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ABSTRACT 

 

This portfolio thesis analyzes the nature of three controversial dimensions of Chinese 

foreign policy: human rights, the yuan-U.S. dollar exchange rate, and foreign aid. These 

topics are then applied to Sino-Sudanese relations—a controversial topic in its own 

right—as a case study of how these dimensions each affect China‘s relations with other 

nations. The controversial nature of these components stems from the Chinese resistance 

of international expectations as established by international law and norms. One possible 

explanation for this is that the Chinese do not perceive it as being in their interests to 

abide by international expectations. The liberal standards that dominate international laws 

and norms fail to mesh with the PRC‘s realist outlook and the goals of its authoritarian 

regime. 
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INTRODUCTION 

 

The People‘s Republic of China (PRC) has been closely studied and observed in 

the realm of international relations since it began its evolution as a major international 

player three decades ago. This increased international attention has shed light on various 

aspects of the foreign policy path pursued by the Chinese. Many of these dimensions are 

highly controversial. The debates are fueled in part by a lack of verifiable and reliable 

information on China, which is frequently difficult to come by due to an absence of 

transparency in the PRC. But much of the controversy derives from the fact that the 

Chinese frequently do not adhere to international expectations as manifested by 

international laws and norms.  

 This portfolio thesis seeks to explore the nature of three of these controversial 

dimensions in Chinese foreign policy: human rights, the Chinese yuan-U.S. dollar 

exchange rate debate, and foreign aid. These are three of the most important dimensions 

to understand in order to comprehend the nature of greater Chinese foreign policy. They 

also provide a more solid understanding of what factors influence the PRC‘s foreign 

policy. The fourth chapter of the portfolio thesis will survey the impact of each 

dimension in a case study on China‘s relations with the Sudan.   

To be sure, there are many other dimensions to Chinese foreign policy. The topic 

is immense and highly complex to study as a whole, but by studying it in parts the 

mechanisms behind its functions become a little clearer. It does not necessarily give the 

whole picture, although the three dimensions covered in this thesis frequently overlap in 

certain areas.   
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 The human rights chapter will examine the strategic interests that shape influence 

Chinese behavior with respect to human rights abroad: these interests include regime 

survival and sovereignty, access to export markets, access to primary products, regional 

hegemony, global influence, and countering U.S. influence. China would prefer to be left 

to its own devices with respect to its domestic and foreign human rights records.  But 

because these records are a matter of concern for some of China‘s bilateral and 

multilateral partners, China must respond to the scrutiny. It typically defends itself by 

invoking cultural relativist arguments that emphasize non-Western ―Asian‖ or ―Chinese‖ 

conceptions of human rights. Diplomatically, China is skilled at maneuvering around and 

resisting pressure from other states. 

 The chapter on exchange rates debate centers around the value of China‘s 

currency relative to the U.S. dollar and the range of evidence pointing to whether the 

yuan is undervalued or not. For years the Chinese have heavily managed the yuan‘s value, 

at first with a dual exchange rate system, then with a solid unitary peg, now with a 

crawling peg. The analysis of the debate will start with a history of the peg, and then 

move on to look at the evidence provided by different sides of the debate. Very few 

believe that the yuan is overvalued; most believe that it is either undervalued or at the 

right value. Usage of a variety of methodologies in the literature accounts for differences 

in conclusions. A look at the political and economic consequences of the yuan‘s value as 

it stands today will follow. Regardless of whether it is undervalued or not, the value is 

still sufficiently low enough to help drive China‘s booming export market, which has 

impacts on other countries, especially other developing countries.  
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 The foreign aid chapter will cover China‘s use of foreign aid as a foreign policy 

tool and then briefly look into China‘s foreign aid to Cuba and Venezuela to demonstrate 

the role of ideology in prioritizing allocation of foreign aid—or, as it turns out, a lack 

thereof. Foreign aid establishes that there is a particular kind of functional inequality in a 

bilateral relationship, that one country is providing resources to another because the latter 

is lacking in some capacity. Foreign aid transactions typically flow from developed to 

developing countries but over the past twenty years or so there has been an increase of 

foreign aid between developing countries. China has taken advantage of this and has been 

using foreign aid to accomplish many of its foreign policy goals, including procuring oil 

and deterring other nations from diplomatically recognize Taiwan. 

  The final chapter is a case study on Sino-Sudanese relations. This will look at 

how each of these three dimensions applies to the relationship China has established with 

the Sudan and what consequences they have. Human rights are almost certainly the 

dimension with the most impact, since Sudan is one of the most high-profile human 

rights crises in the world. A look at Sudan‘s export-import structure and the exchange 

rate between the Sudanese pound and the Chinese yuan permits identification of how the 

yuan‘s value affects the trade relationship; however, it does not appear to be a major bone 

of contention between the two countries. Foreign aid is given to the Sudan to help 

develop its oil industry so that China might get access to the lucrative market. This 

chapter also contains a special section on sovereignty and its importance in the 

relationship in light of the upcoming January 2011 referendum, which will decide 

whether the South will split from the North. Regardless of the outcome, the role of the 

Chinese will drastically change.  
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 Throughout all of these chapters, there are common themes that link these 

dimensions together. It is important to pay attention to them, because they tell much 

about the nature of PRC foreign policy and provide a context under which its foreign 

policy operates. Sovereignty, realism, and the discrepancy between Chinese methods and 

international norms are three of the most prevalent themes in this study.   

 Sovereignty—Westphalian sovereignty in particular—is one of the most 

significant concepts to understand in gaining an understanding of Chinese foreign policy. 

The idea of Westphalian sovereignty began with the Peace of Westphalia of 1648 and is 

the concept that nation-states have sovereignty based on territorial integrity and freedom 

from external interference with domestic authority structures. In contemporary times 

adherence to Westphalian sovereignty has been whittled away with the establishment of 

international institutions and actors such as the UN. Despite this shift in the conception of 

sovereignty, the Chinese aspire to maintain Westphalian sovereignty as an international 

standard. In the context of secessionist elements within China, such as Tibet, and the 

ever-distancing Taiwan, this desire is understandable. By defending Westphalian 

sovereignty, the Chinese resist external scrutiny, insisting that sovereignty means non-

interference in other nations‘ domestic affairs. But as the Sudan case study will show, 

even the Chinese occasionally depart from this principle because circumstances in 

bilateral international relations sometimes pull one country into the affairs of another. 

The nature of the Sudan case made Chinese involvement almost inevitable.  

 Realist patterns of behavior are evident in Chinese foreign policy. Realism in the 

context of international relations theory assumes that states are the central actors and that 

each one is out for itself to attain the most ―power‖ possible. There are many definitions 
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of power that apply here; some of the relevant definitions include, but are hardly limited 

to: 1) the ability to induce others to do what you want and influence them, 2) economic 

wealth, and 3) the capacity to attain your goals and desires. Realists evaluate the world in 

terms of power structures, the amount of power that one state has compared to others. 

International relations are considered a zero-sum game, meaning that power gained by 

one state means a loss for others. Cooperation in the international realm is based on this 

power structure. States are said to have two options when facing a more powerful state: 

balancing or bandwagoning. States that choose to balance find allies to counteract the 

power that the powerful state possesses or is perceived to possess. Those that bandwagon 

ally themselves with the powerful state. The overall Chinese approach to foreign policy is 

clearly realist; China‘s extreme self-interest and concern with gaining status and 

influence easily demonstrate this. For example, China‘s strategy of counterbalancing the 

U.S. wherever the U.S. has left a diplomatic vacuum is a characteristically realist strategy 

to take. There are other instances that will be identified in the analysis and discussed. 

 Examples of how China‘s methods differ from those established by international 

norms are consistently present and will be pointed out and discussed throughout the 

analysis. For instance, as will be shown throughout the currency and foreign aid chapters 

in particular and discussed in the conclusion of this thesis, the Chinese do not constrain 

themselves to the mainstream neoclassical model of development; the neoclassicalists 

call for minimal government intervention, while the PRC maintains heavy regulation on 

certain parts of the economy. The differences between the foreign policy track the 

Chinese take and the path as established and encouraged by international norms are the 
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source of these foreign policy debates and give the aforementioned dimensions their 

controversial nature.  

 This thesis strives to shed light upon the controversial natures of three dimensions 

of Chinese foreign policy. By analyzing these controversies and the debates behind them, 

we see the problems associated with a detachment from international expectations as well 

as get a glimpse of the mechanisms behind the workings of Chinese foreign policy. While 

it is an incomplete picture, it hones in on both more general and some of the finer points 

simultaneously. 
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PART I: WHAT INFLUENCES CHINESE ATTITUDES TOWARDS HUMAN 

RIGHTS INTERNATIONALLY? 

 

Introduction  

Many scholars argue that the Chinese have slowly been moving towards 

supporting greater human rights at home and abroad, pointing to the international laws 

that China has acceded to and the domestic laws that it has passed and arguing that 

passage of these domestic laws is necessary particularly in light of the necessity of 

building a rule of law in conjunction with a growing market economy (Wan 2007). This 

may be true, but there is still a long way to go, particularly domestically. Internationally, 

at first glance, it has made some major strides. The PRC has increased participation in 

multilateral human rights agreements over the past thirty years; considering its position as 

a permanent member on the United Nations Security Council (UNSC), it cannot ignore 

human rights. But bilaterally, human rights do not appear to be much of a consideration 

or a priority, especially when one observes China‘s interactions with countries like the 

Sudan and Venezuela. There is very little reason for China to give human rights priority 

bilaterally, as shall be discussed later.  

This paper will look at the Chinese attitude towards human rights internationally 

both on a multilateral basis and a bilateral basis and look at the factors that influence both; 

it will not put much focus on China‘s treatment of its own domestic human rights 

situation. Human rights in a given country will have a particular value based on not only 

the priorities of that country, but also the means by which these priorities are meant to be 

attained. While China‘s primary foreign policy goal—economic growth and supremacy 

for the sake of regime survival—is mostly being achieved through bilateral trade, aid, and 
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investment agreements, supporting human rights in the countries that the PRC interacts 

with will continue to take a backseat in the list of foreign policy priorities. 

Overarching Chinese Interests 

 Here is a brief description of some of the overarching goals of Chinese foreign 

policy: 

Regime Survival and Sovereignty 

Sovereignty. The regime‘s survival is the top goal in Chinese foreign policy. The 

Chinese Communist Party (CCP) needs to maintain legitimacy at home and abroad to 

stay in power. All other interests in one way or another link back to this one goal. The 

PRC does not wish to suffer the same fate as the Soviet Union and so concentrates its 

efforts both domestically and internationally on propping its support and legitimacy 

(Sutter 2008). 

The Chinese participate in international agreements to the degree that it does not 

overstep what they consider to be an acceptable level of relinquishing sovereignty. 

Sovereignty is a very important principle based on the fact that Chinese actions abroad fit 

realist patterns of international relations, which is very state-centered in outlook; for the 

Chinese, the sanctity of the state is near inviolable. The realist way of thought in 

international relations theory relies on states as the primary actors, competing with each 

other for power, which can be done by balancing (allying with other states to counter 

another states or several states) or by bandwagoning (allying with the threatening state or 

states). In other words, it is about each state putting itself in the best position to attain 

power in order to fulfill its interests. In addition to taking the realist view of international 

politics, the PRC‘s stance on sovereignty is hardly surprising in the light of the CCP‘s 
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main goal of regime survival. Interference of other members of the international 

community is highly undesirable because it places the CCP in a negative limelight and 

detracts from its legitimacy abroad.  

 Maintaining a viable course of action in carrying out foreign policy goes a long 

way in the continuance of recognition of the CCP by the international community as the 

legitimate government of the PRC. Here ―viable‖ means that China‘s actions abroad 

largely follow international laws and norms. However, this does not mean that China has 

not tried to go its own way to change international norms and the way they are applied—

for instance, humanitarian intervention. China is becoming big enough that it can assert 

influence and perhaps effectively change the course of international laws and norms. This 

will further ensure that the CCP has more leeway to follow policy courses that will allow 

it to maintain power.  

Because the PRC does not wish to have its own sovereignty challenged, ―Chinese 

foreign policy stresses a strict position of noninterference when it comes to other nations‘ 

sovereignty‖ (Dempsey 2010). It wishes to avoid multilateral monitoring and potential 

intervention; official Chinese policy openly argues that human rights are a matter of the 

state, not the international community (Nathan 1994). In regard to bilateral human rights 

monitoring, China again clings to the sovereignty principle. Human rights monitoring on 

a bilateral basis is extremely problematic and implies an infringement of a state‘s 

sovereignty because it pits one sovereign state against another; it also implies that one 

state is superior to another. On the other hand, ―multilateral action pits the sovereignty of 

a single state against a community of sovereign and formally equal states and thus 

requires a diplomatic process of cooperation and coalition building‖ (Kent 1995). 
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Naturally, the Chinese are not amenable to any kind of human rights monitoring, bilateral 

or multilateral, as they view such monitoring as a form of interference.  

“One Country” Policy: Taiwan. Taiwan has been slowly moving towards independence 

from mainland China. The PRC‘s ―One Country‖ policy drives it to attempt to isolate 

Taiwan by enticing other countries with incentives not to diplomatically recognize 

Taiwan. A major reason for China‘s ―One Country‖ policy is to prevent the country from 

falling apart bit by bit; if they allow Taiwan independence, then territories like Tibet are 

also going to insist on independence, perhaps leading other provinces to do the same. The 

CCP has used nationalism as yet another pillar to support its monopoly on power, into 

which the Taiwan issue fits perfectly. This issue interferes with the CCP‘s goal of 

maintaining sovereignty and pursuing its nationalistic ambitions (Sutter 2008). This 

policy of essentially bribing other countries to not recognize Taiwan has only partially 

been successful, because Taiwan itself has much to offer as well as mainland China.  

“One Country” Policy: Tibet. Tibet is another contentious issue in China‘s struggle to 

maintain sovereignty. Tibet currently stands as an independent autonomous region, but 

many Tibetans desire independence on the basis of ethnic nationalism and resist Chinese 

rule and authority. Over the course of Communist rule in China, the use of the military 

has become increasingly important for the CCP to maintain its ―One Country‖ policy by 

ensuring order in Tibet, particularly in light of the political instability caused by 

international influences in support of a free Tibet (Karmel 1995). Hu Jintao, the current 

president of the PRC, became co-party leader of Tibet in December 1988 and aided in 

reversing his predecessor Wu Jinghua‘s more liberal policies towards Tibetan religion 

and culture. Since then China‘s general policies towards Tibet have been stringent and 
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conservative—making Tibet autonomous in name only—in contrast with other regions in 

which the Chinese have promoted autonomy as a way to encourage local initiative and 

spur the local economy into rapid growth (Karmel 1995).  

 Tibet is often vilified by the Chinese government and CCP as a region with a 

backward, feudal, barbaric culture in need of Han Chinese ―help.‖ Tibetans are 

considered unfit for high-level positions in the CCP, although they do occupy many high-

ranking government positions. Because of this discrimination, many Han Chinese cadres 

have made their way to Tibet. The Dalai Lama has accused the Chinese government of 

―cultural genocide‖ as a result of China‘s policies toward the region (Karmel 1995). This 

ethnic and cultural tension is a source of frustration and anger on the part of many 

Tibetans, fueling their desire to resist Chinese authority.  

What have caught the attention of the international community are Chinese 

attempts to silence political unrest and dissonance in Tibet. These attempts have been 

extremely violent, frequently involving extra-judicial arrests, imprisonment, and torture. 

Not only do these actions extend to protesters, but also to institutions of political, 

religious, and educational nature; Chinese authorities have arrested many who belong in 

such institutions on the grounds that they are ―splittist‖ and ―counterrevolutionary‖ 

(Karmel 1995). China wishes to be able to maintain its domestic policies without 

interference, but the threat of intervention on humanitarian grounds constantly hangs 

heavily over the head of the government.  

Regional Hegemony 

The Chinese wish to maintain their position as a power in East Asia as a regional 

hegemon. It is their desire to control the balance of power in the region through various 
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means, including preventing Taiwanese independence, countering Japan‘s military 

cooperation with the U.S., and maintaining stability on the Korean peninsula (Sutter 

2008). A great portion of Chinese foreign affairs is concentrated in East Asia, where it 

can easily assert influence based on commonalities in culture and politics. As will be 

discussed in the next section, the Chinese have put forth the claim—and it is hardly the 

only Asian nation to do so—that there is a common Asian culture with its own set of 

unique values, particularly when it comes to human rights. With this perception in mind, 

China prefers to interact with these other nations, rather than haggling with nations that 

do not possess these Asian values. However, many suspect that this assertion of Asian 

values is a thinly veiled attempt at justifying poor human rights records.  

Global Influence 

Despite its preference for interacting with Asian nations, the PRC also desires to 

have a voice in world affairs. It believes that aside from prestige, it needs to expand its 

global influence in order to attain the goals of its foreign policy, such as countering U.S. 

power, Taiwan, economic prominence, and so on (Sutter 2008). For this reason China is 

expanding the amount of participation in multilateral institutions in its diplomacy. As 

stated before, China wants to have an impact on the way international laws and norms are 

applied and interpreted. 

Countering U.S. Influence  

Countries that have little to no interaction with the U.S. because of their lack of 

strategic importance or for their being shunned on the accounts of certain policies or their 

governmental regimes as a whole are often courted by the Chinese to fill the diplomatic 

vacuum, so to speak. Even areas where the U.S. has traditionally held a great deal of 
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influence, such as Central and South America, are increasingly turning more to China. 

The decision to counter U.S. influence stems from China‘s realpolitik approach to 

international relations; in this case, the Chinese have decided to balance U.S. power by 

allying with other nations.  

 Countries that the U.S. has shunned often have egregious amounts of human 

rights violations on their records. Because of China‘s belief in respecting sovereignty, the 

Chinese often ignore this fact in the attempt to counter U.S. influence; they view it as an 

opportunity dropped by a powerful rival. States like Venezuela, Iran, and the Sudan have 

human rights records ranging from suspect to egregiously horrific; regardless of status, 

China supports all of these regimes through diplomatic interaction, trade, investment, and 

aid.  

Access to Primary Product Markets 

This is perhaps the most important interest. As Zafar (2007) succinctly states, 

―China‘s foreign policy is being increasingly driven by its domestic development strategy 

and the need for resources.‖ The CCP uses domestic economic growth to help maintain 

itself in power. China‘s impressive and massive growth has led it to requiring vaster 

amounts of resources, so they are sought wherever they can be found. This is especially 

true of Africa. Oil and minerals are the most sought by the Chinese; countries with these 

resources are thus heavily courted by the PRC, gross human rights violations 

notwithstanding. China also seems to wish avoiding buying oil and other resources on the 

open market in order to escape the price fluctuations that accompany such commodities 

(Zafar 2007). The graph below demonstrates the enormous priority that oil in particular 

has in the overall procurement of primary products. 
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 Primary products are often associated with what is known as the ―resource curse,‖ 

which is the concept that developing countries well-endowed with natural resources have 

lower growth rates. Literature has revealed mixed results as to whether to resource curse 

is a real occurrence; regardless, it is undeniable that natural resources do have problems 

associated with their procurement and use. Resources are often utilized by governments 

of developing nations to support their regimes, frequently leading to rent-seeking 

behavior in the absence of a formally functioning governance structure. Moreover, in the 

majority of internal conflicts, resources play a foremost role in their initiation or 

perpetuation. Groups rebelling against a national government will compete with the 

government to take control of natural resources as well as foreign aid to fund their efforts 

against the other. Numerous examples follow. One factor perpetuating the Somalian 

conflict is the control of food aid provided by other countries. The Angolese conflict has 

been spurred by struggles over resources such as oil and diamonds. Rwanda has the 

highest density per acre of arable land in the world. 

 China‘s search for natural resources is such that considerations of human rights 

violations that might follow from purchasing primary products from resource-rich 

countries are minimal. The PRC‘s interactions with regimes such as the Sudan, Iran, 

Angola, and others support this. These are all countries with egregious human rights 

violations on their records.  
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Chinese Crude Oil Imports 2008 and 2009 

 

 

(Source: U.S. Energy Information Administration) 

 The graphs above show that China procures the highest volumes of oil from 

countries with poor human rights records: in fact, almost every country that China 

consistently imported high levels from across both years has some of the worst human 

rights records. Some of the reasons behind this have been mentioned before. Other 

countries are well aware of China‘s deep respect for sovereignty; adherence to principles 

Chinese Crude Oil Imports by Country 
2008 (Thousands of barrels per day)

Saudi Arabia (725)

UAE (91)

Angola (596)

Iran (425)

Russia (232)

Sudan (209)

Venezuela (121)

Kuwait (118)

Kazakhstan (113)

Others (646)

Chinese Crude Oil Imports by Country 
2009 (Thousands of barrels per day)

Saudi Arabia (740)

Oman (275)

Angola (451)

Iran (544)

Russia (299)

Sudan (217)

Kuwait (171)

Kazakhstan (97)

DRC (115)

Libya (93)

Others (582)
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of sovereignty makes trade with China more desirable, because it means that the 

governments do not have to worry about losing a major trading partner on the basis of the 

state of domestic affairs or the nature of the regime. Another reason is that quite a few of 

these countries have been diplomatically shunned by Western countries on the account of 

their regimes and China has seized the opportunity in their absence.   

Export Markets 

In addition to needing partners to provide primary commodities, the Chinese also 

widely seek markets for their products. The PRC‘s economic success has heavily relied 

on the lucrative use of nurturing the export sector. Many countries, particularly those in 

Sub-Saharan Africa, that export items like textiles, have a difficult time competing with 

the Chinese. The Chinese work to make their exports competitive in the world market, 

particularly by controlling the yuan-U.S. dollar exchange rate and keeping it at what 

many claim to be at an artificially low rate. This makes their exports more attractive, 

particularly to China‘s most important export market: the United States.  

 The Chinese use their export sector to ensure that they maintain an edge in global 

competition. Their comparative advantage lies in producing commodities that are labor-

intensive, evident by its enormous population and workforce. Since many other 

developing countries also specialize in labor-intensive commodity production, China‘s 

low-cost exports and enormous production capabilities often have a negative impact on 

the competitiveness of those developing countries. On the other hand, other countries 

benefit from trade with China, particularly those who are resource-rich. Chances are, 

particularly in these resource-rich countries like the Sudan, Chinese trade is helping out 

the government and possibly other groups involved in the conflict:  
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China‘s heavy investment in the Sudanese economy, and the oil sector in 

particular, are of concern because of the manner in which the fruits of that growth 

and revenue are being used….The Darfur region has not received the economic 

benefits of this growth. To the contrary, Darfur has suffered because of the 

growth as Sudan‘s rapidly expanding economy has put the government in a 

position where it can readily fund its military and its weapon purchases (Save 

Darfur Coalition 2007). 

 

But the problem for China with eliminating trade on the account of human rights 

is that trade sanctions are often useless. It means that the country being sanctioned 

against will find alternative sources for trade, something China cannot allow in the light 

of its own self-interests.  

 Although the Chinese are one of the largest importers of conventional arms, 

particularly small arms, they are also a large conventional arms exporter—one of the top 

ten, according to Amnesty International—especially to other developing countries. The 

table below demonstrates the distribution of arms deliveries made to developing countries 

by region between 1997 and 2008.  

Percentage of Chinese Arms Delivery Values to Developing Nations by Region, 

1997 – 2008* 

  1997-2000 2001-2004 2005-2008 

Asia 48.28% 61.29% 47.83% 

Near East 27.59% 25.81% 28.26% 

Latin America 3.45% 0.00% 8.70% 

Africa 20.69% 12.90% 33.33% 

(Source: Congressional Research Service) *As a percent of total Chinese conventional arms deliveries to 

developing countries 

 The majority of conventional arms deliveries go to Asia, which makes sense in 

context of China‘s preference of dealing with Asia. Trade levels with the Near East (the 

Middle East and Northern Africa) are consistently high throughout this period. Arms 

trade with Latin American developing nations has ultimately increased, though it remains 

a small portion of China‘s total arms trade. However, the most important change shown 

in this table is in the percentage of arms deliveries to the African region (here, Sub-
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Saharan Africa) from 2001-2004 to 2005-2008, which has increased by over two-fold. In 

light of China‘s expanding relationship with Sub-Saharan Africa and the fact that China 

is competing with Russia in selling arms to Africa, this value is likely to increase.  

Many are concerned that the countries with which China trades arms, especially 

in Sub-Saharan Africa, contribute to human rights violations in those countries. This is an 

issue particularly in the Sudan; the Chinese claim they do not contribute arms to the 

Darfur conflict, but because they trade with the Sudanese government, it is almost certain 

that Chinese arms get distributed to combatants involved in the conflict, such as the Arab 

militia group the Janjaweed. Amnesty International released a report in 2006 in which 

they analyze the ways that Chinese arms trade has helped sustain conflict and human 

rights violations in countries such as the Sudan, Nepal, and Myanmar. The report 

ultimately concludes that China has largely ignored circumstances surrounding countries 

with which they trade arms, in great part due to their respect for sovereignty. Although 

the Chinese have updated regulations on international arms transfers by the PRC 

government, assessing the effectiveness of these changes is nearly impossible, because 

transparency regarding actual transfers of military, security, and police equipment is 

sorely lacking (Amnesty International 2006). 

Multilateral Participation in International Human Rights 

 Chinese participation in the international human rights regime has increased a 

great deal. Based on Chinese interests, China uses the multilateral regime to shift current 

international norms on human rights so that there is less overall scrutiny, which easily 

explains this increase in participation. There is uncertainty as to how effective these 

efforts are or will continue to be in the future; as large and influential as China is, it is 
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unlikely that it will singlehandedly shift international norms toward trends more suitable 

for its interests.  

The Nature of International Human Rights vs. “Chinese” Human Rights 

  International human rights, by nature, are fraught with controversies and debates. 

Many claim that there are universal human rights; others believe that there are not, on the 

basis of diversity in cultures and politics. Some are skeptical of human rights as they 

currently stand; Bové (2002) argues that human rights are a normative tool used by 

neoliberal regimes in a globalizing system that perpetuates violations of those very same 

norms. There are a wide variety of arguments and viewpoints regarding the nature of 

human rights. 

 In discussing human rights violations, the focus is generally on governments 

committing atrocities against their people: torture, disappearances, political prisoners, 

genocide, terror, and many more. But there is much more to the story. There are ethnic 

and religious groups committing such acts against each other (such as in Rwanda and the 

Sudan, respectively) as well as transnational terrorist organizations, though it is true that 

any one of these groups might be backed by one or even several governments. Ethnic 

violence is generally within the domestic jurisdiction of the state it occurs in and 

transnational terrorist organizations by nature belong to no one country. This makes 

humanitarian law difficult to enforce, except for governments that are subject to the 

international community as it stands today.  

 The question of what international human rights actually are leaves room for 

noncompliance among states under the arguments that they are culturally unique and thus 

must follow their own cultural norms, such as the Asian countries have done (Sen 1997; 
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Chan 1998). Many human rights supporters and scholars on the subject of human rights 

emphasize its universal nature. In response to these assertions, wa Mutua (2001) argues 

that the nature of the ―universal‖ human rights movement is largely liberal and European, 

which does not make them intrinsically inferior or superior but rather limiting in terms of 

diversity; there must be openness to allowing other cultures to contribute to the 

movement: ―Half a century after the Universal Declaration of Human Rights laid the 

foundation for the human rights movement, its ideas have been embraced by diverse 

peoples across the earth….Those same people who have embraced the corpus also seek to 

contribute to it, sometimes by radically reformulating it, sometimes tinkering at the 

margins‖ (wa Mutua 2001). Wa Mutua essentially challenges the existence of a complete 

human rights corpus—perhaps the corpus exists, but it remains incomplete as it stands 

today. 

The Chinese are fond of the argument that their human rights are distinctly 

―Chinese‖ or ―Asian‖; it boils down to ideology and cultural relativism. This is a 

somewhat shaky argument. Amartya Sen (1997) demonstrates that human rights such as 

freedom and tolerance are no strangers to Asian cultures; he points out that there are 

Asian traditions, such as Buddhism, which value freedom highly; even Confucianism 

does not eliminate freedom as a right, despite its emphasis on order. He cites historical 

examples of Asian leaders who promoted such rights in their regimes.  

 In contesting the universality of human rights, China also argues a different line 

of thought on who has the right to bestow human rights onto individuals: 

Chinese official jurisprudence views rights not as ―natural‖ but as given by the 

state, to be limited and defined by the law; sees constitutional rights not as 

limitations on the law but as goals whose realization is to be spelled out in laws; 

stresses the priority of social and economic rights over civil and political rights, 
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and of national relations of self-determination and development over the rights of 

individual citizens within countries; and holds that the rights of individuals are the 

concern of their governments, and not of the international community (Nathan 

1994). 

 

This heavily contrasts with Sen‘s argument that ―[i]n the most general form, the notion of 

human rights builds on our shared humanity. These rights are not derived from the 

citizenship of any country, or the membership of any nation, but taken as entitlements of 

every human being‖ (Sen 1997). 

 Another major issue in international human rights is the conflict between human 

rights and sovereignty. The UN charter states that the UN shall not intervene in matters 

that are ―essentially within the domestic jurisdiction of any state,‖ but at the same time, 

sovereignty is restricted by the ―supra-national‖ nature of human rights international law 

(Nathan 1994). The trend in the international human rights regime is an increased use of 

moral suasion, economic sanctions, or military humanitarian intervention on the grounds 

of human rights violations (Nathan 1994). The latter of these presents the biggest 

problem, as humanitarian intervention can establish a dangerous precedent; if one country 

can intervene, what stops another from doing the same? Worse, the intervention can 

occur under the guise of humanitarian intervention but in reality be an action taken to 

further other interests. China fears this kind of breach of sovereignty, which bolsters its 

argument that human rights should not be the concern of the international community. 

Chinese Participation in the International Human Rights Regime 

Since Deng Xiaoping came to power in the late 1970s, China has been 

increasingly participating in multilateral human rights agreements. Wan (2007) explicitly 

names three reasons that China began acceding to international human rights laws in 

1980: 1) China‘s expanding influence internationally and its position on the UNSC make 
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it impossible to avoid, 2) China accepts UN legitimacy along with its institutions and 

laws, and 3) Chinese human rights legalization has been indirectly affected by 

international politics, largely by pressure from developed democracies for China to 

improve its human rights.  

Hathaway (2004) has a rather different idea of why an authoritarian nation such as 

China would partake in the international human rights regime. She surveys 160 nations 

over the course of forty years, analyzing the number of international anti-torture 

agreements being ratified or ascended to. Based on empirical evidence, she argues that 

authoritarian ―countries with worse torture ratings are slightly more likely to ratify the 

Convention against Torture than those with better ratings‖ (Hathaway 2004, italics in 

original). On the other hand, democratic countries with worse torture ratings are less 

likely to ratify on the basis that, as a democracy, pressure to abide by international law 

will be stronger than in an authoritarian state. Hathaway states that the Convention does 

not have an effective enforcement mechanism, thereby providing less incentive to abide 

by the Convention‘s regulations even if it has been ratified. Furthermore, ―the more likely 

the treaty is to lead to an improvement in a state‘s practices, the less likely the state will 

be to join it.‖ A state is also less likely to join if it has a relatively better torture record. 

However, it is possible that China is the exception to Hathaway‘s general 

argument. The PRC is not a typical authoritarian nation—it is in a position of power on 

the international stage vis-à-vis its seat on the United Nations Security Council (UNSC). 

This position of power changes the nature of the game considerably. The reasons for 

China‘s signing onto international human rights agreements are different from other 

authoritarian nations. China now has a reputation to consider and in consideration of its 
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foreign policy goals, it cannot afford to tarnish that reputation. The PRC‘s augmented 

dynamism in the international human rights regime has been coupled with an increased 

look at China‘s own human rights record on the part of the international community. 

Foreign concerns with China‘s human rights situation primarily have regarded political 

imprisonment, religious suppression, problems with criminal procedure, capital 

punishment, Tibet, coercive population planning, and prison maltreatment and labor 

camp exports (Nathan 1994). These observations have resulted in criticisms from many 

international institutions and organizations, including Amnesty International and the UN, 

although the latter has never managed to publish a resolution condemning China‘s 

domestic human rights situation. In the UN in particular, the Chinese have used heavy 

political pressure to ward off the writing of such a resolution, which would prove 

embarrassing for a country of China‘s political stature (Kent 1995).  

China is also a unique example because of its transitional legal system. Part of 

Hathaway‘s argument is that domestic institutions are key to true participation in the 

international human rights regime—internalization of norms. The legal system in the 

PRC is still in formation but has begun to establish rule of law, though it remains weak at 

present; very few authoritarian nations can claim to have a legal system that abides by the 

rule of law, even to a small degree. This budding legal system, however, has proven to 

have the capability of internalizing international human rights norms and putting them 

into law (see table ―Examples of Chinese Domestic Human Rights Laws‖ below). This 

means as the legal system strengthens that international human rights agreements are 

more likely going to be implemented and enforced on a domestic level; that is, China‘s 

participation in the international human rights regime will be more than superficial, done 
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for more reason than the sake of appearances. According to Hathaway‘s argument, 

however, the more likely that a nation will have make changes domestically to 

accommodate international law, the less likely it will sign on. But China has been 

increasingly signing onto international human rights agreements. If Hathaway‘s argument 

holds true for China, we will see a decline in such participation as its domestic 

institutions enumerate and strengthen. As it stands now, it is too early to tell if China 

follows the rule or is the exception. 

There are hints of dissonance in the CCP that in the long run may grow and have 

an impact on China‘s participation in the global human rights regime. In October 2010, a 

group of 23 elder members of the CCP wrote a letter, demanding more democratic 

reforms. Many of these, according to the BBC, were highly influential officials, including 

a former editor of the People’s Daily and a former secretary to Mao Zedong (BBC 2010). 

Censors are currently attempting to wipe out any trace of criticism of the CCP, but the 

fact that there are hints of divisions within the Party itself could foreshadow change in the 

long run. The Economist also reports possible divisions among leaders regarding 

―universal values,‖ particularly of human rights. What will come of these divisions, 

should they grow and solidify, will be interesting to observe.  

Although China has resisted observation and criticism of its own human rights 

situation, it has nevertheless become more involved in the international human rights 

regime. There is some evidence of internalization of these norms, despite China‘s current 

attempts to alter international human rights norms as they stand. China‘s 1982 

Constitution was a big step in improving legalization of human rights. These rights 

include equality before law, freedom of speech, right to vote, and freedom of the press, 
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along with numerous others. The table below reflects the absorption of some international 

norms in human rights in Chinese law. Since 1992, the Chinese have heavily borrowed 

laws from abroad (called ―internationalization‖) in its progress toward legal reform; 

however, it continues to be an authoritarian regime where the CCP controls and 

dominates in all facets of political life and where policy dominates over law (Wan 2007). 

This dominance will restrict the advancement of true human rights internalization. 

Over time, China has accepted human rights as a legitimate aspect of the 

international agenda; ―[s]uch acceptance, however, did not betoken a new attitude of 

passive compliance, but rather heralded the adoption of new defensive mechanisms‖ 

(Kent 1995).  Kent demonstrates through a thorough study of dialogue that took place in 

different committees of the UN that from 1989 to 1993, China‘s use of the principles of 

non-intervention and sovereignty waned considerably. However, such usage has since 

resurfaced as China has become more resistant to pressure regarding human rights. 

Herein lays a significant issue in the success of China‘s foreign policy. China has 

managed to intertwine itself economically wherever it sees an opportunity, making it a 

valuable trading partner and increasing its influence worldwide. Therefore it has the 

ability and the will to resist any pressure to act on human rights issues, particularly its 

own. 
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Examples of Human Rights Agreements With PRC Participation 

Agreement 
Year PRC 

Ratified/Acceded 
Human Rights Covered 

Enforcement 

Mechanism? 

Convention on 

Prevention and 

Punishment of the 

Crime of Genocide 

1983 

Makes the acts of genocide, 

conspiracy to commit 

genocide, attempt to commit 

genocide, complicity in 

genocide, direct and public 

incitement to commit 

genocide 

Yes: 

Punishment for 

those charged 

with genocide 

shall be tried 

"by a competent 

tribunal of the 

State in the 

territory of 

which the act 

was committed, 

or by such 

international 

penal tribunal 

as may have 

jurisdiction 

with respect to 

those 

Contracting 

Parties which 

shall have 

accepted its 

jurisdiction" 

(Article 6) 

Convention Relating 

to the Status of 

Refugees 

1982 
Relates to the treatment and 

rights of refugees 
No 

Protocol Relating to 

the Status of 

Refugees 

1982 

Attempts to cover areas of 

rights that may not be 

covered by the Convention 

No 

International 

Convention on the 

Elimination of All 

Forms of Racial 

Discrimination 

1981 

Lays out the rights that all 

races should have, including 

civil rights, right to freedom 

of thought, conscience, and 

religion, right to inherit, etc. 

Yes: Parties 

must submit 

reports to the 

Secretary-

General of the 

UN on the 

administrative, 

legislative, 

judicial, and 

other types of 

reforms they 

have taken 

towards 

fulfilling the 

ends of the 

Convention; the 

Committee on 

the Elimination 

of Racial 

Discrimination 

monitors such 

progress 
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International 

Convention on the 

Suppression and 

Punishment of the 

Crime of Apartheid 

1983 
Makes apartheid a crime 

against humanity 

Yes: Any 

person charged 

with the crime 

of apartheid 

will be tried by 

a tribunal 

(Article 5): 

monitoring by 

the Commission 

on Human 

Rights 

Convention on the 

Elimination of All 

Forms of 

Discrimination 

Against Women 

1980 

Lays out the rights that all 

women should have, 

including rights to education, 

representation, etc. 

Yes: The 

Committee on 

the Elimination 

of 

Discrimination 

against Women 

monitors the 

progress made 

on the 

implementation 

on the 

Convention; 

Parties must 

submit reports 

of their progress 

to the 

Secretary-

General of the 

UN 

Convention Against 

Torture and Other 

Cruel, Inhuman or 

Degrading 

Treatment or 

Punishment 

1988 

Further provides (along with 

various other conventions) 

that "no one shall be 

subjected to torture or other 

cruel, inhuman or degrading 

treatment or punishment" 

(Preamble) 

Yes: The use of 

universal 

jurisdiction; 

persons charged 

with such 

crimes will be 

tried by a 

tribunal 

(Sources: Nathan 1994; hrweb.org; treaties.un.org; unhcr.org) 

Examples of Chinese Domestic Human Rights Laws 

Laws Date Human Rights Applications 

The Law on the Autonomy of 

Ethnic Minority Regions 

Adopted: May 31, 1984; 

effective: October 1, 1984 

Rights of ethnic minorities 

The Prison Law Adopted: December 29, 

1994; effective: December 

29, 1994 

Regulations on prison police 

The State Compensation Law Adopted: May 12, 1994; 

effective: January 1, 1995 

Right to seek compensation for 

damages caused by government 

agencies such as illegal 

detention 

The Administrative Litigation 

Law (ALL) 

Adopted: April 4, 1989; 

effective: October 1, 1990 

Allows lawsuits against 

government agencies for 

damages caused by 
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administrative acts 

The People‘s Police Law Adopted: February 28, 1995; 

effective: February 28, 1995 

Regulations on police 

The Revised Criminal Law (of 

the 1979 Law) (CL) 

Adopted: March 14, 1997; 

effective: October 1, 1997 

Crime and punishment decided 

by law, equality before law, 

and proportionality between 

crime and punishment; ―Crimes 

endangering state security‖ 

replaced ―counterrevolutionary 

crimes‖ 

(Source: Wan 2007) 

 

Human Rights Participation on a Bilateral Basis 

 For the Chinese, the majority of their foreign policy goals are carried out on a 

bilateral basis, which is their preferred method of diplomatic relations. Essentially, China 

has taken a kind of networking approach, especially in Africa and Latin America, in 

which they combine financial assistance and infrastructure projects in exchange for 

natural resource commodities (most often oil); thus they build relations with a large 

number of countries and create allies and energy suppliers (Zafar 2007).  

(Lack of) Bilateral Participation 

China is not in the habit of dealing with humanitarian issues in its bilateral 

dealings with other nations unless the other party makes it an issue. Human rights are an 

almost absent issue in (most) Chinese bilateral relations. Rarely, if ever, has China ever 

acted against another nation on account of its human rights situation. China has been 

known to offer some humanitarian aid, but this aid amount is dwarfed by aid that China 

offers in other areas of bilateral relations; for example, China has offered only $11 

million in humanitarian aid to Darfur, an insignificant amount compared to the economic 

aid it gives to the Sudanese government (Save Darfur Coalition 2007). 
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To provide a contrast to bilateral interactions where human rights have little 

importance, there are examples of cases in which China has managed to resist bilateral 

pressures from countries where ideologically human rights have more value and priority. 

China severely dislikes human rights monitoring of any kind, multilateral or bilateral. As 

an example, when the U.S. criticizes China for its human rights record, China has both 

denied the claims against it and struck back by criticizing certain human rights issues in 

the U.S. 

The best example of China‘s ability to resist bilateral monitoring is the May 1994 

delinking of human rights as a factor from China‘s Most Favored Nation (MFN) status 

with the U.S. For a few years after the 1989 Tiananmen Square Massacre, the U.S. 

threatened to not renew China‘s MFN status. However, this allowed China to use human 

rights as a trump card; in 1993, right before the U.S. announcement of whether MFN 

renewal would occur, the Chinese took two political prisoners. Finally in 1994, after 

much pressure from both the Chinese and the American business sector, the Clinton 

administration decided to remove human rights as a factor for consideration in renewing 

MFN status (Sutter 2008).  This example shows that even when the other country in 

question forces human rights as an issue—even one as powerful as the U.S.—China has 

managed to make itself economically important enough that it can successfully resist. 

Conclusion 

We have looked at the factors affecting China‘s attitudes towards human rights on 

a multilateral level and a bilateral level. Studying these factors separately helps explain 

China‘s behavior in regards to human rights in both types of situations. It is clear that 

China is willing to participate in multilateral human rights agreements and there is small 
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evidence that these international human rights norms are having some effect, as 

evidenced by the passing of human rights legislation in China‘s budding legal system and 

the divisions on the human rights debate in the CCP. However, it seems within bilateral 

relations it is a different story. In the interest of attaining particular goals—what these 

may be varies by what each country has to offer—China will often put human rights to 

the side, much to the consternation of the international community.  

Understanding the factors that influence and shape nations‘ attitudes towards 

human rights can allow us to further comprehend the interplay between international 

norms and national interests. The case of China makes it clear that the permeation of 

international norms into a country‘s own practices, interests, and norms—at least, for 

human rights—is contingent upon its priorities, both foreign and domestic. In other words, 

there must be a degree of consent to allowing these norms to filter into policy and 

practice. China shows that it will only consent to the degree that it does not interfere with 

its priorities. Even though there is evidence of international human rights ideals entering 

into the growing Chinese legal system, these norms will show no signs of effectiveness 

until they are put into practice; this will not occur until there is sufficient internal pressure 

for such change.  

As China becomes more and more powerful economically and politically, there 

will be increasing pressure from the international community for it to improve its human 

rights situation. Improvements will only come over time with the internalization of 

international norms into China‘s slowly progressing political and legal reform. Only then 

will China start to become more compliant to international human rights law and reflect 

human rights‘ elevated importance into its bilateral relations. Until then, China‘s prime 
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concerns of supporting its authoritarian regime will continue to submerge human rights as 

a low priority. 
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PART II: CHINA‘S CRAWLING PEG: PROBLEMS AND IMPLICATIONS 

 

Introduction 

China‘s rising international significance has led to increasing scrutiny of its 

policies and actions. Many Chinese policies have been and continue to be assailed by a 

hail of criticisms from abroad, but the Chinese have held a firm stance. The question of 

whether the yuan is undervalued is one of the most important ones, with an enormous 

amount of literature and analyses arguing many possible answers. This debate has 

intensified in light of the issues and problems linked to it; for example, these issues and 

problems include questions such as whether such a policy violates IMF rules and how it 

affects the bilateral U.S. trade deficit. 

The purpose of this paper is to look at the nature of the yuan debate and the 

problems associated with it. From there I will draw conclusions about some of the 

political and economic implications stemming from this issue. This will not be an 

exhaustive survey, but rather a brief summarization of analyses conducted and 

conclusions drawn by experts in the field. I will also make no personal judgments on 

whether the yuan‘s value is undervalued, overvalued, or neither. 

For this analysis, ―China‖ refers to the People‘s Republic of China (PRC) and 

excludes the autonomous regions of Macau and Hong Kong, as these are essentially 

separate economic entities, as well as Taiwan, whose status as a part of China is presently 

under question and is also in effect autonomous. The official Chinese currency is known 

as the yuan or the renminbi (RMB) and both names are used equally throughout academic 

literature. For consistency, I will use ―yuan.‖ 
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History of the Peg 

 In 1981 China developed a dual exchange rate system. For those Chinese and 

foreign companies conducting business locally, the exchange rate was 1.5 

RMB/U.S.$ (the official rate); for Chinese companies doing business abroad, it was 2.8 

RMB/U.S.$ (the international settlement rate). Eventually, the latter was devalued further 

to encourage exporters. In 1985 it was replaced by a foreign currency swap market, 

which still maintained a secondary exchange rate and an official rate. Over time, Chinese 

companies, particularly those with operations abroad and those local exporters, were 

permitted to retain an increasing amount of their foreign exchange earnings. This foreign 

exchange retention system was differential by industry within the export sector, but it was 

highly effective in encouraging more exportation. In 1994 the swap rates were unified 

and the retention system was eradicated. Later that year the peg to the U.S. dollar was 

established (Bowles and Wang 2006).  

In July 2005, the peg was officially dropped, but a crawling peg has taken its 

place. This is a heavily managed float that allows small changes at a regular interval (in 

China‘s case, daily) in the currency‘s rate to allow a very slow gradual appreciation 

(Pugel 2009). These changes occur within a minute floating band. For example, in May 

2007 the People‘s Bank of China announced that it was increasing the floating band for 

the inter-bank exchange rate from 0.3% to 0.5%, meaning that ―on each business day, the 

trading prices of the RMB against the U.S. dollar in the inter-bank spot foreign exchange 

market will float within a band of 0.5% around the central parity publicized on the same 

day by the China Foreign Exchange Trading System‖ (The People‘s Bank of China 2007). 
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While officially the U.S. dollar is the main reference currency for the yuan‘s value, the 

PRC also uses a basket of currencies, specifically a selection from all over eastern Asia.  

Yuan/U.S. Dollar Exchange Rate 

(1990-2004) 

Year   Yuan per U.S. Dollar 

1990* 

 

5.222 

1991* 

 

5.434 

1992* 

 

5.7158 

1993* 

 

5.8 

1994 

 

8.4462 

1995 

 

8.3174 

1996 

 

8.2982 

1997 

 

8.2798 

1998 

 

8.2787 

1999 

 

8.2795 

2000 

 

8.2774 

2001 

 

8.2768 

2002 

 

8.2773 

2003 

 

8.2767 

2004 

 

8.2765 

 
(Source: Bowles and Wang 2006)  

*During these years there were two rates:  

the official rate and the swap market rate. The 

one shown here is the official exchange rate. 

 

Nature of the Yuan Debate - Arguments and Evidence 

Arguments in the yuan debate fall under three categories: it is undervalued, 

overvalued, or neither—that is, at a price resembling equilibrium value. Most in the 

academic realm have come to the conclusion either that it is in fact at an equilibrium 

price or that it is undervalued. The sheer variety of answers given to undervaluation 

question shows just how uncertain it is: ―This reflects not only a number of different 

methodologies being employed but also a theoretical issue of what constitutes an 

‗equilibrium exchange rate‘ in an economy with pervasive capital controls‖ (Bowles and 

Wang 2006). Methodologies extend from analyzing purchasing power parity (PPP), real 
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and nominal exchange rate patterns, inflation, China‘s foreign exchange reserve buildups, 

capital account inflows and outflows, trade surpluses and deficits, and more. 

Undervalued 

Liao Xiaoqi, the PRC‘s vice minister of commerce, once recommended that the 

U.S. expand exports to China rather than limit imports, the latter being consistent U.S. 

policy. This restriction on Chinese imports as opposed to increasing exports suggests that 

the U.S. is turning to protectionist measures. Mohamed El-Khawas (2007) advocates the 

U.S. allowing exportation of high technology products to China and thereby permitting 

freer trade policies. But the nominally low exchange rate of the yuan against the dollar 

makes purchasing goods from the U.S. expensive, making it difficult for the U.S. to sell 

its exports. And in the current global economic depression, the depreciation of the U.S. 

dollar has also led to a further depreciation of the yuan, further enhancing China‘s 

competitive edge. 

Many economists agree that the yuan is undervalued based on analyses of PRC 

foreign exchange reserves. These reserves were accumulated to (presumably) defend the 

exchange rate, to prevent it from appreciating. The 1997 Asian financial crisis also had an 

impact: ―One of the responses to the crisis has been for all countries in the region to build 

up their dollar reserves to protect themselves from future currency crises and avoid 

further doses of IMF medicine‖ (Bowles and Wang 2006). In this framework, the 

problem is determining how large the reserves must be to be able to conclude 

undervaluation. Some claim it is not possible to make such a determination based on 

foreign reserves in a country like China because of its heavily enforced capital controls, 

stating that ―foreign exchange reserves substitute for private outflows of capital that 
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would occur under an open capital account as Chinese residents and firms diversified 

their assets internationally‖ (Ciuriak 2004).  

Chinese Foreign Assets (Including Hidden Reserves) 

 

(Source: Drezner 2009) 

 

The graph above shows that the proportion of reserves to total foreign assets is declining 

as the time advances, so it is entirely plausible that this trend could continue into the 

future. 

 China‘s considerable trade surpluses have also been used to support the idea that 

the yuan is undervalued, because it means that far more exporting has been occurring 

than importing. When a currency is undervalued or merely depreciated compared to 

another currency, it has more selling power and makes the goods it produces cheaper. 

The argument is that China‘s trade surpluses are large enough to suggest that their 

exports are too cheap, indicating undervaluation. As with foreign exchange reserves, 

however, it is difficult to determine a benchmark value for trade surpluses to designate 

that a currency‘s value is too low.  
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Overvalued 

Few have come to the conclusion that the yuan is overvalued, but one factor is 

worth looking at. The possibility exists that if the Chinese capital account were to be 

liberalized, capital outflows would lead to a depreciation of the yuan, which would 

require defending the fixed exchange rate; as it is, the capital account remains mostly 

closed to such outflows. Does this mean that the yuan is in fact overvalued? This is a 

difficult question to answer, because there is no guarantee that the volume of outflows 

would be higher than what it is currently or that it would increase by all that much even 

with liberalization. As it is, it does not look like the capital accounts will be opened any 

time soon. 

Equilibrium Value 

Finally, there is the standpoint that the yuan is at an equilibrium value. Dan 

Ciuriak (2004) points out that ―China‘s exchange rate is not fixed in real terms [my 

italics], and it has adjusted substantially in real terms through domestic price shifts as 

expected in an economy reasonably open to trade‖ (Ciuriak 2004). One method used to 

analyze the real value of the yuan is to look at the power purchasing parity exchange rate. 

The table immediately below has it in terms of U.S. dollars; another common way is to 

compare it to international dollars, which is in the second table below. 
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Chinese GDP, Inflation, and PPP Exchange Rate, 1990-2005 

 

  Year 

Current 

account 

balance 

in 

percent 

of GDP 

Gross 

domestic 

product, 

constant 

prices, 

annual 

percent 

change Inflation 

Inflation, 

annual 

percent 

change 

PPP US 

dollar 

exchange 

rate 

Scale N/A Ratio Percent 

Index, 

1995=100 Percent U.S. dollars 

  1990 3.1 3.8 54.531 3.1 1.239 

  1991 3.3 9.2 56.385 3.4 1.276 

  1992 1.3 14.2 59.994 6.4 1.344 

  1993 -2 13.5 68.813 14.7 1.504 

  1994 1.4 12.6 85.397 24.1 1.766 

  1995 0.2 10.5 100 17.1 1.956 

  1996 0.9 9.6 108.3 8.3 2.033 

  1997 4.1 8.8 111.332 2.8 2.01 

  1998 3.3 7.8 110.442 -0.8 1.938 

  1999 1.6 7.1 108.896 -1.4 1.868 

  2000 1.9 8 109.331 0.4 1.846 

  2001 1.5 7.5 110.096 0.7 1.825 

  2002 2.8 8.3 109.216 -0.8 1.799 

  2003 3.2 9.1 110.526 1.2 1.816 

  2004 2.4 9 114.947 4 1.831 

  2005 2.8 7.5 118.396 3 1.836 
(Source: International Monetary Fund, World Economic Outlook Database, September 2004) 

 

PPP International Dollar Exchange Rate 

Year China Implied PPP 

Conversion Rate* 

2006 3.462 

2007 3.621 

2008 3.798 

2009 3.872 

2010 3.922 

2011 3.946 

2012 3.952 

2013 3.944 

2014 3.937 
Source: International Monetary Fund, World Economic Outlook Database, April 2009 

*National currency per current international dollar 
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The two tables above show that on the basis of real exchange rate terms—that is, 

PPP—evidence shows that the yuan-dollar exchange rate is fairly close to what is 

considered equilibrium; relative equilibrium for the yuan is clear if one were to compare 

PPP exchange rates across the board for all countries. Under this measurement, the closer 

a currency gets to 1, the closer it is to an equilibrium value real exchange rate. Still, it is 

the perception of an undervalued exchange rate that remains a problem, because the 

average consumer is unlikely to take the difference between nominal and real into 

account when making a purchasing decision. It is upon these perceptions that people tend 

to act, including the U.S. Senate when it decided to enact a 27.5% tariff on Chinese 

imports, a figure that was derived from a variety of measures provided by various studies 

presented to Senatorial committees (El-Khawas 2007; Ciuriak 2004). 

Another method that brought on this conclusion is analysis of inflation rates. 

Artificially low nominal peg rates are only temporarily beneficial and will eventually be 

overridden by rising inflation. Looking at the first table above, inflation rates between 

1990 and 2005 are fairly low. Likely they would be much higher if the yuan was truly 

undervalued. 

Why this kind of Policy? 

 Two questions are worth asking: 1) Why was the value set so low in the first place? 

and 2) Why is China fighting so hard to keep the fixed value of the yuan? The answers to 

this question are best understood by looking at the general nature of China‘s foreign 

policy and its economic policy.  
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Nature of Chinese Foreign Policy 

Chinese foreign policy stems from the realist school of international thought, 

which usually calls for a method of alliances involving either 1) balancing (allying with 

other nations to counterbalance another power or group of powers) or 2) bandwagoning 

(allying with the power or powers in question). The method that the Chinese seem to 

have chosen, at least in the case of the United States, is balancing. China has exhibited a 

habit of moving in where it perceives a diplomatic vacuum, befriending nations 

diplomatically shunned by other nations—especially if the U.S. or Taiwan count among 

the latter. 

El-Khawas (2007) asserts that China‘s primary focus is on domestic and East 

Asian regional issues. To a large extent, this is true. Yet in a sense the purpose of pushing 

for such economic growth as it has is for international respect and power. And in today‘s 

world there is no way to ignore international affairs without self-detriment; China 

recognizes this all too well, as well as the fact that there is much opportunity for political 

and economic gain in the international community. 

To aid in determining their priorities abroad, PRC leaders have a cost-balance 

system of foreign policy, underpinned by a desire for obtaining the greatest economic 

gains possible from its foreign relations. The more leverage they have on other nations, 

the better. This is precisely why many American officials are worried about the enormous 

bilateral trade deficit that the U.S. has with China. 

Daniel Drezner identifies a pattern of countries, including China, Russia, and the 

Gulf states, being the primary sources of U.S. foreign capital inflow, and they all have ―at 

best, an ambiguous security relationship to the United States‖ (Drezner 2009). For China 
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this makes a lot of sense in the framework of its realist approach; it ensures some kind of 

security vis-à-vis foreign direct investment. Neil Hughes best summarizes what is 

probably China‘s primary strategy abroad—economic diplomacy:  

Beijing has adopted a ‗go global‘ strategy of securing natural resources, going 

directly to the source rather than relying on global markets; Chinese companies 

are allowed to make direct investments in foreign producers, thus integrating 

production to assure the availability of the inputs they need....[Additionally there 

is] another facet of the ‗go global‘ policy: the strategy of learning skills needed to 

run a global-scale enterprise, if necessary by buying a successful multinational 

company such as IBM (Hughes 2005). 

 

The resulting so-called ―yuan diplomacy‖ has proven highly effective, most 

particularly among other developing countries. Strongest evidence of this lies in the 

PRC‘s practice of giving foreign aid. They issue aid unconditionally—this description is 

somewhat misleading, but it refers to offers of aid without requirements of certain 

economic and/or political reforms, not that there are no conditions whatsoever—and have 

actually crowded out the World Bank and the IMF in multiple situations, especially in 

Africa. By offering aid, China has established a kind of paternity (although the Chinese 

would prefer the label fraternity) with the countries it lends to and incites a sense of 

obligation to do favors for China in the future (Hattori 2001). 

Chinese Economic Policy 

When it comes to economic policy, China over the past few decades has shown a 

penchant for experimentation, with their famous ―think tanks‖ concocting often ingenious, 

albeit sometimes flawed, economic strategies such as the establishment of Special 

Economic Zones (SEZs) in the 1980s and the export-tax rebate system in the 1990s. Here 

just two of many relevant elements, capital controls and the export-tax rebate system, are 

discussed to get an idea of Chinese economic strategy. 
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Capital Controls. Hughes argues that China‘s problem ―is not so much that it 

manipulates the exchange-rate system, but that it relies too heavily on price and capital 

controls‖ (Hughes 2005). Here we see one of the dominating aspects of China‘s economy: 

intense government regulation and involvement. When the SEZs were first established, 

they were the only regions in China where foreigners were permitted to make capital 

investments. These restrictions were soon lifted for all of China; now it has become one 

of the single largest recipients of FDI in the world. Undoubtedly this has had a large hand 

in augmenting Chinese export volumes, as by all accounts empirical evidence shows that 

FDI usually increases both exports and imports of host countries (Tamirisa 1999).  

Investments from Chinese investors were once fully prohibited, but now it has 

been lifted, though it remains strictly regulated. Such limitations prevent further 

depreciation of the yuan, but it also hampers the benefits that investors get from putting 

their money into other markets.  

Capital controls are not entirely negative, because they can encourage higher 

savings rates, which in turn allow investments in export sectors to rise and thus increase 

trade (Tamirisa 1999). The PRC has taken full advantage of this; Chinese consumers 

have one of the highest savings rates in the world and their export sector is one of their 

most successful sectors, if not the most successful. Moreover, if full capital account 

liberalization occurs, ―preserving the peg will ultimately mean abandoning any remaining 

monetary policy independence‖ (Tyers and Roberts 2001). 

Export-Tax Rebates. When the foreign exchange retention system was abolished along 

with the dual exchange rate system, the export-tax rebate system replaced it. It had been 

originally introduced in 1985, where it had only been applicable to companies in the 



43 
 

production of a select few goods. After the peg was established in 1994, the export-tax 

rebate was applied to all exporters, though producers of some commodities were granted 

larger rebates than others. This is but a facet of China‘s domestic ―developmentalist‖ 

approach (Bowles and Wang 2006).   

The foreign exchange rate retention system and the export-tax rebate policy have 

essentially the same effect. Both are differential systems, favoring the export sector, and 

are intended to encourage development—highly consistent with the PRC‘s ultimate goal 

of economic prominence both at home and abroad. Furthermore, the export-tax rebate 

system is extremely flexible and this flexibility ―allowed China to make adjustments in 

the wake of the Asian financial crisis without having to resort to a devaluation‖ because 

―[i]n effect, the rigidity of the fixed nominal exchange rate has been partially 

circumvented by flexibility in the application of the export-tax rebate system‖ (Bowles 

and Wang 2006).  

Total Export-Tax Rebates (RMB 

billions), 1994-2004 

Year   Total Rebate 

1994 

 

45.02 

1995 

 

54.87 

1996 

 

82.77 

1997 

 

43.27 

1998 

 

43.63 

1999 

 

62.71 

2000 

 

81 

2001 

 

107.15 

2002 

 

125.94 

2003 

 

203.9 

2004 

 

219.59 

 

(Source: Bowles and Wang 2006) 
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If the export-tax system functioned problem-free, China could potentially revalue 

and at the same time retain its competitiveness in the world market, if it so desired. A 

problem-free system such as this effectively encourages production through consistent 

and reliable monetary incentives. But it is an imperfect system, exacting a vast cost to the 

government, which has not paid all of the promised rebates to date. For this reason, the 

PRC government is reluctant to revalue even under enormous international pressure. 

Issues 

There are a host of issues associated with the yuan debate which lend themselves 

to the debate‘s significance. A few of the most important ones are discussed below. 

Regional Leadership and Leadership of the Developing World 

There has been under a great deal of pressure for China to maintain its image as a 

―responsible‖ regional power in East Asia. The PRC has worked hard to integrate itself 

into international affairs. Most of this has been seen in the context of its emergence into 

Asian political and economic cooperatives, such as ASEAN. The other East Asian 

nations perceive the PRC as a leader, though not quite a hegemon. 

China has also proclaimed itself as a ―leader of the developing world.‖ It has 

taken on the responsibility of setting an example for other developing nations. This also 

includes its policy of unconditional foreign aid, as previously mentioned, which has also 

been referred to as ―rogue aid‖ or ―authoritarian aid.‖ China is willing to offer aid to 

desperate developing nations, which sometimes precludes the World Bank and other 

international lending institutions from aiding them. In so doing the door has been opened 

for new partners to which to send exports. 
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By putting itself in these leadership positions, China now must hold its ground 

under international pressure. In the eyes of the PRC government, if it were to concede on 

the yuan issue, which they have clearly and repeatedly stated they will not back down on, 

it will be a sign of weakness and a loss of respect.  

Chinese Economic Growth 

The PRC government has made it clear that they intend to become an economic 

powerhouse. Some might argue that they have already, yet they are still in development 

and without the necessary reforms China will not be able to sustain the accelerated 

growth pattern that it has, averaging some 9% a year by most estimates. Much of the 

literature on China‘s developing role tells the story of a country that will emerge ahead of 

the United States within the next century. What will happen when China, with a sixth of 

the world‘s population living in its borders, becomes a great power? What will that mean 

for the U.S.? For Europe? How will it change the status quo of the world order? Is 

another Cold War in the making?  

Regarding the yuan, claims have been put forth that the Chinese authorities 

manipulating the currency to extract the most economic growth possible. Clearly it has 

been put to good use, since the low nominal rate maintains competitiveness in the global 

market and the yuan‘s tie to the dollar has led to China owning most of the U.S. foreign 

debt. Is this true manipulation? Or is it just enough within the boundaries to be 

considered strategic planning? The worry is that, as time goes on and China continues to 

grow, they will be able to bend the rules more and more as they gain further influence. 

There is always that question of the link between economic might and political influence. 
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How liquid are they in transferring from one to the other? How are they related? This is 

the query that lies at the heart of the China question. 

International Trade 

As globalization takes hold, there have been more and more complaints and 

accusations of overly protectionist measures and unfair competition practices brought 

before the WTO. China for its part has been on the receiving end a fair amount: ―Over the 

past decade, it has been the target of more than one-seventh of all dumping investigations 

worldwide—more than any other nation‖ (Hughes 2005). 

On low prices and foreign exchange reserves, respectively, Hughes points out that 

China‘s overall economic liberalization encouraged competition initially due to excess 

supply and lack of demand and that the low prices are due to price wars occurring there 

domestically. Furthermore, China is an attractive investment destination and location for 

multinational enterprises (MNEs) setting up branches, which explains why Chinese 

foreign exchange reserves are so large—it is not purely for reasons of cheap labor and 

currency (Hughes 2005). 

Some view the low peg as a form of protectionism. Currencies with low value 

relative to other currencies will be more competitive in the international market. By 

pegging the yuan to a prominent currency such as the dollar at such a low value, the 

Chinese ensure that their markets will flourish in the world trade arena. As the yuan‘s peg 

crawls up the ladder of appreciation, it is a sign that these protections are being lifted, 

because the Chinese are confident that their markets will continue to do well even as 

prices go up for their exports and despite the fact that importing from the U.S. will 

become less expensive for Chinese consumers.  



47 
 

Others say that it is due to the PRC‘s attempts to encourage more trade 

domestically, that China is trying to reduce foreign trade by trying to encourage exporters 

to focus inward. This, in a sense, would be another form of protectionism: autarkical 

movements; total autarky was a trademark of Mao Zedong‘s foreign economic policy, but 

there is no danger in China of today doing so. As an April 2008 article in the New York 

Times reads:  

―This [restructuring of the export sector] is helping rebalance the global economy,‖ 

an economist at Credit Suisse, Dong Tao, said. ―But this is also very significant 

for China‘s export sector. We forecast that as many as one third of export 

manufacturers may close down over the next three years.‖ The closures, he said, 

may be the result of a loss of competitiveness for low-cost manufacturers in China, 

many of whom operate on thin margins and sell cheap goods to the United States 

(Barboza 2008). 

 

However, this does not appear to be compatible with the PRC‘s current foreign 

policy methodology. There is very little evidence that China intends to cut back on 

foreign trade when it has been so profitable.  

China and the U.S. Debt 

Many analysts are convinced that China‘s enormous hold on U.S. foreign debt 

grants the PRC a proportional amount of influence in swaying U.S. foreign economic 

policy. Or from a different perspective, it forces U.S. leaders to consider China heavily in 

their foreign economic calculus.  

There are a few reasons that this might not be the case. Some fear that one day 

China will cash in on its share of U.S. debt, demanding repayment. This fear does not 

have a solid foundation; China is well aware that simply cashing in on debt to force U.S. 

leaders to take a desired course of action would ultimately be disastrous. The dollar 

would come crashing down and since the yuan is linked with the dollar—even though the 

http://topics.nytimes.com/top/news/business/companies/credit_suisse_group/index.html?inline=nyt-org
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official peg has since been removed—this would be equally catastrophic for the PRC. 

The fact that the U.S. debt to China is denominated in dollars, rather than in another 

currency, means that China cannot afford to allow the yuan to appreciate against the 

dollar if the PRC wants to maintain its trade surplus (Drezner 2009). ―To paraphrase John 

Maynard Keynes, when the United States owes China tens of billions, that is America‘s 

problem. When it owes trillions, that is China‘s problem‖ (Drezner 2009).  

Alternatively, the link between political might and financial might, regardless of 

direction of causality, may not be as strong as believed. Drezner confronts the idea that 

financial might can be converted easily to political might in the context of great power 

politics. He concludes that in the case of China and the U.S., China has not been terribly 

successful at all in politically influencing U.S. foreign economic policy. Leverage has 

limitations, so if country X targets country Y economically to force some kind of 

concession, they face the following obstacles: 1) country Y likely has alternative lines of 

credit; 2) cooperation is required in enforcing leverage but is difficult to obtain; 3) often 

there are low costs of retaliation, allowing country Y to strike back with little loss; 4) 

sanctions are less effective if there are low expectations of future conflict; and 5) the type 

of monetary regime could be an issue, especially if country Y has a floating exchange 

rate. Such limitations necessitate very specific circumstances in order for the sanction to 

work.  

Should China let the Yuan Float? 

Closely tied with the issue of undervaluation is the question of whether China 

should transition to a floating regime for the yuan. Advocates of a floating regime will 

argue that flexible exchange rates absorb external shocks effectively and allow for an 
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independent monetary policy, which will let the government or monetary authority to 

respond to internal and external crises as appropriate. But although there are many other 

merits to a floating regime, many analysts point out factors specific to the Chinese case 

that could make such a change at this point in time so as costs outweigh benefits. 

Surprisingly, there is some agreement that the yuan should remain fixed for the time 

being. 

Some acknowledge the benefits that the U.S. has received from the fixed 

exchange rate. ―China‘s determination to maintain the peg to the dollar requires it to buy 

large amounts of dollars to prevent the Chinese currency from appreciating. The money is 

used to purchase U.S. government bonds, meaning that China is partly responsible for 

lowering long-term U.S. interest rates that in turn spur U.S. economic growth‖ (Sutter 

2003). At the same time, China‘s economy has been able to grow at massive rates in part 

because of the sheer volume of exports to the U.S., which shows that there is mutual 

benefit. 

Price flexibility might also be an indicator as to whether a regime change is 

necessary. If internal prices in China are relatively flexible, adapting rapidly to world 

price conditions, then it matters little whether it is fixed or flexible; if not, then real 

exchange rate disparity will result, creating pressures on the trading system (Ciuriak 

2004).  

Others challenge the assumption that a revaluation would lower the value of the 

U.S. trade deficit. Bowles and Wang argue that the effects of a revaluation on the U.S. 

deficit are ―likely to be minimized by the fact that the United States no longer produces 

many of the goods which it imports from China and will therefore have to turn to higher 
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cost suppliers‖ (Bowles and Wang 2006). In the long run, a floating yuan might even 

exacerbate the problem, especially if the yuan appreciates, because it would mean that the 

U.S. would be forced to purchase more expensive goods from China since some of those 

goods are not produced domestically. The current debt would decrease in real value, but 

expecting benefits to come from that operates under the assumption that it will remain at 

the same nominal value or be decreased by that time, both of which are unlikely. The 

bottom line is that the U.S. is likely going to have a difficult time getting rid of the debt 

for a long time yet. 

Some foresee the yuan becoming a major international reserve currency in light of 

China‘s growing power—or at least, the perception thereof. ―Internationalisation of the 

renminbi required, it was argued, a stable exchange rate against the U.S. dollar. The case 

for a long run peg is therefore premised on the desire of China to become a ‗financial 

hegemon‘ itself‖ (Bowles and Wang 2006). 

Mohamed El-Khawas offers an insightful view of what lies behind China‘s so-

called stubbornness: 

The Beijing government is stuck between a rock and a hard place. It fears that 

substantial revaluation of China‘s currency might have dire consequences, forcing 

many exporters and manufacturers into bankruptcy and might put many Chinese 

out of work. They prefer to allow the yuan to float gradually and according to 

their own timetable in order to avoid a rise in unemployment among urban labor 

at a time when growing unrest is already widespread in rural areas (El-Khawas 

2007). 

 

If the PRC government were to change to a floating exchange rate, it would 

require further liberalization of capital controls. In light of China‘s emphatic policies 

towards economic growth, this would not be acceptable in the immediate future, 

especially if the yuan were to appreciate upon exchange regime change. ―Any dollar 
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depreciation triggers capital losses in China‘s external investment portfolio. A 10 percent 

appreciation of the renminbi translates into a book loss of 3 percent of China‘s GDP in its 

foreign exchange reserves‖ (Drezner 2009). 

An appreciation of the yuan would have resounding international consequences as 

well, most especially for developing countries. Developing nations struggle to profit in a 

highly competitive, globalizing world economy. Countries with low-value currencies 

undermine the ability of other countries to sell their exports. The yuan‘s low value makes 

Chinese products and services highly attractive—perhaps unfairly so—to international 

consumers, because it means their own currency has more purchasing power and the 

transaction is therefore cheaper. Permitting the yuan to float would give other developing 

countries the opportunity to profit from exports, since their currencies would (likely) 

depreciate relative to the yuan and increase the likelihood that their products would be 

purchased by international consumers. Naturally, this is assuming that a floating yuan 

would appreciate and the evidence so far indicates that this would be the case, especially 

in consideration of the enormous demand for its exports and thus its currency. 

Implications 

Political 

Bowles and Wang (2006) highlight the difficulty that China faces in pursuing 

policies that will be beneficial at home and abroad; it is caught between these two intense 

pressures. The question, they propose, will be whether China will determine its 

international monetary policies based on conditions and goals on the home front or based 

on pressures from the international community. China has repeatedly stated that they will 

not give in to international pressure and thus far they have demonstrated their 
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determination to follow up on their word. However, should something threaten their 

interests abroad, the PRC‘s course of action monetarily could very well change if such an 

alteration was deemed appropriate according to their goals; China holds its international 

interests among their highest priorities.  

Perhaps there is a much bigger issue behind this which no one seems to mention. 

Many, if not most, of the politicians in power at present—both in the U.S. and China—

grew up during the Cold War era. Maybe there is some remnant of the Cold War attitude 

that still exists. The PRC‘s official status as a one-party, authoritarian state does not sit 

well with the United States and historically such states never have; tension between the 

two nations over the past several decades reflects this clearly. It is possible, then, that 

there is a subconscious sentiment of arguing against the fixed exchange rate as a kind of 

protest against the heavy hand China has in governance not just in the economy but for 

the state as a whole. Political liberalization is a long time in coming. Economic 

liberalization has made incredible progress over the past thirty years or so, yet it is not 

complete. 

Such sentiments must be reflected on and challenged. Even if they have merit, 

these views must be controlled and put aside in the interest of the greater good. If 

attitudes do not change, then no progress can be made; indeed, it may only irritate the 

situation. The U.S. and China relationship will be one to be watched carefully, because 

extreme actions on either side will have resounding consequences for each other and the 

world. 

Naturally none of this may be the case, though it is something to be considered. 

Nevertheless, the debate of the value of the yuan remains important and has proven to 
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have many political and economic implications and consequences, though the political 

ones are much more obvious and immediate than the economic ones. 

China has undoubtedly asserted itself as a member of the international community; 

still, it is a nation in transition that might require different standards for evaluating its 

policies. This is not to say that China should be allowed to do what it wants on an 

international level, but rather to allow some leniency. Liberalization is far less likely to 

occur the way other prominent free market countries desire if they constantly push at 

every angle.  

Economic 

 In a New York Times editorial, Nobel laureate Paul Krugman writes that China‘s 

currency policy is a problem particularly because of current global economic conditions. 

Policymakers have had a difficult time encouraging spending to lower unemployment 

and stimulate the economy, but ―China‘s weak-currency policy exacerbates the problem, 

in effect siphoning much-needed demand away from the rest of the world in the pockets 

of artificially competitive Chinese exporters‖ (Krugman 2009). He advocates Obama 

putting more pressure on the Chinese to revalue, telling them that by not doing so 

―they‘re playing a dangerous game‖ (Krugman 2009).  

This is, of course, assuming that the currency is indeed undervalued and Krugman 

is of the opinion that this is so. But what happens if it‘s not? Krugman is right in saying 

that it causes a problem, but if the Chinese revalue when the yuan is already at 

equilibrium, the impact on the Chinese economy must be taken into account.  

If other nations continue to put pressure on the PRC to change its monetary policy, 

China will continue to resist with equal force; the recent brief Sino-U.S. trade war 
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(though more like a childish squabble) in late 2009 got the U.S. nowhere, nor have any 

other protectionist measures U.S. officials have implemented had any effect. There must 

be an offer made sufficiently large and beneficial enough to entice the Chinese into 

revaluing. Such an offer would necessitate cooperation among various nations most 

affected by Chinese currency policies because the cost of such an offer will be enormous; 

the PRC government will sacrifice potential growth for nothing less. 

Up until this point, the discussion throughout this paper has focused primarily on 

the short-run effects and issues. But in the long run, the peg might even be harmful for 

China: ―A heavily undervalued renminbi is the key to financial distortion in the world 

economy to day. If it persists for much longer, China risks losing the very foundation of 

its economic success: an open global trading regime‖ (Ferguson and Schularick 2009). 

Such foresight is not common in Chinese foreign policy; the cost-balance system runs on 

the question ―What will benefit us the most now?‖ and abandons almost all consideration 

for the long-term. As brilliant as the Chinese have proven themselves to be, they must be 

made to see that if they do not start seeing beyond extracting maximum immediate gain, 

they will protract the real gains they can receive with long-term failures. 

Conclusion 

 The debate on the yuan will not quiet down anytime soon; indeed, it will only 

intensify as China grows and gains international respect and importance. Negotiations on 

resolutions for some of the issues discussed as well as the yuan question itself must get 

underway soon in light of the state of the world economy. It will take compromise on the 

part of both PRC leaders and leaders of other nations, because regardless what the yuan‘s 

actual value should be, China will demand—maybe even truly require economically—
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compensation. China‘s realist attitude of ―no one looks out for us but us‖ might need 

assuaging. Those involved in such a diplomatic scheme will be required to consider all 

sides of this debate and the impact of any compromise they (hopefully) come to. With 

any luck, China will gain some diplomatic maturity that will silence the debate by way of 

reaching a valid compromise. 
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PART III: CHINESE FOREIGN AID 

Introduction  

For the past two decades China‘s involvement in world affairs has been steadily 

increasing. In particular, the literature on China is reflecting a growing interest in China‘s 

interactions with other developing nations. Despite all the difficulties that China has been 

encountering in a variety of areas domestically, it has continually given aid to other 

developing nations, extending and enhancing its reach and impact on those nations. This 

is especially true for Africa and Latin America. 

This paper will attempt to look at China‘s foreign aid to Cuba and Venezuela in 

the context of China‘s foreign policy strategies towards developing countries, addressing 

the question: What are the motives driving China‘s foreign aid policies toward these two 

fellow socialist nations? Venezuela and Cuba are both cases of interest in this regard; 

events happening in both countries are being watched closely, because they will have—

and have had in the past—enormous implications for the region and perhaps for the rest 

of the world, especially with Hugo Chávez‘s calls for ―socialism in the 21
st
 century.‖ 

China‘s foreign aid lends itself to the legitimacy of the two Latin American nations‘ 

governments, both of which have attracted enormous amounts of criticism from the 

international community, in some cases to the point where they have not been recognized 

as legitimate—and could have lasting implications for China itself. 

The rest of this essay will be broken down as follows. First the concept of foreign 

aid will be more precisely defined for the purposes of analysis. Second will be an 

overview of China‘s strategies and their underlying motivations towards other developing 

countries in general. Third will look at the nature of Chinese foreign aid to Cuba and 
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Venezuela compared to foreign aid China is giving to other developing countries and pull 

conclusions about what is driving China‘s current level of foreign aid toward the two. 

The conclusion will address implications and questions that these policies leave us with. 

What is Foreign Aid? 

For the purposes of this paper, the parameters of what foreign aid is must be first 

briefly drawn out. Tomohisa Hattori (2001) does a thorough analysis on the concept of 

foreign aid, defining it as a type of resource allocation ―commonly perceived as a gift 

extended from one country to another.‖ In other words, resource allocation in the form of 

giving that often goes unreciprocated if it occurs between two countries of unequal 

developmental or economic standing. Hattori also argues that it also serves as a form of 

―symbolic domination,‖ delineated by the fact that there usually exists some form of 

―material inequality‖ between the two nations and that the act of unreciprocated giving 

affirms the fact that there is indeed a material difference: these come together ―to mark or 

signal a social hierarchy.‖ The result is that the act of giving ―suspend[s] a social 

obligation to reciprocate, as opposed to a legal obligation to pay‖ (Hattori 2001). This is 

all not to be confused with economic exchange, which is the exchange of goods and/or 

services for monetary payment at an arranged time. 

As a note of caution, in analysis of Chinese foreign aid in particular, there is 

bound to be some error partly because China itself neither releases foreign-aid data 

publicly nor does it explain it in any detail (Lum et al. 2009) and partly due to China‘s 

inclusion of grants and investments with foreign aid packages: 

The OECD defines official development aid (ODA) as flows of official financing 

to developing countries provided by official agencies which have a clear 

development or anti-poverty purpose and are at least partially concessional in 

nature. Based on the above definition, the amount of China's foreign aid may be 
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overestimated since Chinese official announcements usually mix up concessional 

loans and subsidized investment with interest-free loans and grants. More than 

often, concessional loans and government-backed investment take the major share 

within the entire aid package (Tso 2009). 

 

Because China considers this part of its foreign aid, however, it will be included with the 

forthcoming analysis. Although not all foreign aid offered by China is for developmental 

purposes, the vast majority of it is developmentally-related. Lum et al provides a table 

that sums up the differences between OECD-defined development aid and Chinese 

development aid: 

 
Comparison of ODA and "Chinese" Aid 

    

 

Government 

to 

Government 

Financing 

through 

Development 

Agency 

Strong 

Links to 

Donor 

Country 

Economy 

Concessional 

or Favorable 

Lending 

Terms 

Receives 

Payment 

of Debt 

in Kind 

Grant 

Element 

of at 

Least 

25% 

Private or 

Corporate 

Financing 

OECD 

Aid 

Donor yes yes no yes no yes no 

 
China yes no yes yes yes no no 

 (Source: Lum et al 2009). 

China Towards Other Developing Countries: Strategies and Motivations 

 ―[T]he first order of business for a non-Western nation like China is usually less 

to amass power than to secure and affirm an identity as a nation-state within the 

framework of the Westphalian state system‖ (Lei 2005). Within this context, China‘s 

general foreign policy has been described as extremely pragmatic, strikingly similar to 

realpolitik of the late 19
th

 and early 20
th

 centuries; it takes the realist approach to 

international relations. Lei Guang defines realpolitik ―broadly as a nation-state‘s 

engagement in power politics in the international arena‖ (Lei 2005). In China‘s case, this 

has frequently involved economic and political maneuvering to attain a balance of power. 

This is especially true with China‘s relations with industrialized nations, save Taiwan. 
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With other developing nations China takes a slightly different approach. There are 

several ―sub-strategies‖ underlying China‘s ultimate strategy of economic diplomacy 

(also frequently called ―yuan diplomacy‖). This overarching strategy serves several goals, 

primarily establishing and continuing economic stability at home, domestically 

maintaining legitimacy of the Chinese Communist Party (CCP) through economic 

prowess and prosperity, and, perhaps most importantly, putting China forward as a leader 

of the Third World. Here we discuss four of the main sub-strategies and the motivations 

behind them, as this will paint a clearer picture as to why China is engaging with them in 

the first place. 

Diversification of Trading Partners 

Diversification of trading partners is another strategy and simultaneously a 

motivating factor for China‘s exploration of economic relations with other developing 

nations. The diversification issue is pressing for several reasons. First, China‘s substantial 

holdings of U.S. assets could be problematic. As Drezner points out, should China scale 

back on purchasing those assets, perhaps to achieve some geopolitical aim, it would 

result in the dollar‘s depreciation against the renminbi and cause large capital losses. A 

10 percent appreciation against the dollar translates to a three percent loss in GDP in its 

foreign exchange reserves (Drezner 2009).  

Second, economic action taken by one nation against another to obtain a desired 

political result can be detrimental, especially if the target is dependent on or heavily 

influenced by the other nation. Economic sanctions can be particularly devastating for 

developing countries; Cuba is a primary example of this. However, Drezner states that 

targeted nations often can find other sources for financial aid, trade, and political 
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interaction with minimal cost; the more nations that participate in a sanction, the more 

effective it will be (Drezner 2009). Without support, a sanction is often meaningless, 

even if it is being enforced by a great power such as the U.S.  

Third, developing countries perceive themselves as vulnerable to protectionist 

measures taken by industrialized countries to protect their own markets. Often this does 

hold true, so they must find other nations like themselves to open their markets to. This 

allows them a variety of options for continued access to resources and materials that may 

not otherwise be available. Frank Mora sums it up eloquently: ―For trade, the principal 

goal of China‘s...strategy was to facilitate and accelerate domestic industrialization by 

increasing imports of required equipment and raw materials not available at home, and by 

earning hard currency through the export of fuels and manufactured goods‖ (Mora 1999). 

As any good investor knows, it‘s never wise to put all your eggs in one basket; 

ultimately, extreme reliance on another single nation or a spare few nations financially or 

economically (i.e. as lenders) can make the debtor nation vulnerable under the right 

circumstances: 

Dependence on foreign creditors alters the distribution of power through two 

theoretical pathways: deterrence and compellence. In a deterrence scenario, 

lenders use their financial holdings to ward off pressure from debtor countries; in 

a compellence scenario, lenders threaten to use financial statecraft to extract 

concessions from debtor states (Drezner 2009). 

 

Naturally there are circumstances where these efforts can be constrained, but there is 

safety in numbers—and variety. 

Opportunism and Counterbalancing 

Following its realpolitik methodology, China strives to counterbalance the nations 

of the West; that is, when not actively attempting to court them. China turned to the Third 
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World after the fall of Communism in Eastern Europe in 1989, turning away from its 

strategy of courting the U.S. and Europe in defense (Mora 1997). In this counterbalancing 

method there is a sense of opportunism: China tends to move in to cultivate relations with 

nations that West has neglected (such as many of the African nations) or has outright 

denounced (such as the Sudan, Venezuela, and Cuba)—in other words, regions where a 

diplomatic vacuum has been left, which gives them strategic value to China. In filling 

these vacuums China has reaped great benefits, earning access to valuable natural 

resources in Africa, the Middle East, and Latin America and opening markets for Chinese 

exports: ―Beijing‘s Third World policy has placed overwhelming weight on the economic 

dimension through the expansion of trade, investments, and technology transfers‖ (Mora 

1997). 

Realpolitik and balance of power notwithstanding, this is a general trend; there 

are certainly exceptions. China still relies on a carefully-calculated cost-balance system 

and if they feel that a nation will not offer China sufficient economic benefit, they are far 

less likely to initiate any kind of interaction. Additionally, engagement has not been 

limited to only neglected or shunned nations: ―Although some believe that PRC officials 

appear more comfortable working with undemocratic or authoritarian governments, PRC 

outreach has also extended to key U.S. allies or to regions where U.S. dominance to date 

has been unparalleled and unquestioned, leading some to conclude that Beijing ultimately 

intends a direct challenge to U.S. global power‖ (CRS 2008). 

Sabotaging Taiwan 

The issue of Taiwan has been a particularly strong motivation for China‘s reach 

into the Third World. Taiwan over the years has become a successful economic Asian 
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entity, actively engaging with countries all over the world and increasingly gaining 

legitimacy as an independent nation. However, China, ever-determined to reunite Taiwan 

with the mainland, makes every effort to diplomatically outmaneuver Taiwan and they 

have done so with great success. In the case of Latin America, Mora asserts: ―Indeed, the 

primary motivation behind China‘s policy toward Latin America since the mid-1980s has 

been to deny Taiwan a diplomatic presence in the region by any means, including 

economic incentives and diplomatic coercion‖ (Mora 1999). However, Mora emphasizes, 

this has not been without negative consequences for China. China uses economic 

incentives to entice countries that Taiwan has courted and gained legitimacy from to 

reverse their Taiwan policies. At the same time, these countries cannot ignore Taiwan, 

which also has offered economic incentives. It puts them in a very difficult position and 

often sours relations between them and China. 

Multilateral Institutions 

 According to an April 2008 Congressional Research Service report for the Senate 

Committee on Foreign Relations, ―China has sought to devise new multilateral 

organizations to support its own interests and to expand its international influence‖ (CRS 

2008). These include the East Asia Summit (EAS), the Shanghai Cooperation 

Organization (SCO), and Forum on China-Africa Cooperation (FOCAC). China has 

pointedly excluded the U.S. from joining these organizations. In a world undergoing 

globalization, institutions are tools of international governance that, when used properly, 

can have positive widespread impact. China has lucratively made use of such institutions 

to establish itself as an important entity, especially in Africa and Asia, and to establish 

economic and political allies. 
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Aid Tying and Economic Motives: Opening the Doors to Exports and Energy Sources 

 What makes analyzing Chinese foreign aid so difficult is that foreign aid packages 

are often combined with trade and investment agreements. This is what is known as ―aid 

tying.‖ Aid tying conditionalizes the aid that is being given by adding requirements to the 

reception of the aid and is meant to further the interests of the nation or international 

institution offering the aid.  In traditional Western foreign aid, this usually means the 

recipient must initiate reforms in economic and political governance; with Chinese aid, it 

means that investment and trade are requisites to receiving aid.  

 Why use aid tying? What are the motives behind it? The way the Chinese 

conditionalize their aid is very telling. Attaching aid to trade and investment agreements 

means there are exceptionally strong economic motives behind it. The nature of these 

agreements says much about what kind of benefits the Chinese are looking to get out of 

them. In particular, the Chinese are most interested in opening their exports to new 

markets and in finding suppliers for their energy needs.  

 China‘s domestic economic growth is driven largely by exports. To maintain this 

enormous amount of growth, the PRC must search for new doors to open for their exports. 

Trade and investment agreements combined with aid are conducive to attaining this end. 

Investment agreements in particular are often used to develop the target economies in 

order to enhance the capability and willingness of target economies‘ consumers to 

purchase Chinese products. Aid is the carrot used to encourage other nations to allow 

Chinese exports to flood their markets.  

 To further fuel China‘s economic expansion, there is an increasing need for 

energy sources, most particularly oil. The PRC makes extreme efforts to seek out trading 
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and investment partners endowed with energy resources. Many of China‘s investment 

agreements consist of investment in the energy sector, particularly primary product 

extraction. Interestingly, in many investment agreements such as extraction of primary 

products and infrastructure projects, the Chinese will send Chinese workers to take care 

of the job, rather than using local workers. This demonstrates China‘s strong self-interest 

in these agreements, because the Chinese workers are getting the jobs and the pay that 

could be earned by the local workers instead, which would stimulate the local economy.  

Case Study: The Nature of Chinese Foreign Aid to Venezuela and Cuba 

 In this section the nature of Chinese foreign aid to Venezuela and Cuba will be 

analyzed in comparison with Chinese foreign aid given to other developing countries. 

Then conclusions will be drawn based on the available information, combined with the 

aforementioned Chinese foreign policy strategies towards the developing world. 

Foreign Aid to Venezuela and Cuba 

 Of the Latin American nations, China established relations with Cuba the earliest 

precisely because of their mutually socialist systems back in 1960, yet the road has not 

always been so smooth: ―Besides the Sino-Soviet conflict and China‘s assertion that 

Cuba was the Soviet Union‘s Trojan Horse in the Third World, Sino-Cuban relations 

were particularly tense [in the late 1970s] because Beijing and Havana both claimed 

Third World leadership‖ (Mora 1999). Regardless, in recent years they have strengthened 

their relationship economically and diplomatically.  

 With Venezuela, the history has been somewhat shorter, relations established 

back in 1974. With the election of Hugo Chávez as president in 1998 and his call for 

―socialism in the 21
st
 century,‖ it seems natural that China would find Venezuela an 
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attractive investment spot. The bilateral relationship has certainly intensified since 

Chávez came to power.  

It also appears that a triangle of sorts has formed between Venezuela, Cuba, and 

China. Economically, all are fairly tightly linked, particularly between the two Latin 

American states. Although China is at the forefront of trade for both Cuba and 

Venezuela—China is Cuba‘s second largest trading partner, with Venezuela being the 

first (The Free Library 2009)—neither country is on the top 30 list of investment 

destinations for China (Yi 2009); in fact, ―China‘s largest trading partners in the region 

are Brazil, Mexico, Chile, Argentina, and Peru‖ (Lum et al. 2009). They are both still 

large recipients of foreign aid from China, as the tables below testify:  

 

Selected PRC Aid and Investment Projects in Latin America, 2008 

(Announced or Begun) 

Country 

Assistance or Investment 

Type Funding Source Description 

Value 

($U.S.) 

  

Brazil Infrastructure/Public Works 

Government-

sponsored 

Investment Power Plant $850 million 

  

Brazil Natural Resources 

Concessional 

Loan Oil Exploration $10 billion 

  

Chile 

Infrastructure/Public 

Works; Natural Resources 

Concessional 

Loan 

Ports, Shipping, 

Mining $100 million 

  Costa 

Rica 

Infrastructure/Public 

Works; Natural Resources Grant/Donation 

Stadium, Oil 

Refinery $130 million 

  

Cuba Humanitarian 

Concessional 

Loan 

Hurricane Relief--

repair of hospitals $70 million 

  

Grenada Infrastructure/Public Works 

Concessional 

Loan Tourist Marina $83 million 

  

Venezuela 

Infrastructure/Public 

Works; Natural Resources; 

Development 

Concessional 

Loan 

Infrastructure, 

Electricity, Health, 

Education 

$4 billion (to be 

paid back in oil) 

 

(Source: Lum et al. 2009) 
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Selected Latin American Countries with Large Reported 

Aid/Investment Projects, 2002-2007 

Country 

Main Exports to 

China 

Pledged Aid, 

Loans, Credit 

Lines, 

Investments 

($U.S.) 

Major Types of 

Financing (as 

reported) 

Major Types of 

Projects 

Financed (as 

reported)   

Venezuela oil $16.4 billion investment oil, gas 

exploration and 

production; 

transportation; 

telecom; light 

industry 

 Brazil iron ore, 

agricultural 

commodities, 

oil 

$8.2 billion investment, loans infrastructure (ports, 

aviation, rail) 

Chile minerals, ores $5 million investment natural resources (copper) 

Columbia iron, oil $4 million investment steel, oil exploration, 

mining 

Costa 

Rica 

electrical 

machinery 

$4 million grants, loans humanitarian, 

infrastructure 

 

(Source: Lum et al. 2009) 

 The data in the tables above are just selected cases of aid issued by China—there 

are numerous more examples and it is uncertain the precise full amounts of aid that China 

has imparted. Take the fact that the number of joint ventures has augmented over the 

years between China and both Latin American nations. To name three examples: 1) In 

November 2007, China contributed U.S.$4 billion and Venezuela U.S.$2 billion to a joint 

development fund for financing loans to be used for projects pertaining to infrastructure, 

energy, and public works (CRS 2008); 2) Cuba Petroleum (CUPET) and SINOPEC 

started a joint venture several years ago for extracting oil off Cuba‘s coast (Unión Liberal 

Cubana 2006); and 3) China in September 2009 signed an investment agreement with 

Venezuela worth U.S.$16 million (BBC Mundo 2009). In July 2009 China agreed to give 

Cuba U.S.$600 million in aid (in this case in the form of loans) for a variety of purposes, 

including telecommunications and credit lines (The Free Library 2009). Considering that 
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this is a nation that calculates carefully before making a commitment to any sort of 

agreement, this increase demonstrates the value that China puts on these two countries 

and Latin America in general: from 1989 to 1995 alone the total in the region quadrupled 

from 40 to 160. 

 The aid offered here for both Cuba and Venezuela, it can be argued, is entirely for 

developmental purposes, even the humanitarian aid offered to Cuba. The defines of 

humanitarian aid over the past two decades have become blurred with those of 

developmental aid, so that humanitarian aid cannot be easily offered without some kind 

of supplementary aid for development.  

The vast majority of aid for Latin America as a whole goes towards enhancing the 

production and extraction of natural resources; this holds true for both Venezuela and 

Cuba, though the tables above do not clearly reflect this. China‘s primary interest in 

Venezuela is unquestionably oil. For Cuba, mineral ores (especially nickel) as well as oil 

(Unión Liberal Cubana 2006), although Cuba has started relying progressively more 

heavily on China to help fulfill its transportation needs (United Transportation Union 

2006). Judging by the descriptions of the aid‘s intent, issues of building infrastructure and 

public works (such as transportation lines), technological cooperation, and humanitarian 

aid are all secondary. Military aid and arms trade are of even less importance here; 

China‘s main arms trade occurs in Asia, particularly in the Middle East. This is not to say 

that it is of no importance in Latin America. China has continued pursuing its strategy of 

opportunism in providing military aid when the U.S. back in 2006 passed a law requiring 

reduced U.S. military presence in Latin America (Pessin 2006). 

Comparison: Foreign Aid to Other Developing Nations 
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 The table below allows for a comparison in a brief glance of the distribution of 

Chinese aid between Africa, Latin America, and Southeast Asia: 

Reported PRC Aid by Type and Region, 2002-2007 ($U.S. 

millions) 

  Africa 

Latin 

America  

Southeast 

Asia   
Natural Resources 

Extraction/Production 9,432 18,585 4,788 

 Infrastructure/Public Works 17,865 7,535 6,438 

 Not Specified/Other 5,024 608 2,276 

 Humanitarian 802 32 159 

 Military 4 0 170 

 Technical Assistance 10 1 3 

 
 

     

(Source: Lum et al. 2009) 

Seeing the relative distributions clarifies the magnitude of China‘s current levels 

of foreign aid to Latin America and puts it in perspective. Aid in the amount of $18.585 

billion dollars has been bestowed to Latin America for natural resource extraction and 

production, more than that given to Africa and Southeast Asia combined, confirming that 

it is indeed China‘s main interest in Latin America. Infrastructure and public works 

remain secondary as well. The patterns of China‘s aid to Venezuela and Cuba appear to 

follow a similar pattern. 

Motives Behind the Money  

 The main reason for looking at foreign aid to Cuba and Venezuela is to analyze 

whether the latter two‘s socialist systems put them in a position of higher favor with 

China. Despite China‘s inclination for non-transparency when it comes to publicly 

releasing information on its foreign aid practices, the numbers that are available say that 

neither of the two receives preferential treatment over non-socialist nations. This fits the 

pattern of China‘s general foreign policy strategy, where ideology has taken a backseat to 
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economic modernization. However, it doesn‘t mean that ideology wasn‘t a factor—China 

looks for like-minded governments, particularly on issues like human rights, and its 

opening of further dialogue with Cuba after the fall of Communism in Eastern Europe in 

the early 1990s was certainly ideologically charged, at least in part. In addition, the 

literature on the subject of Chinese-Latin American relations is rather sparse as far as 

studies go; if some kind of ideological bias was detected as things stand today, there 

would likely be more written about it. 

China‘s use of foreign aid to nations like Cuba and Venezuela has been described 

by some as mercantilist: ―[T]he Chinese approach has visible resemblance to the way 

colonial rulers took away natural resources from [their colonies] in the 19
th

 century and to 

the way Western multinational corporations controlled the oil fields in the Gulf countries 

before the 1970s‖ (Tso 2009). Given what we can observe about China‘s actions in 

carrying out its foreign policies, this is a convincing argument. Natural resource abundant 

nations such as Cuba and Venezuela serve China‘s ambitious economic self-interests well, 

willingly once offered the right incentives.  

It is also important to note that China gives aid ―unconditionally.‖ That is, unlike 

international financial institutions such as the World Bank and the IMF, China grants aid 

to nations without asking for any kind of reform in areas like human rights (Naím 2007; 

DeAngelis 2009). In some ways this could be self-defeating. The effect is similar to 

problems of food programs in humanitarian aid. Often humanitarian organizations will 

offer free food at the expense of the local agricultural market—no farmer attempting to 

make any kind of living by selling his products will earn any profits by virtue of the fact 

that he cannot compete with a price of zero. Countries that don‘t want to spend the time, 
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effort, and funds for making the necessary changes to qualify for aid from an institution 

like the World Bank will jump at the chance to receive aid without having to undergo any 

kind of reform. Nations like Cuba and Venezuela that have oppressive governments are 

going to fall under this category. This is an effective way for China to cultivate solid 

relationships with nations like itself that employ governance practices viewed as 

undesirable by Western governments. Some might dub this ―bribery‖; as to whether this 

method can really carry that label is up for debate, though it certainly appears to border 

on it. 

China is keen to ensure that it has markets open to its exports and its vigorous 

activity in pursuing joint ventures and outward FDI testify to this. Although it is clear that 

infrastructure and public works projects are secondary, aid for such purposes is still large. 

China has ample reason to invest in the prosperity of its fellow developing nations, even 

as others argue that it does not care about the long-term welfare of the nations in which 

they invest and give aid. Utilization of unconditional aid lends itself to this argument, 

because imposing conditions is a way to buffer the risk being taken. When China 

provides aid, it expects something in return and should the recipient not be able to 

reciprocate in kind in one way or another, this will result in great losses for China. It can 

then be contended that China is invested in the prosperity of its aid destinations in the 

short term rather than the long term; the Chinese are plainly more concerned about what 

can be gained now rather than what can be made in future payoffs.  

Conclusion 

 Why exactly is it so important to look at motives behind Chinese foreign aid to 

countries like Venezuela and Cuba? Not only is it a great case study for economic 
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interaction between developing nations, but it emphasizes that conducting an ideological 

conflict Cold War-style is no longer the trend in the international realm today, even if 

there are residual tensions between ideological opponents. It also shows folly on the part 

of the West: by neglecting to engage seemingly unimportant nations—and it must be 

asked, is there an industrialized nation that is considered ―unimportant‖?—there is lost 

opportunity economically, diplomatically, and culturally. Most of all, it gives a glimpse 

as to how powerful and influential China truly is in the Third World. While China may 

not yet be able to translate financial and economic leverage into real geopolitical pull 

with the great powers, it has fruitfully done so with its fellow developing nations. 

 Whether the developed world likes it or not, China is a force to be reckoned with. 

Chinese use of economic diplomacy is a strategy that simply cannot be ignored or side-

stepped; it is too effective, especially for developing countries that lack these resources. 

To reiterate on the nature of foreign aid itself, the act of giving means that the recipient 

lacks something that the giver possesses, that there is some kind of deficiency on the part 

of the recipient. For developing nations, there is much to be desired in the way of 

resources necessary for growth and further development. China knows this and uses it to 

its advantage. 

 Stephen F. DeAngelis on his Enterprise Management Resilience Blog brings up a 

valid point: he argues that China offers unconditional foreign aid, a disturbing trend 

among authoritarian and non-democratic nations that he describes as ―rogue aid‖ or 

―authoritarian aid,‖ and that its long-term consequences for the recipients could be 

disastrous, if not for China as well (DeAngelis 2009). This is slightly misleading, 

however, because as mentioned before, aid tying is used by the Chinese to conditionalize 
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their aid; however, such conditions do not necessarily benefit the aid recipient in the 

long-term, as Western aid conditions are meant to. By not imposing stringent conditions 

for earning aid, the receiving nation becomes reliant on aid; in today‘s world, 

developmental aid is intended in part to help establish enough self-sufficiency that the 

country can maintain successful political and economic practices that allow it to prosper. 

Those reliant on aid are at risk for crises or even collapse, especially in the event that they 

no longer have access to aid funds. It is for this reason that some argue that the long-term 

welfare of its fellow developing nations has little importance to China. To emphasize 

once more, one of the gaping flaws in China‘s policies is the focus on short-term gains 

with little consideration for consequences in the future. 

 One question that needs to be asked is how sustainable China‘s current economic 

diplomacy strategy really is in the long term. From here, more follows. When China 

becomes an industrialized nation—and there is little question that it will get there, even if 

it takes a few more decades—how effective will this strategy be on developing countries? 

For a long time China worked to gain relationships with nations in the Third World on 

the basis that China, another developing country, would lead the Third World. With that 

commonality gone, what then? Will China be an even more attractive partner? Or will the 

developing countries lose a champion in the end? More questions like this exist and the 

answers are long in coming. Still, it is important for those involved with China (i.e. every 

other nation active in world affairs) to consider them now so that it can formulate future 

policies for dealing with it because whatever the result, the repercussions will be 

widespread.  
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PART IV: SINO-SUDANESE RELATIONS: A CASE STUDY 

Introduction 

 Sino-Sudanese relations are frequently discussed and studied in terms of weapons 

trade, oil, and their effects on the conflict going on in the Sudan, but seldom are other 

aspects of the relationship analyzed. For instance, what are the effects of China‘s foreign 

policy strategies on the Sudan? Not all of them are necessarily positive, although those 

positive aspects might override the negative ones. Chinese relations with the Sudan are 

unique, because they have been ―internationalized‖ in the sense that there is a great deal 

of international attention focused on the relationship (Large 2007). How has this had an 

effect?  

 As an attempt to answer some of these questions and look at some of the other 

aspects of Sino-Sudanese relations, this chapter will look into the effects of China‘s 

devalued currency, foreign aid, and human rights as components of its relationship with 

the Sudan. These three contentious policy areas have varied but significant impacts on 

every country that crosses paths with the PRC. The Sudan is one of the best case studies 

for highlighting these effects because it exemplifies precisely why these are controversial 

aspects of Chinese foreign policy: 1) It is a fellow developing country, so it is likely to be 

affected by China‘s currency and export policies, 2) Sudan receives a lot of foreign aid 

from China and is thus subjected to its foreign aid strategies, and 3) Sudan is undergoing 

a conflict that includes genocide, so human rights has been a primary focus in studies of 

the country.  

 This paper will also examine how China applies its principles of sovereignty to 

the Sudan. In the face of Southern Sudan‘s upcoming referendum, which will determine 
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the South‘s desire for independence, China is faced with a dilemma based on its interests. 

This subject is closely tied with human rights, but because there are other significant 

implications and ties with other topics, I have made it a separate analysis.  

Conflict in Sudan: A Brief Overview 

The First and Second Sudanese Civil Wars 

 Since the British granted Sudan independence in 1956, there has been a state of 

almost perpetual civil conflict between the North and the South. The British had 

administered each of these regions separately, primarily because the regions‘ differences 

in geography, resource availability, religion, and racial consistency. The North is mostly 

arid desert with few natural resources, inhabited by Arab Muslims; the South is resource-

rich, consisting mostly of rainforests and is inhabited by black Africans who practice 

Christianity or traditional religions (Alley 2001). These divisions served as points of 

contention in the conflicts that have occurred over the past half century. 

 The First Sudanese Civil War began with the departure of the British in 1955 and 

it would last seventeen years until 1972. The new government that had been erected 

largely did not take into account the needs of the South; very few Southern officials had 

been appointed to positions in the new government. The North also had designs of trying 

to envelop the South into embracing Arab and Islamic ways (Alley 2001). The South, 

which felt disenfranchised, initiated a conflict intended to create a more autonomous state, 

though some Southern leaders called for outright secession.  

 The Second Sudanese Civil War began in 1983 and ended with the 

Comprehensive Peace Agreement (CPA) in 2005. The war broke out following the 

Islamicization campaign of the Khartoum government of the South, which demonstrates 
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that the second conflict was mostly a continuation of the first, because the peace of 1972 

that had ended the latter had failed to handle the underlying issues. The CPA called for 

measures that would directly address these issues, including allowing the South to 

determine whether it wishes to follow sharia (Islamic law), splitting oil revenues evenly 

between the North and the South, and granting autonomy to the South for six years, to 

end January 9, 2011, which would then be followed by a referendum that would allow the 

South to determine whether it desires to secede from Sudan or not. 

Genocide in Darfur 

 The Darfur conflict began in 2003 when the Sudanese People‘s Liberation Army 

(SPLA) and the Justice and Equality Movement (JEM) attacked government targets; they 

accused Khartoum of favoring Arabs over black Africans and oppressing the latter in the 

process (BBC 2010). The Khartoum government is believed to have ties to the Janjaweed 

militia, an Arab armed group that is accused of driving out black Africans from land 

under contention; land allocation and grazing rights have been a major source of dispute 

between nomadic Arabs and black African farmers in the region. The Janjaweed and the 

Sudanese Armed Forces, the U.S. and human rights groups claim, are committing 

genocide in the process of driving these black Africans out of their lands. There are 

almost 3 million IDPs (Internally Displaced Persons) and refugees and 300,000 are 

believed to have died in this conflict, although Sudanese President Omar al Bashir claims 

it has only been 10,000.  

Human Rights 

It is difficult to do a case study on Sino-Sudanese relations and not analyze the 

impact of human rights on the relationship. It is precisely because Sudan is such a high-
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profile human rights crisis that we can look at what circumstances and factors affect 

Chinese behavior regarding human rights; Sudan is such a case that will likely bring 

about change in the way China manages human rights in its bilateral relations.    

International Attention and the Chinese Role in Sudanese Politics 

The severity of Sudan‘s human rights violations—indeed, genocide—has brought 

the relationship between China and Sudan to the attention of the international community. 

There is little doubt that this increased attention has had some effect on the way China 

manages human rights in its relations with Sudan. International pressure likely played a 

role in convincing China to encourage Khartoum to allow a UN peacekeeping force into 

Darfur in 2007. But beyond that, it is difficult to determine how much of an impact 

international pressure has had, considering China‘s history of successfully resisting such 

pressure in the diplomatic realm. 

Many states and NGOs have resorted to diplomacy of shame regarding China and 

human rights in general: ―Evoking a sense of shame is fundamental to the international 

pressure applied to a norm-violating state‖ (Wachman 2001). This includes protesting 

and publicly calling out China on its actions; the UN Security Council has several times 

contemplated writing a resolution on China‘s treatment of human rights but was each 

time successfully fended off by the Chinese. However, the effectiveness of such methods 

depends on whether a state can be ―shamed.‖ China frequently uses what Wachman 

refers to as ―cosmetic gestures,‖ which are essentially motions of complying with 

international norms to evade pressure, but whether this can be considered a victory for 

international pressure is uncertain.   
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The outright pressure for improvement in the treatment of human rights for both 

countries has largely come from the international community rather than internally; 

ironically, however, it seems that the change in China‘s actions towards Sudan on the 

basis of human rights is due to Sudan‘s internal politics. Large (2008) argues that ―today 

the Chinese government faces the challenge of reconciling its formal, established policy 

of non-interference with the more substantive Chinese economic involvement in Sudan 

that has grown over the past decade as well as change in Sudanese politics after the 

Comprehensive Peace Agreement (CPA) of January 2005 between Northern and 

Southern Sudan‖ (Large 2008). China had been attracted to Sudan initially because 

Sudan had been largely isolated by the Middle East and the United States, the latter of 

which listed Sudan as a state sponsor of terrorism, and because it had enormous as yet 

untapped resource potential.  

Now that Sudanese politics have drastically changed in light of the upcoming 

January 2011 referendum, China is in a position in which it needs to change its approach 

regarding human rights. China will have to make a decision on how it will deal with the 

South, as it has traditionally always dealt with the North. Furthermore, should the South 

decide to secede, China will likely be playing a large role in brokering negotiations 

regarding oil in particular and the peace in general. This is not an insignificant role, as the 

North has threatened to renew war with the South if there is no agreement on the oil issue 

before the referendum.   

Arms Trade: Following the Guns 

China and the Sudan have had extensive arms trade relations since the inception 

of relations between the two in 1959. Data from various sources show that the violence in 
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Darfur has not necessarily slowed down arms transfers, particularly small arms. 

According to a speech made by Ambassador David H. Shinn in 2008, ―UN Comtrade 

data show that during 2004, 2005, and 2006, China sold Sudan about 90 percent of its 

imported small arms.‖ The BBC (Andersson 2008) claims to have found evidence that 

China was helping militarily in Darfur in the form of Chinese military trucks and 

Chinese-made bullets; however, this is incredibly hard to prove, as the Chinese may have 

well provided military materials and weapons to Khartoum but not provided them 

directly to the Darfur region; such an indirect link would technically not violate the arms 

embargo.  

Small and Light Weapons Trade, Ammunition, Military Weapons, and Parts from 

China to Sudan in US Dollars according to UN Comtrade  

 2003 2004 2005 2006 2007 2008 

As 

Reported 

by Sudan 

2,824,999 19,864,146 23,292,923 9,546,241 5,976,229 102,902 

As 

Reported 

by China 

420,438 176,245 35,920 38,584 -- 102,902 

(Source: Lewis 2009) 

 

 UN Comtrade data, such as that shown above, is limited and unreliable as a tool 

for determining how responsible China is for supplying arms that fuel conflict in Sudan. 

Many authors on the subject of arms trade between China and Sudan point to such 

numbers as damning evidence to condemn China. There is little, if any, enforcement of 

reporting arms trade data, which means that it is very likely that the information provided 

here is incomplete and/or inaccurate. The discrepancies seen above demonstrate that 

transparency is sorely lacking in Sudanese arms trade on both sides and thus cannot be 

solely relied upon to draw any conclusions about how responsible China is for fueling the 

conflict with its supply of arms.  
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 Of course, it could be argued that by trading arms at all with Sudan, China is 

contributing to the violence. While there is little valid statistical evidence, there is 

photographic evidence as well as physical evidence of the presence of Chinese arms at 

sites of conflict. As an example, the Military Industry Corporation (MIC), the main 

producer of arms in Sudan, has rights from the Chinese to produce the Type-56 gun, an 

AK-47 knockoff that the Chinese produce for export only; the fact that they sell the 

Type-56, renamed the MAZ 7.62mm submachine gun, is in plain view on the MIC 

website (Military Industry Corporation Official Website, 

http://mic.sd/images/products/wepons/en/MAZbn.html).  

In terms of direct impact, the Chinese supply arms to the government in 

Khartoum; indirectly, Chinese arms end up in the hands of non-state armed groups. 

Lewis (2009) identifies six mechanisms by which non-state armed groups attain weapons: 

(1) supply from stockpiles of governments of neighboring countries; (2) arms supplied by 

the SAF [Sudanese Armed Forces]; (3) arms captured from the SAF stocks; (4) arms 

supplied by the SPLA [Sudanese People‘s Liberation Army]; (5) arms stolen from AU 

and UN peacekeeping operations; and (6) smuggling/―ant trade‖ of small arms across 

Sudanese borders. By trading arms with Sudan, the Chinese make their weapons 

available for interception and arms flows that permit all parties to the conflict to continue 

the violence. Furthermore, Sudan is not the only questionable recipient of Chinese 

weapons; governments as well as non-state actors have received weapons, including the 

Mugabe regime of Zimbabwe, the Myanmar junta, and rebel groups in the Democratic 

Republic of the Congo (Hartung 2008).  

Oil and the Resource Curse 

http://mic.sd/images/products/wepons/en/MAZbn.html
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 One of the concerns of China‘s deep involvement in Sudan‘s petroleum sector is 

the effect it has on human rights. This concern is grounded in the possibility that Sudan, 

as a country whose economy relies heavily on natural resources, suffers from the resource 

curse: the idea that countries that have a heavy dependence on natural resources will be 

cursed with a slow-growing and slow-developing economy. There are many explanations 

of what mechanisms underpin the resource curse, but a solid portion of them are related 

to mismanagement of profits and rent-seeking behavior (Collier and Hoeffler 2005). 

There is evidence that the resource curse is at play: resource and land allocation is one of 

the reasons for the conflict in Darfur.  

 Oil is not a lootable resource as are diamonds or gold, but it provides just as much 

revenue. Control of the oil fields is an important factor in the conflict. As part of the 

Comprehensive Peace Agreement of 2005, the North and the South split revenue earned 

from the sale of oil, because the North requires Southern resources and the South needs 

the North‘s aid in selling oil (In-depth Africa 2010). The vast profits that the Sudanese 

government in Khartoum receives are undoubtedly used to arm the SAF and the 

Janjaweed, the latter a non-state group consisting of men from various Arab tribes in 

Sudan and eastern Chad and a major player in the Darfur conflict. The Southern Sudan 

likely also uses its share of the profits to arm the SPLA and armed rebel groups. The fact 

that both sides receive revenue from oil sales allows the conflict to continue along with 

the human rights violations. 

Nature of Trade Relations and the Currency Issue 

  This section will look at the content and volume of trade between the Sudan and 

China and using that information make some brief observations about how the currency 
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issue affects relations between them. While the currency issue is not a major one in Sino-

Sudanese relations, it demonstrates some of the effects that the currency issue has on 

other developing nations. 

The Content and Volume of Sino-Sudanese Trade 

 China is Sudan‘s largest trade partner, with nearly 80% of Sudan‘s merchandise 

exports destined for China (see table below). Oil is Sudan‘s dominant export to China. 

There is an assortment of other exports, including cotton, gum Arabic, sesame, hides and 

skins, among others, but their share in Sudan‘s export structure is modest at best; on 

average, oil comprises about 99% of Sudan‘s exports to China (Maglad 2008).   

Merchandise Trade Data for the Sudan (World Bank) 
MERCHANDISE 

TRADE    Value  Annual percentage change 

     2008     

2000-

2008 2007 2008    

Merchandise exports, f.o.b. (million US$)  11 671  26 57 31 

Merchandise imports, c.i.f. (million US$)  9 352  25 9   7 
             

     2008                    2008    

Share in world total exports    0.07  Share in world total imports  0.06 

Breakdown in economy's total exports 

  Breakdown in economy's total 

imports  

  By main commodity group (ITS)     By main commodity group (ITS)  

Agricultural products     3.6  Agricultural products       13.8 

Fuels and mining products    74.7  Fuels and mining products  0.5 

Manufactures      0.5  Manufactures    85.7 

  By main destination     By main origin  

1. China       79.5  1. Saudi Arabia    25.0 

2. Japan       7.3 

 2. European Union 

(27)   10.6 

3. United Arab Emirates     2.3  3. China    7.9 

4. Yemen       1.8 

 4. Russian 

Federation   4.5 

5. Egypt       1.4  5. Japan    3.9 

    Unspecified destinations     0.0   
    Unspecified 

origins 
    22.9 

(Source: World Trade Organization) 

 

Sudan is among China‘s top ten trade partners in Africa, as seen in the table 

below. China exports a much wider variety of exports to Sudan than Sudan does to China: 
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food products, crude materials, manufactured goods, machinery, transportation 

equipment, textiles, petroleum and petroleum products, and chemicals (Maglad 2008).  

Chinese Exports to Its Largest Trade Partners in Africa, 1999 – 2009 (Millions of 

U.S. Dollars) 

DESCRIPTOR 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

EXPORTS TO 

AFRICA 
3297.

1 

4151.

5 

5061.

0 

6012.

6 

9017.

3 

12090

.5 

16316

.0 

22925

.5 

31870

.0 

43293

.5 

40583

.3 

EXPORTS TO 

ALGERIA 160.0 172.9 222.7 351.9 645.9 980.8 

1404.

7 

1951.

6 

2709.

2 

3685.

3 

4180.

1 

EXPORTS TO BENIN 159.3 370.3 520.8 420.9 471.1 577.2 953.0 
1452.

4 
1957.

7 
2303.

4 
1952.

6 

EXPORTS TO 

LIBERIA 12.4 126.0 112.8 30.1 26.2 181.8 149.6 529.8 805.7 

1136.

8 

1880.

0 

EXPORTS TO 

NIGERIA 396.0 549.5 919.4 

1047.

1 

1786.

8 

1719.

5 

2305.

3 

2855.

7 

3800.

2 

6758.

1 

5477.

6 

EXPORTS TO 

SUDAN 229.3 158.4 226.6 392.3 478.3 815.9 

1293.

8 

1416.

9 

1536.

2 

1850.

7 

1705.

3 

EXPORTS TO 

SOUTH AFRICA 860.6 

1013.

7 

1051.

4 

1311.

6 

2029.

7 

2952.

3 

3825.

9 

5768.

8 

7428.

9 

8595.

64 

7365.

9 

(Source: International Monetary Fund) 

 

The Currency Issue 

While the issue of the Chinese currency exchange rate does not appear to be a 

major bone of contention in Sino-Sudanese relations, it does have an impact. The 

exchange rate for the Sudanese pound to the Chinese yuan is approximately 3 yuan to 1 

pound or 0.33 pounds to 1 yuan; this means that the Sudanese pound has three times the 

buying power of the yuan, making Chinese imports cheaper but far more difficult for the 

Sudanese to effectively export what little manufactures and agricultural products they do 

produce.  

 Analyzing the export structure of each country relative to the other, it is clear that 

China‘s strategy of keeping a low currency value to bolster its export sector is very much 

at work here. As we shall later see, China has put very little effort into aiding Sudan with 

developing its agricultural and manufacturing sectors, placing its energies and money into 

the oil sector. Coupled with the fact that Sudanese manufacturing and agricultural exports 
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are comparatively much more expensive than Chinese ones, Sudan exports almost none 

of these products to China and very little anywhere else.  

Furthermore, because its largest trade partner has little demand for such products, 

there seems to be little incentive for Sudan to truly develop these sectors. This leads to an 

interesting question: does China‘s manipulation of its currency lend to stunted 

development in other developing countries that trade with China? Naturally, the yuan‘s 

value alone wouldn‘t be sufficient to slow development, but in combination with other 

factors, such as foreign aid, it could certainly contribute.  

There is also the possibility that this is a Dutch disease case. The Dutch disease is 

the phenomenon that the manufacturing sector contracts when there is the discovery of a 

natural resource. The reason for this occurrence is because materials and resources 

needed for manufacturing are transferred to the natural resource development efforts. The 

yuan‘s value may be exacerbating the effects of the Dutch disease by taking 

developmental focus away from agriculture and manufacturing.   

Foreign Aid Relations 

Amount and Types of Aid 

According to Lum et al. (2009), China contributed at least $4.2 billion in aid 

between 2002 and 2007 to other developing countries, the vast majority of which was 

development aid towards oil production; this was in combination with investment 

agreements. The other types of aid included infrastructure, hydro power, and 

humanitarian. In all likelihood, this figure is lower than the actual amount of aid: China 

has also granted debt cancellation and easing as well as a great deal of military aid. There 
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is evidence that the amount of aid is growing, although the precise amount is uncertain 

because of the nature of Chinese aid. 

Chinese Foreign Direct Investment Composition in Sudan, 2000-2007 

 
(Source: Maglad 2008) 

 
Since 1997 the China National Petroleum Corporation (CNPC), China‘s largest 

oil-producing state-owned enterprise (SOE), has operated at least a 40 percent share in 

Sudan‘s primary oil company, the Greater Nile Petroleum Operating Company (GNPOC) 

(Large 2008). The CNPC, CNPC subsidiaries, and various other Chinese oil companies 

have entered into joint ventures with Sudanese oil companies to help with developing oil 

extraction capabilities. The number of joint ventures the Chinese participate in for their 

foreign development projects has increased substantially over the past twenty years. 

Sudan – Official Development Aid (ODA) Per Capita (Current U.S. Dollars) 
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 (Source: World Bank Database Group) 

  

 Chinese aid is not counted as ODA, but if the amount of Chinese development aid 

were added to the total amount of ODA Sudan receives, the graph above would shift 

upward considerably. However, this does not necessarily mean that the aid is being used 

to the benefit of the whole country. Those areas with great amounts of oil are seeing the 

most development. Chinese development aid to the Sudan is streamlined to focus almost 

exclusively on oil extraction.  This narrow focus has led to the neglect of other areas of 

development, especially in agriculture and manufacturing. This is reflected in Sudan‘s 

export structure, where the amount of oil exports outstrips that of agricultural and 

manufacturing products put together several times over. Naturally, the Chinese are not 

particularly keen to help develop these areas because they likely want to retain their 

comparative advantage in exports, particularly labor-heavy sectors like manufacturing in 

which the Chinese specialize.   

Aid Tying and Conditionality 

 It is difficult to define ―foreign aid‖ in the Chinese context. Like Western aid, it is 

given to induce some kind of desirable action; unlike Western aid, Chinese aid is often 

lumped in with investment and trade agreements and frequently comes without any 

condition of economic or political reform. This is especially true for aid destined for the 

Sudan, the majority of which comes in the form of development aid coupled with 

investment agreements meant to enhance the growth of the oil sector. The Chinese use 

aid tying to encourage other countries to enter into trade agreements. In Sudan‘s case, aid 

has been used by the PRC as an incentive to allow China to develop Sudan‘s oil industry. 

In most cases, China does not get much involved in the development processes of other 
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countries, but in this case it has paid off—in oil. China frequently allows countries to pay 

off loans in oil and Sudan is no exception. 

The North, the South, and Sovereignty: A Special Dilemma 

 In light of the upcoming referendum for Southern Sudan in a decision of whether 

to split away from the Sudan and form its own country, China has found itself in a 

difficult position on the issue of sovereignty. It has now been forced to answer the 

question of which side it will support—Khartoum in the North or Juba in the South? 

There are a variety of reasons for China to support the North. The Chinese have 

provided Khartoum with large amounts of aid and investment through which it has 

essentially single-handedly developed Sudan‘s oil industry. China has also provided 

much military aid and a long-established arms trade. Furthermore, there is also the issue 

of supporting separatist elements. China has long feared that if it should support the 

South, separatist groups within the PRC itself may be stirred to action and press for 

independence, such as Tibet. The amount of time and effort the Chinese have put into 

relations with Sudan are not small, though compared to China‘s relations with some other 

nations it is little more than a drop in the bucket. Even still, the Chinese appear to be 

fairly loyal to Khartoum.  

For years the Chinese have been defending the sanctity of Sudan‘s sovereignty. 

Contessi (2010) finds through her study of Chinese discourse in the UNSC regarding the 

Sudan that China works to defend against any normative attacks on state sovereignty. 

China has fought against agreements that don‘t have the consent and cooperation of the 

Sudanese and agreements that have ambiguous wording that would even potentially 

allow the UNSC to subvert such consent. She also finds there is another common theme 
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in Chinese discourse: ―the concern with the juridical expedient not to set precedent and to 

reinstate China‘s vision of what constitute [sic] undisputed international norms in the 

maintenance of peace and security and (multilateral) intervention‖ (Contessi 2010). Her 

findings are largely consistent with realist, interest-driven patterns of behavior, which is 

the type of behavior under which China seems to operate in most areas of international 

affairs.  

In spite of these factors, it seems that China has altered its course and decided to 

support the South, primarily because that is where the oil is located.  

China‘s decision to support the South defies its long-standing efforts to maintain 

respect for territorial integrity and national sovereignty. If it had decided to continue 

supporting Khartoum, there is a chance that the country would have been kept together. 

However, by supporting the secessionist South, it is almost certain that Southern Sudan 

will make the break with the North. New countries have little chance of succeeding 

without other nations to support it and Chinese backing will do much for the Southern 

Sudanese. Although the Chinese currently will not say whether or not they would 

diplomatically recognize a Southern Sudanese state, the courtship that the Chinese have 

recently initiated sends a strong signal and based on China‘s pattern of behavior, it will 

take any opportunity to establish links to states with great amounts of natural resources.  

Why this reversal in general Chinese foreign policy? What is it about the Sudan 

case that makes it decide to break its pattern of supporting sovereignty? While many 

would point to the vast amounts of oil in the South, the truth is that there is more to the 

story than that. Even considering China‘s thirst for natural resources, it is unlikely that oil 

alone was incentive enough to reverse China‘s stance. The Chinese are far less likely to 
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face diplomatic pressure on human rights for supporting the South; the Southern 

Sudanese government is viewed globally as a far less repressive regime. China also has 

concerns that supporting secessionist elements abroad would encourage secessionist 

elements at home. Likely China foresees that the South will definitely secede from the 

North and has thus decided to make moves on it early.  

If the outcome of the referendum is that the South should split with the North, 

what will become of China‘s relations with Khartoum? How will China reconcile its 

relations with the North thereafter? Oil is going to be a key in this reconciliation. 

Sudanese President Omar al-Bashir has threatened renewed civil war if there is no 

resolution to how the oil revenue will be divided (Lauria 2010). Due to its position as an 

important partner to both Khartoum and now Juba, China will likely be a major player in 

brokering such a resolution.  

Up until recently, the Chinese almost exclusively provided arms to the 

government in Khartoum. Very little was provided to the South and what was provided 

was simpler in nature than that given to the North. Lewis (2009) argues that ―current, 

accelerating arms supplies to the SPLA and—in far greater volume and sophistication—

to SAF forces are developments involving regional and international patterns of supply 

established in the early to mid-1990s during the second Sudanese civil war. [This article] 

further asserts that these flows are grounded in governmental allegiances: military, 

ideological, diplomatic, and economic.‖ The Chinese turn from the North to the South 

well defies the consistency of this observation.  

What can be learned from China‘s switch? It primarily demonstrates that the 

Chinese aren‘t perfectly rigid in the strategies they use in pursuit of foreign policy goals. 
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Even the PRC breaks from its most closely-followed principles when the circumstances 

call for it. Flexible action is necessary in situations where the political circumstances are 

prone to significant and frequent change, as they are in war-torn Sudan. In the face of 

dissolving sovereignty, China decided to follow the oil and avoid facing even more 

international pressure. Despite China‘s fairly successful record for resisting international 

pressure, it would like to avoid it wherever possible.    

Conclusion 

Sudan has provided an interesting case study for looking at particular conventions 

of Chinese foreign policy. Sino-Sudanese relations operate chiefly in the economic realm, 

but human rights have had a great hand in shaping the relationship. When two nations 

that frequently defy international norms interact, many aspects of the relationship become 

controversial. Here we have examined the currency issue, foreign aid, and human rights. 

In all of them, one factor remains constant: oil. Oil seems to be the backbone of the 

relationship, but ultimately for Northern Sudan, this could end up being a problem, 

should the South secede. 

One important question remains: What does the future hold for Sino-Sudanese 

relations? By all preliminary accounts, the South will almost certainly secede from the 

union, which will leave China in the position of having to reconcile relations with both 

the North and the South, particularly on the issue of oil. China will likely continue its 

relations with the North, since the North is largely isolated from much the rest of the 

world, but without the oil, the importance of those relations will probably decline, 

perhaps with a corresponding drop in investment, trade, and aid. China will continue to 

support the South, mainly in the interests of oil. It will be interesting to see how Chinese 
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development efforts will affect the South, many areas of which have not been adequately 

affected by such efforts. 
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CONCLUSION 

This thesis covered three controversial components of Chinese foreign policy and 

then proceeded to apply them to Sino-Sudanese relations to analyze how they work in 

practice. These three dimensions play major roles in Chinese foreign policy. Exchange 

rate management and foreign aid are two of China‘s methods for attaining its foreign 

policy goals; China has an uneasy relationship with international human rights, which 

appears to serve as an obstacle to the PRC‘s goals. All three have debates surrounding 

them, reflecting their controversial nature. 

 What is it about these components of Chinese foreign policy that makes them so 

controversial? The answer lies in the fact that they all in some way resist following 

international expectations. These expectations are manifested in international laws and 

norms meant for all countries to follow to some measure, but in some areas China does 

not seem to follow them, or does to only a very small degree. 

 China openly disagrees with the rest of the world about the nature of human rights 

and what role human rights should play in international relations. China largely treats 

human rights with the view that it tends to get in the way of attaining its goals; if China 

worried about human rights in countries such as the Sudan, it would not be able to obtain 

much-needed oil. On various occasions the PRC has successfully resisted international 

diplomatic pressure to subscribe to human rights, rather than subverting them by 

sidestepping them as an issue or trying to change them; studies such as that of Contessi 

(2010) show that China has tried to change international norms regarding humanitarian 

intervention by encouraging the use of more traditional peacekeeping methods. Beyond 

that, there is also international concern regarding China‘s domestic treatment of human 
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rights, which is with indifference at best. Support of human rights is seen as one of the 

vital steps toward establishing a proper democratic regime; without that, countries such 

as China are viewed in a more negative light, rebelling against greater international 

human rights norms.   

 Chinese management of the yuan‘s exchange rate value is seen as unorthodox as a 

development mechanism. It is considered a form of cheating, so to speak, and undercuts 

the efforts of other developing countries to be competitive in the international market. It 

does not follow the neoclassical methods that have been dominant in international 

development. These methods advocate a more laissez-faire approach to development—

minimal governmental intervention and allowance of markets to drive growth. The 

Washington Consensus, which up until very recently had been the most widely accepted 

formula for development by most mainstream economists, called for ten reforms: 1) 

Fiscal discipline; 2) Reordering priorities in public expenditures; 3) Tax reform involving 

the construction of a tax system combining a broad tax base with moderate marginal tax 

rates; 4) Liberalizing interest rates; 5) Establishment of a competitive exchange rate; 6) 

Trade liberalization; 7) Liberalization of incoming FDI; 8) Privatization; 9) Deregulation; 

and 10) Property rights (Williamson 2002). In managing the yuan, China has ignored 

more than half of these recommended reforms. What makes this issue even more 

controversial is that China‘s currency management has proven highly effective in 

developing China‘s export market, in some ways even more so than the Washington 

Consensus methods.  

 Foreign aid given by the Chinese to other developing countries is not 

conventional according to general international standards as set by institutions such as the 
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World Bank and the IMF. Chinese aid does not come with a set of required reforms in 

economic and political governance and structure, unlike Western aid; therefore aid like 

that provided by the Chinese has been dubbed ―unconditional aid.‖ Such reforms are 

intended to improve the economic and political bases necessary to establish a smoothly-

running market economy and a strong democratic political system, respectively. But 

Chinese aid has no such requirements and because of this it is viewed more negatively: 

the primary motive behind Chinese aid is economic self-interest, rather than being 

concerned about effects of the aid being given and working to enhance the economic and 

political well-being of the recipient. The assumption behind this is that market economies 

and democracies are inherently superior economic and political systems, a belief that 

seems to be widely held by the Western world. Additionally, there is a fear that because 

China is an authoritarian nation that its influence asserted in its relations with other 

developing countries will undermine any traditions of democracy in the countries it 

interacts with.  

Why doesn‘t China follow international expectations in these areas? One answer 

is that they don‘t believe that it is in their interest to do so. These interests are shaped 

predominantly by domestic considerations, the main one being the legitimacy of the 

CCP‘s regime. All other considerations appear to stem from this: economic growth, 

sovereignty, regional and global influence, and others. These are all meant to bolster the 

legitimacy of the CCP at home and abroad and to keep the Party in power. By virtue of 

its political nature, the Chinese authoritarian regime defies many of the standards 

accepted and maintained by most the rest of the world. In addition, its actions follow a 
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realist approach to international relations; this means that China is out there for itself, as 

it perceives all other nations to be. 

The conflict between human rights and sovereignty is one reason that China does 

not necessarily adhere to international expectations. As a major advocate of traditional 

Westphalian sovereignty, China opines that advancing human rights internationally 

oversteps the bounds of sovereignty, especially humanitarian intervention. Additionally, 

China wants as little attention as possible heeded to its own human rights situation, which 

is one of the primary criticisms of the CCP and for many detracts from its legitimacy. 

The PRC often points out that human rights in China have drastically improved since the 

Mao era and that they are on the rise. But it is clear that there is still a long way to go.   

The PRC relies heavily on its export sector as a method of development and a 

way to become and remain competitive in the international market. By heavily managing 

its currency value, China can remain competitive in its exports, artificial though it may be 

compared to its value if the yuan were to be allowed to float. This leaves little incentive 

for the Chinese to change their strategy in the face of debate and international pressure 

because currency management has worked so well and it is questionable that they would 

fare as well if the yuan were allowed to float. Economic growth has been one of the 

strongest interests in the CCP‘s struggle to maintain legitimacy; why, then, should they 

change strategy if the one they have been using has worked so well?  

Economic growth as an interest is closely entwined with China‘s use of foreign 

aid. China‘s use of aid tying and ―unconditional‖ aid are meant to entice other countries 

to enter into business with the Chinese, allowing them to open their markets to more 

economies—a key element to supporting their growing and lucrative export-driven 
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economy. Lack of reform requirements as conditions to receiving aid makes Chinese aid 

an attractive option for many developing countries. The reforms required for the receipt 

of Western aid are often extremely costly, so developing countries with the option of 

avoiding such conditions will be inclined to do so. Tying aid to investment and trade 

agreements adds further incentive for the recipient nation. Through manipulation of the 

incentive structure associated with aid and prioritizing their trade partners strategically, 

the Chinese have worked out a way to obtain exactly what they want from the countries 

they interact with.  

What, then, is to be done, if anything? There are various problems associated with 

China‘s approach in all three areas, as the Sudan case study highlights. However, there is 

little chance of getting China to drastically change its ways. Still, there is one question to 

be considered: how can we know that the international community is a better judge than 

the Chinese themselves of their own needs? Questions such as this one frequently face 

those involved international relations and international development and there is no easy 

answer. The way the CCP handles issues at home and abroad is certainly flawed, but they 

have done well for themselves thus far and are improving. There can be a lot of 

conclusions drawn from the way China approaches situations at home and abroad, but 

this does not mean that the international community is all-knowing, nor is its opinion 

necessarily the end-all, be-all.  

The best that can be done, then, is to resolve the problems stemming from China‘s 

strategies to the best of our ability by way of compromise: allowing the Chinese to keep 

some of the benefits gained from their strategies while eliminating as much of the related 

problems as possible. One way of doing this is for the international community to reshape 
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the incentive structure that helps dictate the strategies that the Chinese use. This will not 

necessarily force a complete change in PRC methodology, but it will likely encourage 

them to modify it in ways more amenable to individual countries and the international 

community as a whole.  
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