of 2.2 million Twenty-Foot Equivalent Unit (TEU) a year. This
capacity was significant. In comparison, the Port of Colombo had a total handling capacity of 4.5
million TEU and a total container throughput of 4.1 million TEU in 2010. It took the Port of
Colombo two decades to reach the 2 million TEU throughput mark in 2004. Moreover, the Port of
Colombo was already slated for major expansion. By the time the Phase Il project was set to be
completed in 2015, the Port of Colombo would have added another 2.5 million TEU capacity to
reach 7 million. Besides, the original SLPA plan drafted under a prior administration had called

for revenue to be coming in before any major expansion.
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Undeterred by advice of caution, President Rajapaksa proceeded to initiate the Phase 11
project — some 20 years ahead of schedule. He again flew to Beijing to request a concessional loan
that would be large even by Chinese standard. China Exim Bank agreed to Sri Lanka’s request,
extending a loan of $809 million with a 2% interest rate, a maturity of 19 years, and a grace period

of 6 years. CHEC, once again, was selected as the general contractor.

However, after the Phase Il project was completed in 2015 and handed over to the SLPA
for operation, it had failed to attract any container business at all. As Figure 3.6 clearly shows,
after Phase | commenced operations in 2012, the total number of ship arrivals and the total amount
cargo handled both increased substantially. But a breakdown of cargo volume by type suggests
that not a single container was handled since Phase Il commenced operations in 2016. All of the
cargo handled was non-containerized, dominated by vehicles (in the form of “roll-on/roll-off”’) and
bunkering (in the form of “liquid bulk™). The port’s operational performance thus far has validated

the original “niche small port” idea on which Phase | was built.

Figure 3.6 Hambantota Port Key Performance Indicators

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Total # of Ship Arrivals 34 139 335 295 281 230 270 314 374 374 323 512

-- as % of Port of 1% 4% 9% 7% 6% 5% 6% 7% 10% 10% 9% 13%
Colombo’s Total Ship
Arrivals
Total Cargo Handled 20 119 474 293 355 213 494 1,239 1,750 2,449 2,116 4,197
(in thousand tons)

-- Containerized Cargo N/A N/A N/A N/A 0 0 0 0 0 0 0 0
(in thousand tons)

--Vehicles 11 65 198 185 182 107 248 442 506 302 341 700
(in thousand units)

-- Other Types of Cargo 9 54 276 108 173 106 246 797 1,244 2,147 1,775 3,497

(in thousand tons)

Source: Author’s compilation based on Sri Lankan Port Authority annual reports, various years.
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Unsurprisingly, the port operated at a loss. The SLPA had to use profits from Port of
Colombo to cover operational costs at Hambantota.?”® For Phase Il to work in Hambantota, at least
two basic conditions must be met. First, a competent and resourceful port operator. Compared to
traditional bulk cargo, containers generally demand a higher level of skill and technology on port
operators. Moreover, like in the aviation business, performance in container ports tends to be
“network dependent.” The global container shipping sector is dominated by several global
alliances consisting of shipping companies and port operators. Ships typically call on ports that
belong to the same alliance network. When the container port was handed over to the SLPA in
2016, the SLPA had neither the skills nor the international partnerships to operate it, reflecting the

haste with which the Phase Il was commenced.

Second, the container port needs to be backed by demand from port-related industrial and
commercial users nearby. To recover the high cost of the container port, Hambantota would need
to attract export-oriented industries to set up factories and warehouses at the planned portside
industrial zone. By the time the port commenced container operations in 2016, no factory had been
set up near Hambantota Port (see Figure 3.7). The opening of the Phase Il container port before

any major industrial and commercial users were secured again points to a premature opening.

270 Sri Lanka Ministry of Ports and Shipping, “Performance Report of Sri Lanka Ministry of Ports and Shipping,
2013, 2014, 2015, 2016 and 2017”.
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Figure 3.7 Satellite Image of the Hambantota Port

Source: Digital Globe
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Mattala Rajapaksa Airport: “the World’s Emptiest International Airport™

The Mattala Rajapaksa International Airport, which President Rajapaksa named after
himself, was another spectacular planning disaster. A visit to the $240 million airport was an
experience like no other. Travelling on a new 25-kilometer six-lane port-airport link expressway
from the Hambantota Port on the southern coast to the airport directly north of it, a casual visitor
could be forgiven for believing that she had entered a safari. Before arriving, visitors could
sometimes be greeted by wild elephants, monkeys, and peacocks on the road (Figure 3.8). A
temple-like entrance pavilion, naturally brightened by large windows, led visitors to a giant statue
of Guanyi, the bodhisattva of compassion, sitting at the heart of the terminal (Figure 3.9). The
airport was eerily quiet — no flight announcements, no jets blasting their engines, no taxi drivers
trying to solicit a fare. In fact, the high-ceilinged terminal building was devoid of any travelers
(Figure 3.10). In the restrooms, the state-of-the-art recessed lighting strips were flicking. But the

airport was kept fully in service, despite the lack of a viable reason for it to be.
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Figure 3.8 An Elephant Near Mattala Rajapaksa International Airport

Source: Photo by author, 2022.

Figure 3.9 Entrance Pavalian of Mattala Rajapaksa International Airport
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Source: Photo by author, 2022.
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Figure 3.10 Terminal Building of Mattala Rajapaksa International Airport

Source: Photo by author, 2022.

As mentioned earlier, President Rajapaksa overrode planners who had recommended a
low-cost upgrade of existing airports to serve as alternate landing airports. Instead, he ordered a
new, full-fledged international airport to be built in the Hambantota District — without conducting
thorough feasibility studies or public consultations. When words spread that the government had
chosen a site adjacent Weerawila military airport in eastern Hambantota, local farmers and
environmentalists alike reacted angrily.?”" Weerawila was home to a farming community, and the
government’s plan to requisition large areas of land angered farmers. The proposed site was also
adjacent to Bundala National Park, posing environmental hazard to the fragile coastal wetland that
was internationally recognized for being a key sanctuary for migrating bird and engendered species.

The airport’s foundation stone laying ceremony at Weerawila was met with large protests. Because

271 “Weerawila: Clearing Ground Realities before Take-Off,” The Sunday Times, accessed August 17, 2024,
https://www.sundaytimes.lk/080127/Plus/plus000011.html.
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of this, Chamal Rajapaksa, the President’s older brother serving as the Minister of Ports and

Aviation at the time, ordered authorities to abandon the Weerawila site.

Then came the baffling decision to build the airport at Mattala, about 13 kilometers
northwest of the Weerawila site and 25 kilometers north of the Hambantota Port. The proposed
2000-hectare site at Mattala, then covered in forest, would be in the middle of the Hambantota
Managed Elephant Reserve (MER). The reserve was a crucial wildlife corridor connecting the
wildlife habitats of Lunugamwehera National Park in the north and the Bundala National Park in
the south (see Figure 3.11). Some 200-300 wild elephants were estimated to roam the Hambantota
MER. The Mattala site would also be on the flight path of the Central Asian Flyway, with

thousands of migrating birds feeding in the region.
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Figure 3.11 Mattala Airport in the Context of Regional Protected Areas

Unaw alawa Wetahirakanda
b N
furivzaiwvehera
NP

la Kataragayn,

\ Badaikumb 5

#. X0
Tary T r)gfn X

Ay

el alawe - H .
s Tanamalwin: 3 L . %
3 "

o g
i 27 2
Rarthika g

P f' '-h‘ﬂ” b

f Ailmanna
,

_,;Lsii\;i‘;ﬁl*,xi |
Remo Uit 7

Source: Sri Lanka Ministry of Wildlife and Forest Resources Conservation

The feasibility study for this new site was rushed through the approval process in much
secrecy. Because of the unexpected abandonment of the Weerawila site, officials were left
scrambling to get a new set of paperwork ready for the Mattala site to meet President Rajapaksa’s
tight deadline. A research team at the University of Colombo was given a short amount of time to
prepare a feasibility study. No airline was consulted about the airport’s commercial prospects. No
environmental group was engaged about the airport’s impact on wildlife. No public consultation
was held. As a result, the feasibility report came up with a wildly optimistic projection of future

demand as well as an order-of-magnitude underestimation of O&M costs when compared to the
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airport’s real-world performance (see Figure 3.12).272 Similarly, the environmental impact
assessment only collected data on migrating bird for a short period of time during the off-season,

before erroneously concluding that migrating birds posed no serious threat to aviation safety.

Once again, President Rajapaksa went to Beijing. China Exim Bank extended a
concessional loan of $210 million at a 2% interest rate with a maturity of 15 years and a grace
period of five years. CHEC was again appointed the general contractor for Sri Lanka’s second
international airport and its first new civil aviation airport since independence. Phase | of the
project called for the construction of a modern terminal building with a two jet bridges, an apron
for ten aircrafts, and a 3,500-meter-long runway — long enough to accommodate the world’s
biggest passenger jet — the Airbus A380 superjumbo. In fact, Sri Lankan politicians were so fixated
on the prospect of being the first Sri Lankan airport to host the A380 that vanity was allowed the

trump rational analysis of the costs and risks.

Just as environmental groups had repeatedly warned, the construction of an airport in the
midst of wildlife sanctuaries intensified elephant-human conflict, which in turn undermined the
very viability of the airport itself. The slashing and burning of forest land displaced native wild
elephants and drove them to encroach on human settlements in the region. Access road constructed
from the Mattala Airport to Lunugamavehera had bifurcated the natural habitat of the wild animals,
causing elephants, deer, buffalos, and peacocks to roam on the road. The erection of electric fences
to keep wild elephants out of the airport has reportedly electrocuted hundreds of monkeys. Each
time an animal hit the electric fence, the power supply to the airport — and its radar operations —

would be disrupted for a few minutes. According to a 2015 investigation by the Auditor General

22 The Auditor General of Sri Lanka, “Selection of Mattala as the Alternative International Airport of Sri Lanka and
Its Operations,” February 2015, http://www.auditorgeneral.gov.lk/web/images/audit-
reports/upload/2015/peformence_report_2015/MATTALAE.pdf.
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of Sri Lanka, in the two years since the airport was completed in 2013, 49 elephants and 12 people
were killed in the airport’s vicinity due to human-elephant conflict.?”* Another 20 people suffered

from bodily harm, and 234 properties were damaged.

A bigger threat to the airport’s viability, however, was airborne. The clearing of forest
cover had attracted large numbers of ground-dwelling birds. In March 2013, the airport suffered
an ominous start when the first aircraft to land at the airport struck a flock of fowl, leaving its
windshield shattered. The Civil Aviation Authority responded to the serious threat to aircraft safety
by beginning to cover up water holes in and around Mattala Airport that attract birds and other
wildlife. Flares and crackers were fired shortly before the arrival and take-off of each aircraft to
frighten birds and animals away. Still, within the airport’s first year of operation, at least three
more planes suffered bird strikes, forcing one of them to make an emergency landing because of
engine failure. Sri Lankan authorities struggled to reassure foreign airlines that the airport was safe
to fly. A more permanent solution, the Civil Aviation Authority suggested, would be a mass-
culling of thousands of peacocks in the area. But this was met with strong opposition from religious

leaders because peacocks are revered by both Buddhists and Hindus.?"

Despite the lofty political rhetoric of turning the Mattala Airport into a catalyst for regional
development, very little spillover effect was realized. The airport’s feasibility study maintained
that the airport would help open up foreign markets for local flowers, vegetables, fruits, cereals,

and fish by transporting an estimated 22,000 metric tons of air cargo each year. In reality, only 27

273 The Auditor General of Sri Lanka.

274 Leon Berenger, “Religious Beliefs Save Mattala Peacocks, but Threat Persists,” The Sunday Times, Sri Lanka,
January 19, 2014, http://www.sundaytimes.lk/140119/news/religious-beliefs-save-mattala-peacocks-but-threat-
persists-80589.html.
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tons of cargo were exported through the airport in 2013 and 7 tons in 2014.?”* Hambantota’s export
items were too inexpensive to justify being transported by air. Similarly, the dream of attracting
foreign tourists to national parks in the region was dashed by the lack of supporting facilities and
services nearby. Perhaps the largest positive impact was the creation of 600 local jobs to support

the airport’s operations and maintenance.

In fact, because of the threats to flights safety and low local demand, almost all airlines
pulled out of the Mattala Airport less than two years after its opening. As Figure 3.12 shows, after
the airport opened in 2013, it served 5.6 flights per day on average in 2013 and 8.2 flights per day
on average in 2014. On the surface, these numbers indicate a respectable performance for an
upstart airport of its size. But further analysis of the passenger data reveals that the average number
of passengers carried per flight was a paltry 23.8 people in 2013, 13.5 people in 2014, and 9.1
people in the first half of 2015. This suggests that many flights to and from the Mattala Airport

were in fact flying empty.

278 The Auditor General of Sri Lanka, “Selection of Mattala as the Alternative International Airport of Sri Lanka and
Its Operations.”
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Figure 3.12 Mattala International Airport Key Performance Indicators

Taxes, Depreciation, and
Amortization
(US$ Millions)

2013 2014 2015 (Up to June)
Forecast | Actual | % Forecast | Actual | % Forecast | Actual | %
Difference Difference Difference
Average # of Flights Per | 7.8 5.6 -29% 6.1 8.2 34% 7.4 2.8 -62%
Day
Average # of Passenger 587.7 132.0 -78% 468.9 1106 | -76% 582.1 25.2 -96%
Avrrivals and Departures
Per Day
Average # of Passenger 75.0 23.8 -68% 76.9 135 -82% 78.8 9.1 -88%
Avrrivals and Departures
Per Flight
Air Cargo Handled 22029 64 -100% 23204 221 -99% 14212 19 -100%
(Tons)
Total Income 53 0.37 -93% 55 1.04 -81% 2.9 0.34 -88%
(US$ Millions)
Total O&M Expenditure 15 16.5 1000% 1.5 21.9 1360% 0.78 9.12 1069%
(US$ Millions)
Earnings before Interest, | 3.8 -16.13 | -524% 4 -20.86 | -622% 2.12 -8.78 | -514%

Source: Author’s calculations based on data from the Auditor’s General of Sri Lanka, 2015

Indeed, these “ghost flights” happened because President Rajapaksa had ordered the state-

owned Sri Lankan Airlines to reroute international flights so that they would originate from the

Mattala Airport and include a layover at Colombo. Of course, flying from an airport with little

local demand would add unnecessary costs to the airline in the form of extra fuel, labor, and

maintenance. But it helped that President Rajapaksa had strategically appointed his brother-in-law

as the state-owned flag carrier’s chairman. Sri Lankan Airlines thus kept flying these ghost routes.

The airline finally buckled under the mounting financial strain by pulling all flights from Mattala
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Airport as soon as President Rajapaksa lost the presidential election in 2015. The company later
said that it saved $18 million by not flying to the isolated airport.?’® By the end of 2015, only one
scheduled flight remained in service, operated by Fly Dubai. Notably, while the Mattala Airport
had the infrastructural capacity to handle 1 million passengers annually, in 2014 it handled only

20,474 passengers. In 2015 the number of passengers plummeted to just 2,379.2”

Unsurprisingly, the Mattala Airport became a major financial quagmire for both the
borrower and the lender. As Figure 3.12 makes clear, the small amount of income — including fees
for being named the alternate landing airports for many flights — was more than offset by a much
larger O&M expenditure, resulting in steep operating losses. The employment of a large army of
staff to chase away wildlife likely contributed to higher-than-expected O&M expenditure. But
more importantly, even after most airlines pulled out of the airport in 2015, large O&M costs had
to be incurred continuously because the airport needed to be kept open day and night to function
as a backup airport. To shore up the revenue side of the equation, the airport even resorted to
renting out empty aircraft hangers for the storage of rice. But still, in 2016, the government-owned
firm that managed the airport could not repay the first $17 million installment to China Exim

Bank.?7® It eventually took a government bailout to repay the installment.

But what about the remaining 29 installments in the next 15 years? No one seemed to know.
Because of the airport’s location, it is unlikely to take off in the foreseeable future. Sri Lanka

would be stuck with a non-performing airport, and China Exim Bank would be stuck with a

276 The Jakarta Post, “Sri Lanka Leases White Elephant Airport Built with Chinese Loans - Asia & Pacific,” The Jakarta
Post, accessed August 20, 2024, https://www.thejakartapost.com/world/2024/04/28/sri-lanka-leases-white-
elephant-airport-built-with-chinese-loans.html.

277 Shirajiv Sirimane, “EOI to Run Mattala Airport next Month,” Daily News, June 14, 2016,
https://archivesl.dailynews.lk/2016/06/14/business/84550.

278 Sirimane.

138



potential non-performing loan. What was once perceived as “easy money” from China ended up

costing the country and its people dearly.

Hambantota Port: An Epilogue

By 2016, the Rajapaksa government’s heavy borrowing — mostly from international bond investors
on commercial terms — had taken its toll. Because such debts came at a higher interest rate and
shorter maturity periods compared with Chinese concessional loans, the newly elected government
immediately faced a balance of payment crisis. When it became clear that Sri Lanka would face
difficulty repaying international bond investors, Sri Lanka decided to raise much-needed U.S.
dollars by leasing out the Hambantota Port, presenting an opporunity to turn the struggling port

around.

In 2017, China Merchants Port Holdings, a subsidiary of the state-owned Chinese
conglomerate China Merchants Group, won a competitive bidding against CHEC and was awarded
a 99-year lease to operate the port. Known for developing a successful “port+zone+city” model in
Shekou industrial zone in the Chinese coastal city of Shenzhen, China Merchants proposed to
replicate the Shekou model in Hambantota. To this end, it would invest around $1.2 billion for an
85% equity stake in a joint venture with the SLPA. It would also develop the adjacent five-square
kilometer land into an industrial processing zone. The public-private partnership (PPP) would take
the form of a Supply-Operate-Transfer agreement, in which China Merchants would supply the
necessary port equipment, operate the port and industrial zone for 99 years, and transfer all its

shareholdings back to the Sri Lankan government afterward.
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Bringing in China Merchants as an investor, developer, and operator has yielded some
success so far. As one of the world’s largest port operators, China Merchants had a network of 36
ports in 18 countries. Notably, it also owned and operated a state-of-the-art container terminal in
the Port of Colombo. The concession agreement brought China Merchants’ expertise and network
resources to bear, and port has recorded exponential growth since the handover in 2018. Total ship
arrivals more than doubled from 230 ships in 2017 to 512 ships in 2023, and the total cargo handled
increased by 20 times in the six-year period, suggesting that the port handled increasingly large
ships. Even if one controls for broader changes in maritime traffic by comparing Hambantota’s
performance with Colombo’s, my analysis results show that Hambantota’s total ship arrivals as a

percentage of Colombo’s almost tripled from 5% in 2017 to 14% in 2023.

The long-term stake also gave China Merchants a “skin in the game” and it was evident in
the remarkable growth of the industrial zone. By August 2024, China Merchants had attracted
some 60 investment projects, totally more than $5 billion in FDI. A yacht factory, a tire factory,
an electronics manufacturing zone, a bonded warehouse, a mega oil refining plant, a food
processing plant, a cement plant, as well as several financial services, retailers and distributors
were among the projects being constructed. In early 2024, MSC Ingrid became the first of many

container ships to call on the port, loading and unloading hundreds of containers.

Conclusion

This chapter shows that the Sri Lankan government’s megaproject-led development program in
Hambantota was ostensibly driven by concerns about regional inequality. While Hambantota’s
problems were indeed dire, the ways in which the Rajapaksa regime pursued its signature
development program raised serious questions about whether its infrastructure ambition was just
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a convenient disguise for pursuing quick and easy private gains. From rent-seeking to cronyism,
this chapter details a number of ways planning institutions were blatantly captured, or bypassed

entirely, by Sri Lankan political elites amid the postwar power grab.

The elite capture of Sri Lanka’s planning institutions afforded Chinese construction
companies, government officials, and even banks an illusion of stability, security, and efficiency
— that is, so long as the strongman remained in power. This coincided with a period in which
Chinese actors were just experimenting with the EPC+F model, offering Sri Lankan customers an
efficient one-stop-shop experience in infrastructure construction and financing. But the EPC+F
model was operated in such a way that it incentivized all parties, including the Sri Lankan
borrowers, to pursue large vanity projects (or worthy projects at the wrong time). These perverse
incentives enabled and reinforced the unchecked ambitions of the Sri Lankan elites, setting in
motion a mutually reinforcing dynamic that rewarded all parties with short-term private gains at

the expense of long-term public interests.

Such dynamics are a recipe for planning disasters. The premature construction of the Phase
Il container port and the hasty decision to build a new international airport in the middle of a
wildlife reserve are prime examples of elite capture in megaproject planning, in which a small and
powerful group of political and commercial elites were able to claim disproportionate private gains
while pushing costs onto the wider public and into the future with little immediate consequences.
As a result, the two megaprojects seemed to be treated as an end in itself, rather than a means to a

bigger, public, end. “No one is looking out for the public interest. Everyone is looking out for their
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self-interest,” remarked Lalithasiri Gunaruwan, a professor at the University of Colombo who

specialized in project appraisal and infrastructure planning.?”

But what distinguishes the outcome of the Hambantota Port with that of the Mattala Airport
was the wise conversion of Chinese debt to Chinese equity investments in 2017. This shifted the
time horizon of Chinese state capital from the short term to the long term. As a long-term investor,
developer, and operator, China Merchants would be incentivized to align its commercial interests
with the broader economic development interests of Hambantota, thereby becoming deeply

embedded in local governance. I call this model a “costly turnaround.”

The Hambantota Port case also illustrates the fluidity, hybridity, and flexibility of Chinese
state capital in shaping the built environment in Sri Lanka. It provides further evidence that the
globalization of Chinese state capital in the infrastructure sector is marked by the same
entrepreneurial characteristics as China’s domestic reform experience — probing, adapting, and
learning by doing. In this sense, there has been no homogenous Chinese state capital, nor has there
been homogenous outcomes in Sri Lanka’s urban built environment. Rather, in keeping with Zhou
En’lai’s non-interference principle, Chinese state capital mostly responds to Sri Lankan (elite)

agency and Sri Lankan (elite) demand.

279 Interview with a professor at the University of Colombo in Colombo, April 27, 2022.
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Chapter 4. Colombo Port City: A City Within A City

In the 1950s, Lee Kuan Yew, Singapore’s first prime minister said that he wanted to improve the
city state up to the standards of Colombo. Two decades later, in an irony of fate, the then
president of Sri Lanka J.R. Jayawardene announced that transforming Sri Lanka into a Singapore
was his foremost goal. This “Singapore dream” consisted of rapid economic growth,
international seaports, airports and many other mega-scale physical improvements. Three
decades later President Rajapaksa was still dreaming of transforming Colombo into the next

Singapore.

So when the Sri Lankan conglomerate John Keells Holding brought in the Singaporean
urban planning consultancy Surbana Jurong and proposed to reclaim land adjacent the Port of
Colombo and the historic Fort to build a world-class oceanfront Central Business District, it
captured President Rajapaksa’s imagination. “Someone just asked me for the sea,” he told an
aide.?®® Throughout the planning period and until halfway through land reclamation, everyone

assumed the project would be “just an ordinary real estate development.”?8!

But little did they know that the project would evolve, after a series of unexpected twists
and turns, into the country’s most high-profile neoliberal enclave. Imitating Singapore’s Marina
Bay and Dubai’s International Financial Center in both form and function, the newly reclaimed
land that became known as Colombo Port City was designated a special economic zone (SEZ)
and an offshore international financial center in 2021, to be governed by a separate, more liberal

set of laws and regulations. A driver of this accidental neoliberal experiment? It was none other

280 Interview with an official at Sri Lanka Ports Authority in Hambantota.
281 Interview with an executive at CHEC Sri Lanka in Colombo, May 19, 2022.
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than the state-owned China Harbor Engineering Corporation (CHEC) — in its new role as a

master developer and an equity investor.

This chapter argues that the Port City project represents a paradigm shift in the way
Chinese infrastructure entrepreneurs shape urban landscapes in Sri Lanka and across the Global
South. In an entrepreneurial attempt to capture more value from the upstream and downstream
segments of the megaproject development lifecycle, CHEC became deeply embedded in the
governance of the city it built in ways that it did not foresee. This, | argue, is a positive
development because it aligned CHEC’s commercial interests with the long-term prosperity of
the city. In stark contrast to the transactional nature of Chinese state capital under the EPC+F
model, this new approach is oriented toward long-term development, because the risks are
allocated in such a way that both parties have a long-term *“skin in the game” and that any
deviation from the rules will be “disciplined” by market forces. To be sure, both parties were
“disciplined” into this long-term partnership by market forces through an unexpected series of

events. During these events,

Urbanization and Land Reclamation in Colombo

Unlike the thinly populated Hambantota, the city of Colombo has been a regional center for trade
and commerce since colonial times. The successive influences of the Portuguese, Dutch, and
British colonial powers led to a shift in economic center of gravity from the indigenous urban
centers in the north-central parts of the island towards Colombo and the southwest owing to the
strategic importance of its port. When the Portuguese captured the small Muslim trading
settlement in Colombo in 1518, they built a fort nearby to house the port’s administration and

paid minimal attention to areas beyond it. Following the Dutch invasion in 1656, the Portuguese
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Fort was expanded a few square kilometers up and down the coast, and the Pettah area was
turned into a vibrant center for commerce. To house the influx of workers that manned the
burgeoning port-related industries such as ship building, rope and coil making, and carpentry, the
Dutch identified Slave Island as a working-class community. But beyond that, the rest of the

region remained virtually untouched by urbanization.

The arrival of the British at the turn of the 19" century marked the beginning of
Colombo’s rapid urban expansion. Soon after the British took control of the entire island in
1815, they started planning a system of gravel roads that would radiate outward from the port,
connecting Colombo with other strategic towns of the island. The Road Ordinance of 1848
mandated every adult person in Celyon to help with road construction. The resulting regional
road network facilitated an influx of workers to Colombo, and it shaped Colombo’s subsequent
ribbon-like urban settlement patterns along major artilleries. Beginning in the early 20th century,
attempts were made to establish urban planning institutions and ordinances to control the rapid
expansion of slums, which had taken over as much as one-seventh of Colombo’s land by the
1920s.282 Many of these slums were built on the banks of rivers and edges of wetlands because

these flood-prone areas were cheap, unregulated, and had no permanent structures.

In 1921, Patrick Geddes was charged with preparing a plan for Colombo. Geddes
proposed to turn the 5™ largest port in the world into a garden city on a much grander scale. But
he acknowledged that large-scale slum clearance would be harmful, instead advocating a gradual
approach to informality. Geddes’ plan, however, was only partially implemented.?® In 1935, the

Land Development Ordinance initiated centralized planning through legalistic control over land

282 Kgpk Weerakoon, “Origin and Expansion of Colombo Urban Area, Sri Lanka,” International Journal of Physical
and Social Sciences 3 (November 1, 2013).
283 Weerakoon.
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use. But the paternalistic bureaucracy persistently attempted to plan and control every activity on
every acre, becoming overwhelmed by the workload.?® The lack of capacity thus allowed
informality to continue. Soon after independence in 1948, Celyon’s government invited Patrick
Abercrombie to prepare a regional plan for Colombo. The plan covered 220 square miles,
including the Colombo proper, its adjoining peri-urban areas, and the peripheral rural areas. The
main problem highlighted in the Abercrombie plan was the high concentration of economic
activities in the city. Decentralization was the main objective of the plan, and three satellite
towns were identified to accommodate the overspill of people from the crowded capital city. But
even so, the pace of urbanization in Colombo in the 1950s and 1960s far outpaced

Abercrombie’s projections.

At this time, the Celyon government started to consider reclaiming wetland for housing.
In 1968, Celyon passed the Land Reclamation and Development Corporation Act, giving the
state-owned enterprise wide-ranging powers to develop in “low-lying, marshy, waste or
swampy” areas anywhere in the country.?® The first large-scale, state-backed land reclamation
projects saw key government institutions, including the parliament and the supreme court,
relocating out of the city center to a wetland area known as Sri Jayewardenepura Kotte, Sri
Lanka’s new administrative capital in the outskirts of Colombo. The relocation was part of a
1978 master plan that called for the creation of multiple nuclei to moderate what it perceived as
the continued concentration of development in the center. The Urban Development Authority

(UDA) was also created to implement zoning and building regulations. But by the time the 1978

284 p.L. Dent and L.K.P.A. Goonewardene, “Resource Assessment and Land Use Planning in Sri Lanka: A Case Study,”
Environmental Planning Issues No. 4 (London: The International Institute for Environment and Development,
1993).

285 “Sri Lanka Land Reclamation and Development Corporation Act” (1968),
https://faolex.fao.org/docs/pdf/srl195951.pdf.

146



master plan was due to be updated in 1996, unplanned development had worsened to such an
extent that the government determined that an update to existing plans would no longer be

useful.286

For one thing, despite an all-out effort to steer internal migration flows to the newly
cultivated Mahaweli River region, Sri Lanka’s economic liberalization since the 1970s led to an
agglomeration of labor-intensive factories and businesses in Colombo, which in turn attracted
workers from across the country. Moreover, the civil war (1983-2009) displaced hundreds of
thousands of people, mostly ethnic minorities. Some of them were settled in ethnic enclaves in
Colombo. At the same time, despite efforts to consolidate and clarify land ownership, land
ownership in the crowded capital remained either fragmented or contested, making large-scale
housing project difficult.?®” The lack of coordination between different territorial governments
and the institutional fragmentation of planning across many government agencies also

contributed to poor implementation of previous masterplans.?®

Indeed, much of the rapid urban expansion in the Colombo Metropolitan Region in the
neoliberal era can be characterized as a haphazard assemblage of buildings, despite the outward
appearance of planning. Because of the war, national funding for municipal councils nearly
halved from 1990 to 2010, while the real estate value of areas adjoining wetlands increased by

110% between 1990 and 2005.28% A 2003 World Bank report projected that rapid urbanization

286 Weerakoon, “Origin and Expansion of Colombo Urban Area, Sri Lanka.”

287 Dent and Goonewardene, “Resource Assessment and Land Use Planning in Sri Lanka: A Case Study.”

288 The World Bank, “Turning Sri Lanka’s Urban Vision into Policy and Action” (Washington, D.C., 2012).

289 Missaka Hettiarachchi, Tiffany H. Morrison, and Clive McAlpine, “Power, Politics and Policy in the Appropriation
of Urban Wetlands: The Critical Case of Sri Lanka,” The Journal of Peasant Studies 46, no. 4 (June 7, 2019): 729-46,
https://doi.org/10.1080/03066150.2017.1393801.
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would see half of Sri Lanka’s population living in urban areas by 2010.2%° Wetland reclamation
came to be seen as an easy solution to both land supply shortages and the government budget
shortfall at a (perceived) little cost.?®! In both infill development in the Colombo proper and
sprawl development in outlaying parts of the Colombo Metropolitan Region, large areas of
wetlands were built over in the name of “slum resettlement.” Between 1989 and 2016, the total
area of Colombo’s freshwater habitats declined by 52%.2%2 By the time Mahinda Rajapaksa took
power in 2005, the real estate sector had become a major source of revenue for municipal

governments, and reclaimed land had become valuable real estate commodities.?%®

CHEC: From an EPC Contractor to an Integrated Developer-Builder-
Operator

Against the backdrop of rapid urbanization in Colombo, a fragmented land ownership regime,
and a history of permissive land reclamation policies, reclaiming the sea for what would become
the country’s first large-scale, master-planned urban development started to look more viable in
the 2000s. After John Keells first proposed the project to President Rajapaksa in 2004, the
government became preoccupied by the war. Soon after the war ended in 2009, the Sri Lankan
government began to consider the project — but as a public sector project. The government

conceived the project to be undertaken by the Sri Lanka Ports Authority (SLPA). Coincidence or

2%0 The World Bank, “Sri Lanka: Joint Staff Assessment of the Poverty Reduction Strategy Paper” (Washington, D.C.,
March 7, 2003), http://documents.worldbank.org/curated/en/188931468777942208/pdf/multiOpage.pdf.

291 Missaka Hettiarachchi et al., “The Eco-Social Transformation of Urban Wetlands: A Case Study of Colombo, Sri
Lanka,” Landscape and Urban Planning 132 (2014): 55-68.

292 Hettiarachchi et al.

293 Hettiarachchi, Morrison, and McAlpine, “Power, Politics and Policy in the Appropriation of Urban Wetlands.”
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not, President Rajapaksa had just assumed the concurrent post as Minister of Ports and Aviation,

overseeing the SPLA.

In typical Rajapaksa fashion, the government moved quickly to assemble a technical
feasibility study for the declamation of around 200 hectares of land, an environmental impact
assessment, and an urban master plan. Drawing inspirations from Singapore’s Marina Bay, Sri
Lankan officials envisioned the area to consist of grade A offices, five-star hotels, a marina, a
casino, and a Formula One-style racetrack. But it stopped short of completing the financial
feasibility study due to the high construction costs. After all, reclaiming several hectares of land
from shallow inland wetland was one thing; reclaiming hundreds of hectares of land from the

depths of the sea would be quite another engineering and financial challenge.
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Figure 4.1 Site Plan of Colombo Port City
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Figure 4.2 Rendering of Colombo Port City

Source: CHEC
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Also in 2010, CHEC submitted a similar proposal, consisting of high-end residential,
office, retail, recreational, and hospitality spaces, as well as a school, a hospital, and several
public parks (see Figure 4.1 and Figure 4.2). In the proposal, CHEC promised to invest at least
$1.4 billion in foreign direct investment (FDI) toward land reclamation and infrastructure
construction, making it the largest single FDI project in Sri Lanka’s history. In return, CHEC
would get the right to develop some of the reclaimed land. Once the land was prepared,
according to CHEC’s estimate, the project would attract $13 billion in additional FDI in the
development of about 5.65 million square meters in total gross floor areas across 178 hectares of
developable land. The Port City would be developed in phases and was set to be completed in
2041. On completion, the Port City would be able to accommodate up to 75,000 residents. To the
government, the prospect of attracting almost $15 billion in much-needed FDI to a $59 billion
economy was irresistible. It would be a major vote of confidence for the Rajapaksa government’s
effort to boost the war-torn economy. In April 2011, the Sri Lankan government decided not to
commit public funds to the project, instead proceeding to negotiate with CHEC directly to

implement the project entirely as a FDI project.

Why did CHEC make such a bold move? As described in Chapter Two and Three, CHEC
was best known for being a large engineering, procurement and construction (EPC) contractor,
with expertise in marine engineering, dredging and reclamation, road and bridge construction,
and airport construction. For both the Hambantota Port project and the Mattala Airport project,
CHEC acted as an EPC contractor. In both cases, it was Sri Lankan authorities that conceived,

developed, planned, owned, and operated the projects.
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Figure 4.3 The Real Estate “Smile Curve”
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But CHEC was an infrastructure entrepreneur. Having moved up the value chain from
being a humble subcontractor to a more powerful general contractor, CHEC set its sight on the
more lucrative upstream and downstream segments of the real estate value chain. Figure 4.3
illustrates the real estate value chain using a “smile curve.” Engineering, procurement, and
construction are in the middle segment of the project development lifecycle and are generally
low in value add. Upstream and downstream segments — such as project development,
investment and financing, planning and design, operations and management — are generally more
profitable. The French company Vinci was frequently cited as a role model in integrating
construction with concessions, and CHEC was among the first Chinese construction SOEs to

move toward this direction.?®*

2% Hong Zhang, “From Contractors to Investors? Evolving Engagement of Chinese State Capital in Global
Infrastructure Development and the Case of Lekki Port in Nigeria,” China Africa Research Initiative, School of
Advanced International Studies, Johns Hopkins University Working Paper No. 2023/53 (2023).
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Bringing together its engineering prowess in land reclamation and infrastructure
construction, as well as its newfound reputation as Sri Lanka’s “partner of choice” for
megaprojects, CHEC attempted to move up the value chain to become “an integrated developer,
builder, and operator” (IDBO) for Port City Colombo.?*> As an IDBO, CHEC would reclaim the
land, arrange the equity investment, build the requisite utilities and infrastructure, develop a
masterplan and urban design requirements, obtain the necessary legal, environmental, and zoning
permits, market “shovel-ready” land parcels to parcel-level developers, and finally, manage

contractual relationships with tenants, government agencies, and contractors.

The global macroeconomic wind in the early 2010s was blowing in CHEC’s favor. Major
western competitors were severely hit by the global financial crisis, while Chinese firms were
left largely unscathed. At the same time, dollar-denominated interest rates were at a record low,
making a greater number of overseas projects worthwhile. Both factors drove Chinese firms on
an unprecedent acquisition spree of under-valued overseas assets, including high-profile real
estates. Because of this surge in outbound FDI, China became a net capital exporter for the first
time in 2014. It is clear that CHEC’s decision to invest in the Port City project was part of bigger

trend of the globalization of Chinese capital in the aftermath of the global financial crisis.

However, the IDBO role would thrust CHEC into unfamiliar territory. For one thing,
CHEC would face a fundamentally different risk profile, one that would tie its commercial
interests to the long-term future of the city. As an equity investor, CHEC would not only take
more risks, but also take on more types of risks. Chief among them would be demand risk. If the

buildings were to be left vacant for whatever reason, CHEC would bear the losses. In the most

2% The industry jargon is 3 @& —1{&1k.
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extreme scenario, if the project were to default on its debts, creditors would be repaid first and
most likely in full, but CHEC as an equity investor would be left collecting whatever cash that
remains. Unlike contractors in a concessional loan-financed megaproject, real estate developers
typically do not enjoy sovereign guarantees from the host government. To be sure, the project
could in theory be bailed out by CHEC’s parent company, China Communications Construction
Company (CCCC), as a last resort. However, the overall incentives were structured to make

CHEC responsible for the long-term viability of the project.

Figure 4.4 Risk Profile Comparisons
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Figure 4.4 compares the risk profile in this case with those in other cases. In the
Hambantota Port and the Mattala Airport cases, the type of risks CHEC faced was primarily of
an engineering and supplier-management nature, and the risks were concentrated in the short

construction phase. But this time, CHEC’s involvement in both upstream and downstream phases
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would expose it to a multitude of political, commercial, and regulatory risks over a much longer
period of time. While construction typically takes a couple of years to complete, a typical

concession period lasts a couple of decades at least. During this time, the project can suffer from
a range of problems — ranging from political instability to sea level rise. In other words, the risks

in this case were much more diffuse compared to what CHEC was used to.

At the same time, the payoffs in this case were less certain. In the Hambantota Port and
the Mattala Airport cases, CHEC payoff was fixed, and payment was highly certain, thanks to
the protection afforded by the EPC+F model. It is worth noting that the predominant type of
Chinese outbound investment in this era — one that sought to acquire trophy foreign properties
(such as the Waldorf Astoria Hotel and the One Chase Manhattan Plaza in New York) — had
more certain payoffs. Their ability to generate cashflow has already been tested and proven by
decades of operation. In contrast, this case involved building things from scratch (greenfield
investment), rather than acquiring things that had been built (brownfield investments). Thus, the

Port City represents a uniquely challenging type of project.

Furthermore, the distinctive land reclamation feature of this site made recouping
investments in the short term even more difficult and uncertain. Despite the aforementioned real
estate boom, Colombo and Sri Lanka remained a small market, especially in the high-end
segment that Port City Colombo was targeting. That meant that land parcels must be released to
the market in a piecemeal fashion to avoid flooding the market. However, from an engineering
perspective, land reclamation and infrastructure work must be completed in its entirety before the
first land parcel can become marketable. In other words, it would not be technically possible to
reclaim one parcel at a time. This implies that CHEC’s initial capital outlay would have to be

enormous, and that most land parcels would have to be left vacant for some time. Thus, the time
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needed to recoup the high initial costs would be longer than if the project did not involve large-
scale land reclamation. All these factors meant that CHEC would be in Port City for the long

haul.

CHEC was, of course, aware of these challenges. But it was optimistic about finding
enough willing buyers to justify the expensive venture. One crucial reason was the expectation
that Chinese investors would flock to emerging real estate markets like Colombo in anticipation
of future appreciation. There were signs that this was beginning to happen. After the war, tourist
arrivals from China ballooned, and Chinese developers were beginning to develop real estate in
destinations popular with Chinese tourists. For instance, the Chinese real estate developer
Country Garden had just announced it would reclaim four islands at Johor Strait separating
Singapore and Malaysia and build a “Forest City” large enough to house 70,000 residents. The
megaproject was billed as the “Malaysian version of Shenzhen” and would primarily target
vacation home buyers from China. CHEC was confident it would accomplish something similar.

“Once we build it, [Chinese buyers] will come,” said a CHEC executive.?%

“Just An Ordinary Real Estate Project”
In 2011, CHEC and the Sri Lankan government entered into negotiations, expecting the Port City

to be “just an ordinary real estate project.” Granted, the project would be large and complex for
reasons explained above, but both parties wanted to see the ambitious project succeed. The
negotiators focused on structuring the deal as a classic public-private-partnership (PPP), in which

CHEC would build, operate, and eventually transfer (BOT) the assets to Sri Lanka authorities

2% |Interview with an executive at CHEC Sri Lanka in Colombo, May 19, 2022.
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after a number of years. CHEC would take commercial and financial risks, while the government
would take care of all permits. This was a sensible approach, as it made sure that each party

would be responsible for what it was most capable of doing.

Because President Rajapaksa had eliminated the National Procurement Agency in 2008 —
the statutory body charged with assessing unsolicited proposals, the government created a new,
interagency body known as the Standing Cabinet Appointed Review Committee (SCARC) to
review and negotiate various aspects of CHEC’s proposal. But just as with other megaprojects in
the Rajapaksa era, the negotiations were conducted in much secrecy. After two and a half years
of negotiations, the resulting concession agreement was signed between the SLPA and CHEC. In
a significant show of support, President Xi Jinping visited Sri Lanka in September 2014 and
launched the Port City with President Rajapaksa. The Chinese government was quick to label it a
“flagship project” of the newly announced Belt and Road Initiative, despite the lack of official

involvement in the project.

But the secrecy with which the negotiations were conducted fueled public suspicion in
Sri Lanka and beyond. Environmental groups claimed that the required Environmental Impact
Assessment (EIA) failed to consider its potentially large damage to coastal ecosystems. Local
fishermen’s unions were also strongly opposed to the project, fearing that the sand mining for the
land reclamation would affect their livelihood. As Sri Lanka entered its presidential election
cycle in late 2014, the Port City, along with other China-backed megaprojects described in

chapter three, became obvious targets from opposition candidates.

In a dramatic turn of events, Maithripala Sirisena, then a minister in Rajapaksa’s cabinet,
fell out with the president and launched a campaign to challenge his former boss in the 2015

presidential elections. He railed against the systemic corruption, nepotism, and authoritarianism
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of Rajapaksa’s regime and promised to curb presidential power by repealing the controversial
18™ constitutional amendment. He focused on what he called “white elephant” infrastructure
projects that Rajapaksa’s regime had approved, claiming that they had severely indebted the state
while enriching the president and his family. “The land that white man took over by means of
military strength is now being obtained by foreigners by paying ransom to a handful of persons,”
he wrote in his manifesto.?’ Sirisena promised to review all the deals approved by Rajapaksa.

Rajapaksa was unexpectedly defeated.

Immediately after coming to power in 2015, President Sirisena ordered the Port City
project to be suspended — only six months into construction. The government cited
“environmental regulatory violations” for the suspension. As the new government conducted a
full review of the project, more details of the concession agreement were leaked to the public. It
emerged that out of the 108 hectares of markable land that CHEC would receive, only 88
hectares would be granted on a 99-year leasehold basis. The remaining 20 hectares would be
granted to CHEC on a freehold basis. The revelation immediately set off strong protests from
India, which feared that China might use land ownership near Indian territory for military
purposes. The state-owned status of CHEC fueled speculation that the Port City was part of
Beijing’s grand military strategy for the Indian Ocean, long viewed by India as its backyard.
Local media reports even raised questions about whether China could claim sovereignty over the

airspace above the project since an entity of the state would have legal title over the land.

The Port City unexpectedly found itself at the center of a geopolitical tug-of-war. One

month after the initial suspension, the government backtracked on this and gave the go ahead to

27 Maithripala Sirisena, “Manifesto: A Compassionate Maithri Governance, A Stable Country,” December 19, 2014.
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the project just before the new foreign minister visited China. A month later, just before
Narendra Modi became the first Indian Prime Minister to visit Sri Lanka in 28 years, Colombo
Port City was again suspended. As the stalemate continued through 2015, the government faced
increasing pressure to restart the project. The suspension triggered a “compensation event” as
defined in the concession agreement, and CHEC filed a lawsuit against the Sirisena government
on this basis, seeking millions in damages for the disruption. While the work stoppage continued,
CHEC had to incur almost half a million dollars in expenses per day. “The longer our workers,
equipment, and capital sat idle, the harder it would be to commercialize the Port City,” said a
CHEC executive.?®® By early 2016, CHEC’s compensation claims had grown to $143 million. At
the same time, the government scrambled to find alternative investors from India but learned that
the Indians were not interested in investing. “So we went back to China and said: we didn’t mean
what we said, please come back and invest again,” said a former Sri Lankan Central Bank

Governor.2%

The suspension was eventually lifted after more than a year, but the Sri Lankan
government paid a heavy price for its about-face. First, the Sirisena government accepted the
legal basis of CHEC’s compensation claims but decided to pay in kind by allocating eight more
hectares of the marketable land to CHEC for 99 years. This was done by scrapping the eight-lane
Formula One racetrack that the Rajapaksa administration had insisted on. Moreover, at CHEC’s
request, the overall footprint of land reclamation would be expanded from 233 to 269 hectares to
increase the amount of public space. A new masterplan would be created for this purpose.

Compared to the original, the new plan would double the amount of public space to 58 hectares

2% |Interview with an executive at CHEC Sri Lanka in Colombo, May 17, 2022.
2% |nterview with a former Governor of Sri Lankan’s Central Bank, October 9, 2018.
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of parks and beaches, making the project a significantly more appealing place to live and work.

In contrast, the nearby Galle Face Green area only had 5.7 hectares of public space.

Second, to address India’s concerns about freehold land, all 20 hectares of freehold rights
were converted to leasehold. To compensate CHEC for the loss of ownership, the leasehold
period was increased from 99 years to 99 years plus a hold period of 35 years. This means that
within 35 years after the granting of that lease, CHEC may request the government to grant a
fresh lease of 99 years to anybody, including itself, as it deems fit. After 35 years, it may only
request a lease for 99 years minus the number of years that have elapsed since the 35th year of

the master lease. In effect, the new agreement granted CHEC a 134-year lease on the 20 hectares.

Third, sovereignty over the newly reclaimed land was clarified. According to article five
of Sri Lanka’s constitution, a territory of Sri Lanka was defined as land that belonged to one of
the 24 administrative districts. But the original concession agreement did not specify which
administrative district the newly reclaimed land would belong to, thus leaving its sovereignty
ambiguous. Because of this, the laws and regulations governing Sri Lanka technically did not
apply to the Port City. The new agreement made clear that the new land would be part of the

administrative district of Colombo.

As for the alleged environmental impact, a supplementary EIA concluded that the project
was environmentally sound after all. In December 2015, the assessment was released for public
comment. It cleared the way for sand mining in specific areas. The report blamed existing port
infrastructure and illegal sandmining for the coastal erosion. Nonetheless, CHEC recognized the
difficult living conditions of local fisherfolk and launched a 550 million LKR (or 3 million USD)
“fishermen livelihood improvement program’. With the program framed as part of its emerging

corporate social responsibility program, the company restored beaches, improved a range of
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coastal infrastructure, provided health insurance to 15,450 fisherfolk as well as grants to those
affected. Further, the EIA also approved expanding the land reclamation area to 269 ha, which

the CHEC had requested to make the project commercially viable.

During the review of the concession agreement, another glaring legal flaw emerged. The
original Sri Lankan counterparty to the deal — the SLPA — was in fact legally prohibited by the
SLPA Act from engaging in any activity unrelated to ports. Therefore, it was incapable of
fulfilling many of the obligations outlined in the agreement in the first place. The rationale
behind the choice of the SLPA as the official counterparty was never explained, but it likely
reflected the desire of then-President Rajapaksa, who oversaw the SLPA as minister of ports and
shipping, to maintain personal control over the project. The fact that such a flawed agreement
was approved and signed highlights, once again, the extent of authoritarianism and the absence
of oversight in megaproject planning under Rajapaksa. Eventually, the Sri Lankan attorney
general advised that the Ministry of Megapolis and the Urban Development Authority be the
counterparties to a new concession agreement. In August 2016, a tri-partite agreement was

signed, replacing the 2014 agreement.

A Wake-Up Call
The surprising turn of events since 2015 left CHEC and Sri Lanka deeply shaken. For CHEC, the

abrupt policy reversals and the year-long suspension took a heavy toll, and the extent of the
damage only became clearer over time. China Development Bank (CDB), which had agreed to
extend a $805 million commercial loan to CHEC, or roughly 70% of the total cost of the Port
City’s phase one development, became concerned about the project’s political risks and paused

loan disbursement. It took a guarantee from CHEC’s parent company for CDB to release the
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funds in May 2017. Similarly, CHEC found out that news of Sri Lanka’s political instability put
off some potential Chinese institutional investors who had initially expressed interest in

investing.

Equally damaging was China’s imposition of strict capital controls. In late 2017, China’s
National Development and Reform Commission announced that it would start restricting
outbound capital investments in “sensitive” sectors such as real estate, hotels and entertainment
venues. While the crackdown was responding to the frenzy of Chinese acquisition of overseas
trophy properties more generally, CHEC believed that Sri Lanka’s year-long suspension caused
it to miss out on the window of opportunity. In its view, had land reclamation gone according to
schedule, some of the land plots would have already been sold to Chinese investors before
China’s capital control took effect in March 2018. Instead, CHEC found itself hit by punishing

capital controls while land was still being reclaimed.

The double whammy was a wake-up call for CHEC. It exposed the limits of its risk
management strategy. In the past, sovereign guarantees and the EPC+F model protected CHEC
from political risks. Cultivating political support from the strongman leader was therefore the
chief risk mitigation strategy. Even if the strongman leader were to lose power, the new leader
would still be bound by the sovereign guarantee signed by his predecessor. But in this case,
without the protection from sovereign guarantee and from its chief political backer, CHEC found
itself immediately caught in Sri Lankan partisan politics and international politics. The episode
taught CHEC a lesson: opposition parties, the legislature, the media, environmental
organizations, labor unions, and religious groups were a formidable force to be reckoned with,

and CHEC should engage them. This may seem intuitive for executives from liberal
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democracies, but it was a major revelation for Chinese executives, who were generally more

used to operate in authoritarian and autocratic societies.

For the Sirisena government, the string of bombshell revelations about the concession
agreement laid bare the perils of Rajapaksa’s authoritarian approach to megaproject planning. At
the same time, it became painfully obvious that abrupt policy reversals, instead of mitigating the
harm done by the previous government, only exacerbated the problem. Investors’ confidence was
shaken, and the country’s credibility took a nosedive. This was something that the poor country

could not afford, especially at a time of growing debt distress.

A Ringfenced City

In search of a way out, CHEC and the Sri Lankan government reached a new consensus. In order
to make the Port City commercially viable in this new, less favorable environment, the area
needed to be “ringfenced” against exogenous shocks by adopting a separate, more liberal, set of
laws and regulations. The goal would be to make the Port City an easy place to do business — on
par with Singapore and Hong Kong. Accordingly, the Port City would be repositioned as the
“Colombo International Financial Center (CIFC)” to attract global capital. To this end,
restrictions on foreign ownership, foreign exchange, and capital repatriation would need to be
dropped or at least significantly relaxed. Restriction on the hiring and firing of workers would
also be abolished. As for the import and export of goods and services, duties would need to be
lowered. To attract leading firms to set up offices in the Port City, the master plan would also be

adjusted to give more prominence to office spaces and reduce emphasis on residential use.
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Against this backdrop, the idea of making the entire Port City a special economic zone
(SEZ) emerged. SEZs were no stranger to Sri Lanka, but they were in the manufacturing sector.
Since the country’s neoliberal turn in the late 1970s, the Board of Investment (BOI) had
established several SEZs in and around Colombo to attract labor-intensive industries, notably the
garment sector. Like other SEZs around the world, they provided businesses with subsidized
land, robust infrastructure, and exemptions in tax and custom duties. The proposed SEZ at the
Port City, however, would attract investments in the services sector, such as offshore banking,
financial services, and IT outsourcing. Since global trade rules in services tended to differ
considerably from those in goods, an entirely new legal framework would have to be developed

for the Port City.

Given the innovative nature of the proposed reform, deliberations about just how much
privilege should be given to the SEZ evolved into a heated public debate about the pros and cons
of deregulation in general. During the public consultation period for the draft Port City
Economic Commission Act, 19 petitions were filed against it. Some civil society organizations
worried that the establishment of offshore banks could open pathways for money laundering and
illicit financial flows. Others argued that the proposed creation of Port City Economic
Commission as a “single window investment facilitator”, which would have both executive and
legislative power over the area, was unconstitutional. Still others questioned whether foreign
citizens should be allowed to serve on such a consequential commission, fearing that it would
make Port City a “foreign colony”. Finally, a draft clause requiring all disputes in the SEZ be

referred to a special arbitration body raised the specter of losing judicial sovereignty.3°

300 “The Centre for Policy Alternatives (Guarantee) Limited and Dr. Paikiasothy Saravanamuttu vs. The Attorney
General [SC SD 4/ 2021] [in Re the Colombo Port City Economic Commission Bill],” Centre for Policy Alternatives
(blog), April 17, 2021, https://www.cpalanka.org/the-centre-for-policy-alternatives-guarantee-limited-and-dr-
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In response, the Supreme Court determined that most of the fears were unfounded. The
existing Convention on the Suppression of Terrorist Financing Act, the Prevention of Money
Laundering Act and the Financial Transactions Reporting Act would apply to the Port City SEZ.
Moreover, the Port City Economic Commission would need to act “concurrently” with relevant
regulatory authorities in many areas of law — an arrangement not much different from the
existing SEZs run by the BOI.%! Nonetheless, the Supreme Court determined some elements of
the proposed bill conflicted with the constitution. For example, it advised parliament to cap the
share of foreign citizens in the seven-member commission. It further advised that the threshold

for passage of the bill be increased to two-thirds supermajority vote in parliament.

Still, negotiations over exempting the Port City from as many as 17 laws proved to be
painfully slow. For almost three years, lawmakers grappled with finding a delicate balance
between economic liberalization and sovereignty. Then, in 2021, as Sri Lanka slid into the most
severe economic and financial crisis in history, lawmakers finally reached a broad consensus. In
May 2021, the parliament passed the landmark Port City Economic Commission Act, with 149

voting in favor and 58 against.

The supermajority vote empowered the commission with wide-ranging powers to make
and enforce rules in the Port City. For instance, the commission could identify “Businesses of
Strategic Importance” (BSI) and grant exemptions and incentives to these companies to facilitate
investments. Incentives included the exemption from paying income taxes for businesses and
employees, the exemption from paying value added taxes and import duties on goods and

services procured, and the exemption from foreign exchange restrictions. The commission was

paikiasothy-saravanamuttu-vs-the-attorney-general-sc-sd-4-2021-in-re-the-colombo-port-city-economic-
commission-bill/.
301 “Colombo Port City Economic Commission Act,” Pub. L. No. 11 (2021).
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also entrusted to leasing all land and granting all planning and environmental approvals in the

Port City.30?

CHEC, for its part, immediately shifted attention to helping shape the commission’s
work. While the act was being drafted, CHEC completed all land reclamation work. By mid-
2021, roads, bridges, and utilities within the Port City were almost complete (see Figure 4.5).
CHEC moved quickly to hire several global consulting firms to conduct “benchmarking studies”
with Singapore, Hong Kong, and Dubai. The studies identified major gaps in Colombo’s
regulatory environment and mapped out pathways for the Colombo Port City SEZ to catch up
with regional leaders in terms of the World Bank’s “ease of doing business” ranking. Based on
these studies, CHEC submitted draft regulations to the commission. They included, among
others, streamlining investment procedures, clarifying condominium ownership rights, and
creating guidelines on the management of common areas and facilities. Notably, not only was
CHEC the first company to be designated a BSI, thereby receiving a 35-year corporate income
tax break, but it also played a role in shaping the criteria for determining what constituted BSI

based on the priority investment sectors identified by the external consultants.

302 Colombo Port City Economic Commission Act.
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Figure 4.5 Aerial Photo of Colombo Port City in 2021

Source: Chinese Embassy in Sri Lanka

For more sensitive regulations, such as offshore banking, the commission led the
drafting. It hired several global consulting firms and law firms to inform its work. By 2023, the
first batch of 15 priority regulations had been finalized, an updated masterplan and a parcel-level
development control regulations had been approved to reflect an increased density at the
international financial center area (represented by the dashed rectangle in Figure 4.6), and an

urban design guideline had been adopted.
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Figure 4.6 Land Use Plan for Colombo Port City as of 2022
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CHEC became the de facto investment promotion agency for the Port City. Having
secured deeds for all 48 land parcels, it began courting potential investors in a series of
“roadshow” events in the Middle East, South Asia, Southeast Asia, East Asia, and Europe in
2022. By September 2024, more than a hundred companies, domestic or foreign, had registered
in the Port City, and 38 well-known banks, IT companies, and professional services companies
had received the BSI status. Four land parcels, including a marina yacht project, an integrated
resort project, a villa project, and a condominium project, had been leased out to secondary

developers. The first CIFC project — a set of three supertall buildings designed by Skidmore,
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Owings & Merrill — received strong interest from investors and potential tenants (Figure 4.7). A
duty-free shopping center, invested by the China Duty-Free Group, became the Port City’s first
commercial real estate project — and South Asia’s first downtown duty-free shopping center — to
open in September 2024. Mayo Clinic agreed to open an international hospital in the Port City,
and several international schools expressed interests in opening campuses. It is interesting to note
that CHEC itself acted as a joint investor, developer, general EPC contractor, and property
manager for several of these projects, in a vote of confidence in secondary development. The
artificial beaches — first opened to the public in 2023 — had attracted 1.5 million visitors by

August 2024.

Figure 4.7 Rendering of the First Colombo International Financial Center Project

Source: CHEC
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Remarkably, all these were achieved despite Sri Lanka being engulfed by the worst
political and economic upheaval in history. By 2022, Sri Lanka’s financial crisis had evolved
into a full-blown social and economic collapse. The shortage of foreign exchange had triggered a
nationwide shortage of imported daily necessities. Food was rationed. The shortage of fuel
brought the nation to a standstill. The military was deployed to gas stations to curb the violent
struggle for fuel. Widespread power blackouts shut down businesses and offices. Doctors had to
suspend surgeries due to a shortage of medicine and supplies. Schools had to cancel
examinations because of the shortage of paper. Widespread protests broke out and quickly
escalated to engulf much of the Fort area where the presidential secretariat was located. The
military was deployed to suppress the protestors, who chanted “Go Home Gota” (short for the
Rajapaksa family). Several houses owned by the Rajapaksa family were burned down, so were a
museum and a monument of the late D.A. Rajapaksa, the ruling family’s patriarch. In May,
Prime Minister Mahinda Rajapaksa resigned. In July, angry protestors stormed the presidential

palace and set it on fire. President Gotabaya Rajapaksa later fled the country and resigned.
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Chapter 5. Conclusions and Implications

Getting Infrastructure Right

In much of the Global South, the arrival of vast quantities of Chinese state capital in the past two
decades has been hailed by many governments as their best hope to address the dire shortage of
funds for public infrastructure and urban development. It makes sense. Amid the global
competition for footloose capital and skilled workers, which city wouldn’t want to be seen as

having state-of-the-art highways, ports, airports, and oceanfront skyscrapers?

But as Sri Lankan cities have learned the painful way, getting money from China is the
easy part. The real challenge is figuring out how best to use it. When planned and financed
carefully, Chinese state capital can be an incredibly potent tool to advance the host country’s
developmental agenda. But when planned and financed carelessly, the wrong type of
infrastructure of the wrong scale can be built in the wrong place at the wrong time. This could

exacerbate the very financial woes that Chinese capital is meant to address.

The chapters in this dissertation have sought to explain the curious within-country
variation in the performance of three China-backed megaprojects in Sri Lanka. Why has
Colombo Port City seen encouraging early agglomerations while the Mattala Airport has
evidently become a wasteful “white elephant” project? Why did the Hambantota Port only
become more successful over time after an initial stumble? After all, all three projects examined
in this dissertation were planned roughly at the same time during the Rajapaksa presidency. All
three projects were built by the same Chinese company. All three projects were financed by

Chinese state capital.
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I propose a theoretical framework that positions the degree of power concentration in the
megaproject’s planning process and the time horizon in Chinese state capital at the center of such
mixed performances. While megaproject-led urban transformations — from interstate highways in
Boston to mega convention centers in Chicago — have long been understood to unfold as a
function of political power and capitalistic interests, mainstream urban theories have said almost
nothing about the efficacy of the megaprojects produced by these relationships. Nor have
existing theories shed much light on how risks are managed and allocated among different
parties. As this dissertation has made clear, megaprojects are subject to mega risks, and risk
allocation strategies provide a uniquely revealing window into the power dynamics behind each

project.

The overall conclusion is that China-backed megaprojects in Sri Lanka are more likely to
under-perform when Chinese state capital has a short time horizon and when Sri Lankan
planning power is overly concentrated. Such dynamics tend to result in megaprojects being built
at the wrong scale, at the wrong place, or at the wrong time, resulting in wasteful mega “white
elephant” projects. Conversely, China-backed megaprojects are more likely to succeed and
produce agglomeration effects when Chinese state capital adopts a long time horizon and when

Sri Lankan planning power is less concentrated.

In making the distinction between short- and long-term orientation of Chinese state
capital, and between high and low power concentration in Sri Lankan planning, | shed additional
light on why different actors behave in such manners by focusing on the incentive structures
around different risk management strategies. In the following sections, I reflect on each of the
three models in greater detail. I will then discuss implications for theory and practice for both

recipient countries and for China.
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Elite Capture

Chinese capital under the traditional “Engineering, Procurement, Construction + Finance”
model, despite its outward appearance of having long maturity terms, was in fact led by short-
term oriented Chinese construction companies, whom I call global infrastructure entrepreneurs.
A formidable force to be reckoned with, they lobby host country governments for construction
contracts, push projects through a rubber-stamp bureaucratic approval process to secure Chinese
concessional financing, and generally operate with a strong incentive to get big projects built. In
many ways, Chinese construction companies faced very similar incentives under Rajapaksa as
they did in China, which also experienced a debt-financed infrastructure boom around the same
period but only more massive in scale. The postwar infrastructural ambitions of the strongman
leader gave Chinese infrastructural entrepreneurs a (false) sense of familiarity with the home
market and a (false) sense of security and stability, prompting them, at least initially, to adopt a
familiar modus operandi: relying on governments for upstream master planning and downstream
investment attraction, and just concentrate on what they do best — engineering, procurement, and
construction. The bigger the project, the better. Since they get paid directly by Chinese banks
regardless of the underlying commercial feasibility of the projects, they often turn a blind eye to
demand risks. To Chinese contractors, the payoffs are certain, and the risks are concentrated in

the short term.

In the Mattala Airport case and the Hambantota Port Phase Il case (before 2017), the Sri
Lanka government imprudently took on demand risks through its role as the owner and operator
— even though it was poorly equipped to handle demand risks. Modern container ports and
airports are complex, network-dependent infrastructure. Careful technocratic planning,

professional execution, and competent operations and management are some of the key success
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factors. In reality, none of the above was present. Instead, in a blatant postwar power grab by the
Rajapaksa family, technocratic planning institutions and other sources of input were weakened or
outright bypassed, overconfidence replaced rational analysis of risks, and vanity led to a series of
rushed decisions. In other words, planning power was dangerously concentrated in the hands of

the authoritarian president and his cronies.

The combination of short-term orientation in Chinese state capital and Rajapaksa’s
authoritarian approach to planning resulted in the Hambantota Port Phase Il project being built at
the wrong time and the Mattala Airport project being built at the wrong place. It is difficult to
ascertain whether Chinese state capital or Sri Lankan politicians influenced the other side more.
But it is safe to conclude that the relationship was one of mutual dependence. A stubborn
adherence to Zhou En’lai’s non-interference principle, coupled with inexperience operating
overseas, means that managers of Chinese state capital mostly respond and adapt, rather than
actively shape, host country requests and preferences. China’s no-strings-attached approach to

lending, in turn, can fuel host country ambitions far beyond what is affordable and reasonable.

In this model, which | call elite capture, the parties who would benefit the most from the
projects being built are the most active champions and decision makers. By borrowing
recklessly, Sri Lankan politicians gain political patronage — a hallmark of the country’s electoral
politics — as well as prestige in the next election. The sovereign nature of the debts ensures that
the costs can be pushed far into the future and be borne by the entire population, instead of by
those who benefit the most from the project. Chinese infrastructure entrepreneurs, for their part,
also gain from immediate — if not riskless — profits from the China Exim Bank. The bank, whose

very mandate is to support Chinese exports, while also gains from becoming a much bigger

174



lender. Remarkably, each major actor in this process behaves completely rationally based on the

set of incentives it faces, but collectively, the outcome is an irrational planning disaster.

Also remarkable is how little attention was paid to ordinary people — the very group that
these megaprojects ostensibly meant to help. For a while, many bought into the narrative that
development lifts all boats. In Hambantota, some 5000 local residents were relocated to make
way for the port, and there was only one holdout. To its credit, CHEC made sure that most of the
construction workers were sourced locally instead of from China, and thousands of local
residents did find work in the construction phase. But the boom was transient. Continued job
creation depends on the projects being operational, which in turn hinges on the projects being
commercially viable. Local residents in Hambantota were initially hopeful, only to see their hope
being dashed by empty airport, port, stadium, and conventional center, and tales of corruption
and cronyism. It is not hard to see why public opinion for megaprojects turned from being
permissive in the early years of Rajapaksa’s rule to being suspicious toward its end. What is
striking, in retrospect, is how quickly and decisively public opposition erupted on a broad scale,
and how fragile the power-capital alliance that had sustained the megaproject era proved to be
when it did. Ironically, it was the masses, who had little say throughout the planning process,

who ultimately altered the status quo and forced the power-capital alliance into a hard reckoning.

Patient Partnership

Fortunately, the controversy and the public scrutiny over China-backed white elephant projects
led to a new approach to megaproject planning and financing. To be sure, Sri Lanka’s growing
economic and financial stress more generally played a role in accelerating the shift as well. But

the secrecy and haste with which planning was carried out in the previous approach gave way to
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more open public debates, more transparency, and even fierce court challenges. Environmental
groups, members of the parliament, opposition parties, the media, religious groups, and
community organizations, who previously stayed on the sidelines, emerged as potential veto
players in the planning process. This, in my view, is a positive development. Of course, as with
all participatory planning, efficiency inevitably suffers, and costs inevitably rise. But it forces the
Chinese infrastructure entrepreneurs to engage different types of stakeholder than what it was
used to. In the Colombo Port City case, after issues of sovereignty and environmental impact
contributed to the costly suspension, CHEC started to engage much more seriously with these
potential veto players. It improved transparency and built public support for the project, thereby

reducing long-term political risks for the projects.

That managers of Chinese state capital started to consider long-term risks at all was a
major improvement from the short-termism of the past. As chapter four explains, this was as
much the result of a conscious choice to move up the value chain as it was a response to a less
concentrated power landscape. Not content with being a contractor, CHEC and other Chinese
infrastructure entrepreneurs set their sights on the more profitable upstream and downstream
segments of the real estate lifecycle: development, investment, operations, and management. As
an equity investor, CHEC would not only take on more risks, but also take on more types of risks
over a much longer period of time. Different from the lending model, the investment model
made managers of Chinese capital to be responsible, for the first time, for the long-term viability

of their projects in Sri Lanka.

Colombo Port City became the testing ground for this innovative approach, which |
characterize as a “patient partnership.” Chinese state capital became patient because its fortunes

became intertwined with the long-term success of the port city through its involvement across the
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project’s lifecycle. To make the port city commercially viable against the backdrop of a
deepening political and economic crisis in Sri Lanka, the port city became a special economic
zone, and a wide range of laws and regulations were amended to ringfence the SEZ from
external risks. CHEC became, even to its own surprise, deeply embedded in the governance of
the city — from master-planning to determining tax incentives, from investment promotion to
property right reforms. At this point, the line between the public and the private was redrawn,

and it became increasingly blurred.

But I argue that it is a well-structured public-private partnership, for three reasons. First,
the risks are allocated such that each party assumes the type of risks that it is most capable of
mitigating. In the old model, demand risks fall entirely on the shoulders of Sri Lankan authorities
— the party less equipped to mitigate demand risks. In the new model, demand risks are shared.
The politically autonomous Port City Economic Commission takes on the political and
regulatory side of demand risks, while CHEC takes on the commercial side of demand risks.
Second, the spatial allocation of land parcels between the two parties is largely proportional to
the degree of risks taken by each party. Prime waterfront parcels earmarked for commercial
purposes are leased to the corporate partner to reward its extraordinary risk-taking, whereas
inland parcels with a bigger public amenity role, such as the proposed hospital, school, and
conventional center, are owned and managed by the government. Third, the temporal sequencing
of risks and rewards over the Port City’s decades-long lifespan helps align Chinese state capital
with long-term public interests of the city. Because CHEC and China Development Bank bore
the high sunk costs of land reclamation, and because land parcels can only be released to the
market in a piecemeal fashion, Chinese state capital faces a long payoff period. Because the

incentive structures are well designed across the three dimensions of risk allocation, reward
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allocation, and the sequencing of risks and rewards, the “patient partnership” model is best
positioned for long-term success. The Port City’s early success in attracting investments —

despite Sri Lanka’s political and economic upheaval — is a testament to this model’s resilience.

Costly Turnaround

By now it has become obvious that Chinese state capital lands in Sri Lanka in a variety of
context-dependent ways, and there is no single model. Like water, it adapts to the structure
around it and changes shape. The leasing of Hambantota Port to China Merchants in 2017
illustrates the flexibility, adaptability, and fluidity of Chinese state capital. After the opening of
phase Il container port, the Sri Lankan port operator struggled to attract any container business to
cover the operations and maintenance costs, and the Sri Lankan Ports Authority had to extend a

lifeline by transferring some profits earned from the Port of Colombo.

The decision to lease the port to China Merchants for operations and maintenance for 99
years produced an incentive structure very similar to that of the Port City. It reoriented Chinese
state capital toward a long-term horizon. China Merchant’s involvement in the operations and
maintenance phase brought its unique capabilities and network resources to bear. The majority
shareholding investment ensured that China Merchants had enough “skin in the game” for the
long term. The rapid increase in port traffic since the takeover, and the encouraging
agglomeration of portside industries in recent years has put the port onto a mutually reinforcing
positive cycle of demand growth. Hambantota now has many of the right ingredients to replicate

China Merchant’s “Shekou model” of port-zone-city integrated development in Shenzhen.
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Yet | call this model — to the extent this case constitutes a model at all — a “costly
turnaround.” To state the obvious, the durable and immobile nature of infrastructure produces
lock-in effects far into the future. Because the Phase Il container port was built at least a decade
early than market conditions warranted, China Merchants was essentially stuck with container-
specific assets and designs that cannot be readily utilized for other types of cargo. Sri Lanka’s
finance minister estimated that the port’s total operational losses amounted to $230 million by

the time China Merchants took over.3%

It was not until 2024 that container ships began to call on
the port as a result of the newly built factories and bonded warehouses in the adjacent industrial

Z0ne.

Think Slow, Act Fast: Toward A New Approach in Megaproject Planning
In his 2011 bestselling book, Thinking, Fast and Slow, the Nobel-prize winning behavioral

economist Daniel Kahneman describes two ways our brain functions. Fast, automatic, and
instinctive thinking on matters that occur frequently. And slow, effortful, and deliberate thinking
on matters that occur infrequently. Kahneman uses an example of kitchen remodeling projects in
American houses to illustrate the pitfalls of what he calls “planning fallacy” — cost overruns,

delayed completion, and benefit shortfalls.3%

Compared to kitchen remodeling, the three megaprojects analyzed in this dissertation are
all once-in-a-lifetime capital projects in the Sri Lankan context. According to Kahneman’s
theory, we respond to infrequent occurrences with slow thinking. Yet as | have shown, planning

is often rushed. This may seem counterintuitive from a cognitive perspective, but if one carefully

303 Jones and Hameiri, “Debunking the Myth of ‘Debt-Trap Diplomacy.’”
304 Daniel Kahneman, “Thinking, Fast and Slow,” Farrar, Straus and Giroux, 2011.
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considers, as | have, the incentive structures shaped by the power-capital alliance, rushed
planning suddenly makes perfect sense. If anything, rushed planning seems like the rational thing

to do for each major actor involved, even though the collective outcome turns out to be irrational.

The root of the problem, therefore, is structural. For policymakers and urban planners on
the recipient end of Chinese state capital, this dissertation holds several implications for the
practice. First, developing countries need to address not only the chronic problem of under-
investment, but also the emerging problem of non-performing investments as well. This
dissertation reveals that host country governments in fact have more agency in shaping Chinese
state capital than many have previously assumed. Second, how to adopt institutions and engage
Chinese state capital in a way that produces “patient partnership” instead of “elite capture”?
Relatedly, if a project is already mired in a state of “elite capture,” how to quickly turn it around?
I do not purport to offer an exhaustive action guide in this dissertation, but perhaps ring-fencing
strategic planning processes against political impulses and electoral politics, and requesting

Chinese direct investments instead of concessional loans, may be some key steps.

Drawing on Kahneman’s insight, | propose a simple rule-of-thumb approach to
megaproject planning: think slow, act fast. Planning takes time, necessarily so, because planning
should be strategic, rigorous, inclusive, and realistic. For planning to be strategic, planners
should carefully consider how each project contributes to systems-level goals and priorities and
how it relates to other parts of the system, including the socioeconomic system, the ecosystem,
and the built environment. It should be based on an accurate forecast of costs and benefits. It
should also weigh alternative solutions to achieve the goal, including the option of not building.
It should bring relevant stakeholders early into the process, instead of treating consultation as a

necessary formality. Doing so helps spot problems and mitigate risks before the first shovel is
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picked up. To state the very obvious, planning must be carried out before construction, instead of
being relegated to a tool of rationalization of rushed decisions. Most importantly, planners must
be realistic about the limits of megaproject-led development, making sure that megaprojects are
only a means to a bigger, publicly oriented end, rather than an end in itself. For megaprojects to
achieve their intended goals, complementary policy measures, or the so-called “soft
infrastructure,” are often needed. Because all these thinking needs to go into planning, the
process is necessarily slow. Once the go/no-go decisions are made, stakeholders must then act

fast to execute the project to avoid cost overruns.

Global China and the Emerging Geographies of Global Urbanism

By 2018, the perils of the “think fast, act fast” approach to overseas megaprojects had been
increasingly recognized by the Chinese authorities. As the vacant Mattala Airport and
Hambantota port grabbed global news headlines, China began to “recalibrate” the BRI. Since
then, the new emphasis is on “high-quality development”, an official jargon which roughly
translates to sustainable development, both in a socioeconomic sense and an environmental
sense. In a tacit acknowledgement of the risks associated with scale, the Chinese government
tightened approval of new megaproject financing deals, contributing to a marked deceleration in
China’s overall infrastructure lending. Instead, less risky and more environmentally friendly

“small and beautiful” infrastructure projects are encouraged.

Ironically, China went from being a skeptic of the western emphasis on stringent
environmental, social, and governance (ESG) safeguards in overseas infrastructure projects to an
advocate of robust ESG risk management. China once viewed stringent ESG requirements as a

costly and cumbersome undertaking with colonial connotations, but authorities in Beijing
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increasingly realized that attaching certain conditions to the loans would be necessary after all. In
2019, in a major speech marking the fifth anniversary of the BRI, Xi Jinping announced that
China would “adopt widely accepted rules and standards and encourage participating companies
to follow general international rules and standards in project development, operation,
procurement, and tendering and bidding.”3% He added that “everything should be done in a
transparent way, and we should have no tolerance for corruption.” In 2021, the State
Administration of Foreign Exchange (SAFE) — the ultimate source of funding for most of the
China’s state-owned policy banks — announced that it would adopt the ESG criteria of
multilateral development banks (MDBs) and incorporate their ESG principles into the whole

project — from decision-making to post-investment management.

In short, China learned from past mistakes and became, paradoxically, more “western” in
its new approach. At the same time, a major drive to improve oversight and accountability at
state-owned financial institutions was launched. By September 2024, prosecutors have opened
investigations into at least a dozen senior officials at China Exim Bank, China Development

Bank, and Sinosure, although we do not know if any of them are linked to projects in Sri Lanka.

Like China’s reform process itself, the globalization of China’s state capital in the
infrastructure sector has been marked by constant experimentation and adaptation. Despite its
domestic achievements in infrastructure, China remains a toddler in international markets. This
dissertation reveals that the BRI has followed an iterative process, characterized by learning-by-
doing and doing-by-learning. A key finding from my case comparison is that Chinese state

capital is not uniformly patient, as some scholars have suggested. Rather, it exhibits

305 Jinping Xi, “Working Together to Deliver a Brighter Future for Belt and Road Cooperation. Keynote Speech
by President Xi Jinping at the Opening Ceremony of the Second Belt and Road Forum for International
Cooperation,” April 26, 2019.
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characteristics of developmental patience in some cases and characteristics of transactional

impatience in others.

The result has been a highly heterogenous urbanism in Sri Lanka: it enables some places
to become vibrant urban agglomerations while abetting others to become empty ghost sites. Still
others become more successful over time as a result of a shift in Chinese state’s capital time
horizon from the short term to the long term. Moreover, the Colombo Port City case reveals that
Chinese state capital can, paradoxically, drive neo-liberalization in areas that it is embedded.

This insight enriches our understanding of how global capital flows shape cities.

It remains to be seen how China’s recalibration of the BRI will affect dynamics on the
ground. But one thing seems certain: if history is any guide, China’s global connectivity dream is
here to stay, and the forms of its overseas infrastructure engagement will continue to evolve over

time. To paraphrase Deng Xiaoping, China will keep crossing the ocean by feeling the stones.
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