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ABSTRACT

This paper examines the role of debt sustainability and sovereign lending risk analysis in Chinese
overseas lending, asking whether these practices converge with or challenge international norms
and practices. Central to this inquiry is how Chinese development finance institutions generate and
apply risk signals when lending to low-income countries (LICs), and how their approaches compare
with those of traditional and emerging donors. Drawing on case studies and process tracing, the
analysis finds that China partially converges with existing international norms. The Belt and Road
(BRI) Debt Sustainability Framework (DSF) for LICs—introduced in 2019 and adapted from the
International Monetary Fund (IMF) and World Bank (WB) framework—broadened the toolkit
beyond Chinese financiers' internal assessments and regulatory requirements. Yet despite elements
of imitation, the BRI framework diverges from the IMF-WB model in its assumptions about public
investment, fiscal consolidation and present-value debt calculations. Evidence also suggests that
the BRI-DSF is selectively adopted: it guides non-concessional sovereign lending but plays a limited
role in concessional lending and in determining grant elements, areas in which IMF and WB signals
are more consistently applied. To situate China’s experience, the paper compares its trajectory with
those of France and India. France displays stronger alignment with IMF-WB practices, while India
shows weaker convergence. The discussion interprets these patterns through an institutionalist lens.
A critical juncture, marked by rising debt-servicing pressures and a legitimacy crisis, pushed Chinese
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and French development finance institutions toward adaptation, while their Indian counterparts faced
less pressure to change. Remaining gaps in convergence reflect differing ideational commitments
and institutional path dependencies. The analysis draws on policy and regulatory documents and 24
semi-structured interviews conducted between 2024 and 2025.

Keywords: China, debt sustainability, development finance institutions, sovereign lending

INTRODUCTION

The rise of China as a bilateral lender raises the central question of how it interacts with established
international norms and, more specifically, how and why it adopts—or does not adopt—existing
institutional practices (Brautigam 2011; Kragelund 2015; Horn et al. 2021). China diverges from its
global counterparts in lending terms, sectoral priorities and geographic locations, as well as in the
organizational structures and operations of the financiers providing credit (Gelpern et al. 2021; Chen
2024). Yet research also points to growing convergence in global economic governance, such as
World Trade Organization (WTQO) participation, aid provision and debt restructuring (Kragelund
2015; Parks et al. 2023; Chen 2024; Larsen 2024; Huang and Brautigam 2025).

Anotherareain which the tension between convergence and divergence emerges is debt sustainability
analysis (DSA). DSAis a formal tool used to assess a borrower's ability to meet its current and future
debt obligations without resorting to exceptional financing, arrears, or disruptive policy adjustments
(Laskaridis 2021; IMF 2018). In practice, it evaluates a country’'s macroeconomic outlook, debt-
carrying capacity and vulnerability to shocks to determine whether new borrowing is consistent with
long-term fiscal and external sustainability. Multilateral lenders such as the World Bank (WB) rely
on a standardized framework to guide lending decisions and determine the appropriate mix of grants
and concessional finance (IMF 2018). Although the International Monetary Fund-World Bank Debt
Sustainability Framework (IMF-WB DSF) has been subject to significant criticism from academics,
international organizations and both creditor and debtor countries (Guzman and Heymann 2015;
Gallagher and Maldonado 2022; OHCHR 2013; Laskaridis 2021), many bilateral donors and
development finance institutions (DFls) also rely on these assessments to coordinate lending
practices and mitigate collective exposure to sovereign risk (Oduk and Mithia 2024; Mustapha and
Prizzon 2025). In 2019, China introduced the Belt and Road Initiative Debt Sustainability Framework
(BRI-DSF) for low-income countries (LICs), offering a critical window into sovereign lending risk
assessment practices—defined here as the full set of rules, procedures and institutional practices
through which lenders assess sovereign lending risks and translate those judgments into lending
practices, including whether to lend and how to structure financial instruments.

This paper examines how Chinese DFls assess and apply risk analysis to their sovereign lending, if
and why China has partially converged with IMF-WB debt sustainability practices and how Chinese
practices compared with other bilateral lenders such as France and India. The analysis finds China’s
convergence to IMF-WB partial. While the imitation is significant, the BRI framework diverges from
the IMF-WB model in its assumptions about public investment, fiscal consolidation and present-
value debt calculations. Evidence also suggests that the BRI-DSF is selectively adopted in actual
lending: it guides non-concessional sovereign lending but plays a limited role in concessional lending
and in determining grant elements, areas in which IMF and WB signals are more consistently
applied. In comparison, France displays stronger alignment with IMF-WB practices, while India

shows weaker convergence. A critical juncture, marked by rising debt-servicing pressures and a
legitimacy crisis, pushed Chinese and French development finance institutions toward adaptation,
while their Indian counterparts faced less pressure to change. Remaining gaps in convergence reflect




differing ideational commitments and institutional path dependencies. The analysis draws on policy
and regulatory documents and 24 semi-structured interviews conducted between 2024 and 2025.

Few analyses on how China evaluates sovereign lending risks have compared the BRI-DSF with
the IMF-WB DSF, identifying areas in which the two frameworks are similar or distinct (Morris
and Plant 2019; Yang 2024). Empirical studies have examined how Chinese DFls structure risk-
related instruments, such as collateralization, securitization and guarantees (Gelpern et al. 2027;
Chen and Liu 2023; Landry and Tang 2024). Another body of literature has explored Chinese DFls’
risk tolerance and appetite (Kaplan 2016; Lin and Wang 2017; Horn et al. 2021; Kaplan 2027).
Nevertheless, systematic comparative analysis of how Chinese DFls assess and evaluate sovereign
risks, as well as how these judgments influence lending decisions, remains limited, a gap that this
paper seeks to fill.

The past two decades have witnessed a boom-and-bust cycle of Chinese debt financing (Morris et al.
2020; Horn et al. 2021; BU 2025, 2026). The expansionary phase channeled large volumes of credit
into sectors—most notably infrastructure—historically underserved by non-Chinese financiers,
thereby filling critical investment gaps in LICs (Manning 2006; Woods 2008; Mawdsley 2010;
Kragelund 2014). Empirical studies find that Chinese projects have positive impacts on economic
growth (Dreher et al. 2022; Wang and Xu 2026), poverty alleviation and integration into global value
chains (Amendolagine et al. 2025; Xu and Sun 2025; Huang et al. 2023). At the same time, Chinese
lending is also associated with risks to biodiversity and Indigenous communities (Gu et al. 2025;
Yang et al. 2021). More recently, the rapid buildup of Chinese claims and net negative flows since
2022 in some countries (where repayments exceed new disbursements) has intensified scrutiny of
its lending trajectory (Alden and Jiang 2019; Acker et al. 2020; Brautigam 2021; Ray et al. 2025).
However, the reduction in Chinese overseas lending threatens to re-expose and potentially widen, the
development finance gap facing LICs (Cassimon and Mavrotas 2021; Ryder and Fu 2021). For these
reasons, understanding the practices and evolution of China’s sovereign lending risk assessment
is crucial, not only for grasping its role in the global development finance architecture but also for
understanding how it shapes future debt dynamics and the policy space of borrowing countries.

The analysis draws on policy and regulatory documents and 24 semi-structured interviews with
government officials, loan officers and industry experts conducted between 2024 and 2025. It
identifies two key converging trends of Chinese practice toward IMF-WB and Organization for
Economic Co-operationand Development (OECD) institutions, taking France as a case of comparison.
First, the Chinese government introduced the BRI-DSF for LICs in 2019, largely modeled on the
IMF-WB framework (Liang 2026). Second, Chinese DFls increasingly rely on in-house sovereign
risk indicators as standard criteria rather than combining them with project-level assessments, as is
still common in India, thereby moving closer to French practice. In effect, this represents a reversal
in the "hierarchy of analysis”: whereas project-level assessments previously dominated financing
decisions, in-house indicators and DSA results now take precedence and can veto lending for
otherwise viable projects.

Nonetheless, the comparative analysis reveals only partial convergence. First, the BRI-DSF for
LICs diverges from the IMF-WB DSF for LICs in key methodological assumptions regarding public
investment, fiscal consolidation and present-value (PV) debt calculation, as well as in stress testing
design and macroeconomic data inputs. The divergence reflects a developmental state perspective
in which the state plays a central and strategic role in promoting structural transformation rather
than leaving it to market forces (Knight 2014; Evans et al. 2018; Haggard 2018; Woo-Cumings 2019).
Public debt is often viewed as productive and as a key driver of long-term economic development.
Moreover, in the implementation of the BRI-DSF for LICs, signals are formally nonbinding across
Chinese DFls. Nevertheless, the BRI-DSF is increasingly functioning as a gatekeeping mechanism for
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Chinese overseas lending. In practice, China’s export credit insurer, Sinosure, has begun using BRI-
DSF signals to decide whether to provide insurance coverage. Because Chinese DFls often require
Sinosure's insurance to advance project lending, especially at non-concessional rates, this practice
can effectively filter projects out of the lending pipeline. This pattern differs from the French case,
where the so-called Lagarde rule mandates the use of IMF-WB DSF signals as a binding gatekeeping
mechanism. By contrast, Indian DFIs do not apply DSA signals in their lending decisions.

This paper argues that rising debt distress in developing countries since 2017 created a critical
juncture for China's adoption of a DSA framework. At the same time, the “debt-trap” narrative
pushed China to gravitate toward the practices of traditional institutional and bilateral OECD donors
such as the IMF, the WB and France. This move sought both to develop a concrete tool to address
debt challenges and to restore international credibility. Yet convergence remains partial, limited by
institutional path dependence in China's fragmented development finance system and by China’s
ideational commitment to an alternative development finance model. As a result, although China
adapted elements of DSA, the overall logic of its approach continues to rely heavily on the IMF-WB
DSF. Consequently, China has also inherited many of the framework’s limitations, which sit uneasily
with the nation’s own developmental approach.

The remainder of the paper is organized as follows. Section 1 discusses the context of debt
sustainability and sovereign lending risk analysis and the debate over China's rise as converging with

or contesting international norms. Section 2 outlines the methodology, data and empirical strategy
for comparing China’s risk governance approach with those of France and India. Section 3 discusses
the China case, and Section 4 provides a cross-country comparison.




1. CONTEXT AND CONCEPTUAL FRAMEWORK

This section situates the analysis of China's DSA framework within the broader landscape of
international norms on sovereign debt sustainability and China's evolving engagement with those
norms. It first reviews existing studies on how the joint IMF-WB DSF has developed into a powerful, if
contested, global benchmark that defines what counts as “sustainable” debt and channels countries
toward particular macro-fiscal trajectories. It then turns to the literature on China’s interaction
with international norms and practices, highlighting how China navigates between working within
established frameworks and advancing alternative approaches to development finance and debt
workouts, and considers what this hybrid strategy implies for debt sustainability assessments
grounded in long-term development objectives.

The IMF-WB DSF for LICs as Evolving International Norms and Practices in
Sovereign Lending

DSFs are inherently subjective and frequently contested, often becoming the object of debate among
international institutions and specialists. Multiple definitions and approaches to assessing debt
sustainability coexist, and no consensus has emerged around a single framework for conducting
DSAsinsovereign lending. The DSA grew out of creditors’ need to evaluate whether governments can
service and repay public—historically, predominantly external—debt without default or seeking relief
(Laskaridis 2021). This creditor-oriented framing has been challenged from several directions. The
Office of the High Commissioner for Human Rights argues that high-income (creditor) states resist
framing debt sustainability as a human rights issue (OHCHR 2013; Oduk and Mithia 2024), while
United Nations Trade and Development (UNCTAD) maintains that sustainability should be assessed
against long-term development objectives, such as those in the 2030 Agenda (UNCTAD 2015).
By contrast, the IMF and WB adopt a narrower, repayment-centric approach to sustainability (IMF
2018), which has attracted sustained criticism. Scholars have highlighted several flaws in IMF DSAs:
they typically exclude climate-related risks and vulnerabilities (Gallagher and Maldonado 2022);
overlook governments' development financing needs in their macro-fiscal projections (Zucker-
Marques et al. 2024); overestimate the prospects of economic recoveries while underestimating
the impact of overlapping shocks (Guzman and Heymann 2015; Raga 2024); and fail to distinguish
between different types of public spending—treating debt-financed investment in productive assets
no differently from other expenditures (Wang and Xu 2023).

Nonetheless, the IMF and WB have exercised significant epistemic influence by creating and
diffusing the IMF-WB DSF for LICs as an evolving yet powerful global norm and practice (Woods
2014; Kundal 2023). Performing as focal institutions with orchestrating power (Heldt and Schmidtke
2019), their role begins with establishing a widely referenced framework. Introduced in 2005, the
IMF-WB DSF for LICs provides a standardized approach to analyzing LIC debt sustainability, using
defined indicators and thresholds to flag risk levels. In this sense, the framework sought to establish
a "standard of appropriate behavior for actors with a given identity,” to use Finnemore and Sikkink's
(1998, 891) formulation of a norm. It functions as a prescriptive norm by specifying what debt
sustainability means and how countries ought to pursue it (Bjorkdahl 2002). Through its definitions,
diagnostics, evaluations and policy prescriptions, the framework shapes the meaning of the norm
itself (Entman 1993; Wiener 2004; Jones 2020; Yang 2024).

The requirement to frequently produce DSAs under the template in IMF and WB lending decisions
further strengthens its normative power. Lower-income countries eligible for the Poverty Reduction
and Growth Trust (PRGT) receive annual DSA updates, typically alongside Article IV surveillance

reports or program reviews. More than 300 DSAs were conducted during the framework's first
decade (Baduel and Price 2012). In practice, virtually every LIC eligible for concessional aid or debt
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relief is now subject to regular DSAs under the DSF. These risk ratings have concrete consequences:
the WB's International Development Association (IDA) uses them to determine grant-versus-loan
allocations (with higher risk implying a greater grant share). IMF-WB DSF for LICs signals are also
embedded in the broader global financial architecture beyond the IMF and WB. DSA results often
serve as prerequisites for action by other creditors. For example, the Paris Club typically requires
an IMF-supported program and an associated DSA to underpin debt restructuring agreements
(Oduk and Mithia 2024; Makoff et al. 2025). Similarly, under the G20 Common Framework for
Debt Treatments (established in 2020), IMF-WB DSAs are central to determining the magnitude
of required debt relief and to assessing what counts as “sustainable” after restructuring. The IMF's
sustainability assessment can also trigger collective action: under IMF policy, the Fund generally
cannot lend into situations where debt is deemed unsustainable unless there is a credible plan for
restructuring or sufficient relief to restore sustainability. The Fund's analysis therefore effectively
orchestrates negotiations by signaling whether creditors must accept write-downs (Makoff et al.
2025; Yang 2024).

At the same time, the IMF-WB DSF for LICs has evolved and been contested in ways typical of
international norms (Lantis and Wunderlich 2018). Methodologies have been revised over time
as staff update analytical tools, yet the framework's emphasis on fiscal consolidation has largely
persisted (Cormier and Manger 2022; Kentikelenis et al. 2016). In this context, although the IMF-
WB DSF is a powerful and proactive global norm, its contestation is not unique to China.

China and International Norms and Practices

China'sinteraction with international norms is complex and dynamic. Recent scholarship increasingly
characterizes China's approach as hybrid: it works within existing institutions and rules while also
developing alternative mechanisms and venues (Heldt and Schmidtke 2019; Chin and Gallagher
2025; Huang and Brautigam 2025). This suggests that China cannot be treated as consistently
“status quo” or “revisionist” in Chin and Gallagher's (2025) typology; rather, its orientation toward
international norms—adopting, reshaping, or attempting to replace them—varies across issue areas
and over time. In the political and security domain, early accounts emphasize China’s pragmatic
entry into established international organizations and its pursuit of voice and status from within
(Jacobson and Oksenberg 1990; Foot 2006, 2020). Later work, however, highlights a shift toward
contesting interventionist norms and reinforcing sovereignty and non-interference (Alden and Large
2015). Most recently, China has acted as a norm entrepreneur in emerging domains like cyber
sovereignty (Chen and Gao 2024).

In global economic governance, whether and how China contests or converges with prevailing
norms remains debated. In development finance, China has long been portrayed as a norm
challenger through distinctive instruments and sectoral/geographic emphases relative to
traditional donors (Brautigam 2011; Gelpern et al. 2021). Other authors have periodized China’s
engagement. Chin and Gallagher (2025) argue that China was initially socialized into the Bretton
Woods system as a rule taker but has increasingly sought to reshape economic and financial
norms as a rule maker and rule shaper. For instance, China has set up new multinational DFls
that promote norms distinctive to existing multilateral development banks (MDBs) in areas such
as policy autonomy and host-country standards (Heldt and Schmidtke 2019), and it has resisted
conforming to rapid privatization and marketization policies reflective of neoliberal policy norms
(Chin and Gallagher 2025). Its WTO behavior likewise reflects selective engagement: accepting
many legalized obligations while strategically calibrating responses to dispute settlement and
enforcement pressures (Kastner et al. 2016, Hopewell 2021, 2024). In sovereign debt, however,
the trajectory appears different: rather than moving from integration to contestation, scholarship




points to a gradual—if uneven—movement toward greater integration with established debt
restructuring processes (Huang and Brautigam 2025).

China's varied behavior across international norms has been explained by many scholars through a
problem-solving logic. Policymakers face recurring trade-offs: working through legacy international
organizations can confer legitimacy, facilitate risk-sharing and reduce transaction costs by relying
on established procedures and standards (Kastner et al. 2016; Tan 2020; Heldt et al. 2025). Yet
these same venues impose constraints—delegated oversight, procedural friction and multilateral
bargaining—that can slow decisions and narrow policy space (Foot 2020; Haug et al. 2024).
When speed, discretion, or tight control over terms is prioritized, bilateral channels and alternative
mechanisms become more attractive because they allow instrument choice, sequencing and
conditionality to be tailored to domestic development strategies (Huang and Brautigam 2025; Heldt
et al. 2025). The key point is not that China prefers one route but that it switches routes when the
costs of multilateral constraint outweigh the benefits of multilateral legitimacy.

Which route is chosen also depends on the institutional structure of the issue area. Where rules
are highly legalized and backed by adjudication—trade governance under the WTO being the
clearest case—participation and calibrated compliance are more likely because enforcement risks
are clearer and reputational penalties can be higher (Kastner et al. 2016; Hopewell 2024). In less
legalized, distributive arenas such as sovereign lending and debt workouts, outcomes depend more
on bargaining power, information and creditor coordination. These features increase the payoff to
bespoke instruments and bilateral templates, producing greater variation in how China aligns with,
interprets, or resists prevailing practices (Yang 2024; Huang and Brautigam 2025).

Variation also reflects domestic politics. The state does not have a single preference, and China's
external posture is mediated by internal coalitions and bureaucratic bargaining. For instance, in
global economic governance, Chinese DFls, central agencies, implementing firms and other state-
linked actors weigh risk, speed and industrial objectives differently, shaping whether engagement
favors multilateral discipline or bilateral flexibility (Corkin 2011; Hameiri and Jones 2018; Tan 2020;
Huang and Brautigam 2025; Heldt et al. 2025). These internal dynamics can produce inconsistent
signals internationally—for example, pressure for faster deal-making and project delivery can clash
with concerns about reputational exposure or financial risk—helping to explain why China may
appear cooperative in one forum while resisting constraints in another.

Finally, China's approach changes over time through socialization, learning and crisis-driven
adjustment. Sustained participation in international institutions can generate incremental
convergence as actors internalize some procedures, adopt technical standards and update practices,
often while retaining sovereignty, preserving features and maintaining room for discretion (Johnston
2008). At the same time, episodes of debt distress and restructuring can catalyze adaptation,
pushing China toward greater coordination or disclosure in some cases without eliminating
distinctive bilateral templates (Huang and Brautigam 2025).
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2. METHODOLOGY, DATA AND EMPIRICAL STRATEGY

This study investigates the evolution of China's risk assessment practices in sovereign lending.
The focus on LICs—specifically on the BRI-DSF for LICs—is deliberate, as these countries face the
greatest debt sustainability challenges while having the strongest need for sovereign financing. In
this study, China serves as the primary case, with France and India included as shadow cases of
bilateral official donors. Given that the IMF and WB are focal institutions shaping sovereign lending
risk governance, the analysis compares how different bilateral DFIs make lending decisions with
reference to both IMF-WB DSF signals and their in-house risk indicators.

Case selection draws on empirical data (Table 1) showing that by 2023, China, Japan, France and
India ranked among the top five bilateral official donors to IDA-eligible countries. Although these
countries also borrow from MDBs and the private sector, the scope of the analysis is limited to
official bilateral creditors. France is chosen as the representative OECD European donor and India—
rather than Russia—as a non-OECD emerging donor.

For China's DFls, the analysis focuses on the Export-Import Bank of China (CHEXIM) and the China
Development Bank (CDB). Together, they account for more than 80 percent of China's bilateral
lending over the past 25 years (BU 2025b). The study also examines the China Export and Credit
Insurance Corporation (Sinosure), which has enabled substantial volumes of non-concessional
Chinese lending (Chen and Liu 2023; Wu and Chen 2024). These Chinese DFls are compared with
their counterparts in France and India. For France, the Agence Francaise de Développement (AfD)
is examined, and for India, the Export-Import Bank of India (India EXIM) and the Export Credit
Guarantee Corporation of India (ECGC) are included!

To evaluate and explain the degree of convergence between China and OECD donors, the study
employs explaining-outcome process tracing (Beach and Pedersen 2019). This method is well suited
to questions that seek to uncover the causal mechanisms behind a specific observed outcome, in
this case, China's partial convergence in sovereign lending risk governance. Process tracing enables
the systematic reconstruction of the temporal and causal sequence through which policy adaptation
unfolded, including the creation of the BRI-DSF and the strengthening of in-house prudential
measures. The approach allows for causal-process observations (Collier 2011), making it possible
to demonstrate how external pressures and domestic institutional features jointly produced China's
distinctive, partially convergent trajectory.

The empirical strategy combines textual analysis and qualitative case analysis. The textual analysis
systematically compares the BRI-DSF with the IMF-WB DSF to identify lexical and thematic
differences and similarities (see Appendix 1). The gualitative case analysis examines how China,
France and India govern sovereign lending risk by drawing on legal documents, regulatory and policy
reports and the annual reports of DFIs. Twenty-four semi-structured interviews with government
officials, loan officers and industry experts—conducted between 2024 and 2025—provide firsthand
insights and triangulate documentary evidence (see Appendix 2).

"France's export credit agency or export credit insurance providers are not examined in this paper, as they are rarely involved
in bilateral sovereign lending.




Table 1: Top Five Bilateral Official Creditors to IDA-Eligible Countries in 2023 (Debt Stock,
Public and Publicly Guaranteed Debt)

Top Bilateral Lender USD Billion

China 59.3
Japan 22.6
India 12.6
Russian Federation 10.2
France 79
Other official bilateral creditors 37.3
Total 150.0

Source: World Bank (2024).

3. DEBT SUSTAINABILITY AND SOVEREIGN LENDING RISK
ANALYSIS IN CHINA

Chinese DFls assess debt sustainability and sovereign lending risk through a mix of external policy
guidance and internal institutional mandates. This section begins by outlining the institutional
and policy context in which these DFls operate, including the incentives and constraints that
shape their sovereign lending. It then summarizes the risk assessments that have been used to
meet macroprudential and micro-prudential requirements. Prudential requirements are rules
and supervisory expectations designed to manage financial risks by limiting excessive risk-taking
through capital, liquidity, provisioning and exposure controls, as well as by requiring internal risk
management processes. Finally, the section traces the introduction of China’s BRI-DSF for LICs as
an expansion of this toolkit and compares its logic and application with that of the IMF-WB DSF for
LICs. Unlike prudential measures, a DSA is an analytical assessment of the borrower that evaluates
whether a sovereign can service its debt over time under baseline assumptions and stress scenarios.

The Institutional and Policy Landscape

Three Chinese DFls are key to China's overseas lending: CHEXIM, CDB and Sinosure. Established
in 1994 as China's official bilateral lender, CHEXIM extended USD 256.9 billion in overseas credit
to emerging markets and developing countries between 2000 and 2024 (BU 2025b). Its portfolio
combines concessional loans, preferential buyer's credits and commercial loans. Also founded in
1994, CDB committed approximately USD 268.9 billion in overseas finance to the same group
of countries between 2000 and 2024 (BU 2025b). Sinosure underwrites insurance for Chinese
overseas lending. AidData 3.0 estimates that from 2000 to 2023, at least 12 percent of China's
external credits could not have been mobilized without Sinosure’s insurance guarantees (Custer
et al. 2023). Sinosure has played an increasingly pivotal role in enabling Chinese overseas lending
(Chen and Liu 2023), as banks require exporters to secure a Sinosure insurance letter before non-
concessional loan commitments—a point returned to in later sections.?

It is first essential to understand the broader institutional system shaping these DFIs’ practices.
Chinese overseas lending is governed by two sets of bureaucracies responsible for overseas
investment and financial oversight. As Figure 1 shows, the National Development and Reform
Commission, the Ministry of Commerce, the Ministry of Foreign Affairs (MFA) and the China

2 Interviewee CKI, Interview CK1-2, January 11, 2024, Beijing, Interviewee CBI1, Interview CBI1-1, January 07, 2025, Beijing;
Interviewee CD2, Interview CD2-2, April 14, 2025, Beijing. See appendix 2 for interview details.

Ao
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International Development Cooperation Agency review, record and coordinate lending projects.
To date, however, these nonfinancial regulatory agencies have played only a limited role in shaping
how Chinese DFls assess debt sustainability and sovereign lending risks.

Figure 1: The Institutional Landscape of Chinese Sovereign Lending
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Regarding financial oversight, the People's Bank of China (PBOC), the National Financial Regulation
Administration (NFRA), and the Ministry of Finance (MoF) are the key institutions concerned with
debt sustainability in overseas lending. The NFRA succeeded the China Banking and Insurance
Regulatory Commission, which operated from 2018 to 2023, and the China Banking Regulatory
Commission (CBRC), which operated from 2003 to 2018. The rest of this section traces the
chronological evolution of policies issued by these institutions on sovereign lending risk management
and DSA.

PRUDENTIAL MEASURES

In terms of prudential regulations, NFRA and its predecessors have overseen bank risk management
since 2005, building on the 2003 Banking Supervision and Administrative Law (NPC 2003a) and
the 2004 Commercial Bank Law (NPC 2003b). PBoC's involvement dates back to 2007, when it
issued the Notice on Policy Banks’ Overseas Lending and Currency Swap Issues, setting operational
guidelines for CHEXIM and CDB iniinternational banking services (PBoC 2007). Over the years, these
institutions have placed increasing emphasis on sovereign risk and debt sustainability management.

As Figure 2 shows, key regulations include CBRC (2010) Guidance on Country Risk Management and
the CBRC (2012) Administrative Measures for the Capital of Commercial Banks, both applicable to policy
and commercial banks. These were followed by the Guidelines on Comprehensive Risk Management
for Banking and Financial Institutions (CBRC 2016) and supervisory measures for CHEXIM and the
CDB, which specify the sovereign risk management of Chinese financial institutions (CBRC 20173,
2017b). Two major updates were issued by the NFRA in 2023: the Administrative Measures on
Commercial Banks' Capital Management (NFRA 2023a) and the revised Country Risk Management
Measures (NFRA 2023b).

In 2022, the PBOC, together with the State Administration of Foreign Exchange, issued a notice
imposing explicit caps on banks' aggregate overseas lending exposures, a measure linked to

sovereign risk management (PBOC 2022). The leverage ratio thresholds were higher for DFls: fixed
at 1.5 for CDB and 3 for CHEXIM, compared with 0.5 for all other banks (PBoC 2022).




Figure 2: External and Internal Regulation of the DSA and Sovereign Lending Risk Management
in China
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IN-HOUSE DIAGNOSTIC TOOLS

Following the prudential measures, the implementation of sovereign risk management is carried out
by Chinese financial agencies, including CHEXIM, CDB and Sinosure. These Chinese DFls primarily
produce two diagnostic tools: sovereign credit risk ratings and country risk ratings. Sovereign
credit risk, under the definitions of the NFRA and international credit rating agencies, concerns the
probability of default by a sovereign government, encompassing both ability and willingness to pay.?
It constitutes one of six categories of country risk, alongside transfer risk, contagion risk, currency
risk, macroeconomic risk, political risk and indirect country risk.* By blending economic indicators
with political-institutional factors, these ratings generate a market-oriented risk signal. Country risk
ratings provide a broader diagnostic framework. In the NFRA Measures, country risk is defined as the
risk arising from political, economic, or other country-level factors.

With respect to the production of in-house risk signals, China also shows similarity with non-
Chinese market counterparts. Public information on the methodologies used by Chinese DFls to
assign country and sovereign risk is limited. Available evidence, however, shows that Sinosure’s

3 See CBRC (2010) and NFRA (2023b).

4See CBRC (2010) and NFRA (2023b). Although outside the scope of this paper, another important risk assessment to lending
is Environmental Social Risk Management (ESRM). Gu et al. (2025) argue that given China's high demand for transition
minerals, Chinese financial institutions and companies play an important role in supporting ESRM in the Global South.
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sovereign credit ratings resemble those of major international credit agencies (i.e. S&P, Moody's
and Fitch). Sinosure’s publicly available information for 2018 and 2019 covered 192 countries. Figure
3 considers only the countries assessed both by Sinosure and international credit rating agencies,
totaling 137 countries, and compares their ratings.”

To enable comparison, each credit rating was assigned a numerical value (AAA =1and C =9). As
the figure shows, only a few extreme outliers exhibit rating gaps as large as +0.36. This indicates
that overall divergence is less than one rating level, and similarity remains stable across the two
years. Roughly half of all observations each year show international agencies assigning higher risk
scores than Sinosure (52 percent in 2018; 53 percent in 2019), while Sinosure adopts the more
conservative view in about 45 percent of cases. Overall, Sinosure’s ratings differ from international
benchmarks only marginally and with remarkable year-to-year consistency.

Figure 3: Rating Differences Between Sinosure and International Credit Agencies in 2018
and 2019
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Source: Sinosure (2018, 2019); Trading Economics (2024) for ratings provided by S&P, Fitch and Moody's.

°> Because of the lack of ratings by S&P, Fitch and Moody's, 55 countries were excluded in the comparative analysis with
international credit rating agencies’ data.




Analysis of CHEXIM's annual reports (2010-2023), CDB's reports (2017-2023), and Sinosure’s
sovereign risk publications reveals a steady strengthening of in-house country-risk management
practices. As Figure 1 showed, since 2012, CHEXIM has reportedly introduced country-risk quotas,
developed formal risk-rating methodologies and implemented stress testing models tailored to
sovereign lending.® In 2018, in response to the CBRC's 2017 prudential mandate, CHEXIM further
strengthened its in-house country risk management system and issued several internal policies.’
CDB's annual reports likewise indicate the establishment of a country risk management system
guided by country risk ratings and stress testing.®

Based on the results of country risk ratings, Chinese DFls calculate the capital reserves they must
hold under risk-weighted asset calculations,” loan loss provisions,”® country lending quotas," and
project risk assessments.” Multiple interviewees also reported that Chinese DFIs increasingly treat
sovereign risk and country risk ratings as key veto factors in lending decisions.” This marks a shift
from earlier practice, when loan commitments were based on project-level analysis that combined
country risk with other considerations, such as the borrower's credit rating and the projected cash
flow of the project.’”

6 The country risk management system is referred to in various reports, including CHEXIM (2012, 26; 2013, 38-39; 2014,
43-44, 2015, 49-50; 2016, 58-59; 2017, 60-61).

7In Chinese: E3E H ART NG HEB IR E=FML (2018-2020%F) |, "—%(—F . —E—K"ERINEHEER, "
—X—F . — KRB I{ESZE [translating as bank risk management policy (2018-2020), “one policy for one
country” risk mitigation policy, and “one policy for one borrower” risk resolution work plan]. See CHEXIM (2018, 66-67).

8 CDB does not publish annual reports before 2017; the information is drawn from reports published between 2018 and 2023.
? The NFRA's (2023a) “Administrative Measures on Commercial Banks’ Capital Management” update the 2012 rules and
apply to policy banks. They assign risk weights to cross-border sovereign and public-sector exposures based on external
ratings: AA- or above carries a O percent weight; A-to AA-, 20 percent; BBB-to A-, 50 percent; and B to BBB-, 100 percent.
1 Under the CBRC's 2010 “Country Risk Management Guidelines,” provisions were 0.5 percent for low risk, 1 percent for
moderately low risk, 15 percent for medium risk, 25 percent for moderately high risk, and 50 percent for high risk. The NFRA's
2023 update lowered these thresholds: no provision for low or moderately low risk, 5 percent for medium risk, 15 percent for
moderately high risk and 50 percent for high risk.

In 2013, CHEXIM reported that bilateral credit ceilings were aligned with its country-risk classifications. In 2019, CDB
described a similar quota system based on its sovereign rating methodology. CHEXIM's 2016-2020 reports show a gradual
move toward treating these quotas as hard lending limits. Sinosure likewise uses sovereign and country risk ratings in setting
insurance guotas.

2 Under the NFRA's 2023 capital management rules, banks translate judgments about host-government support and a
project’s strategic importance into risk weights: 70 percent for “excellent,” 90 percent for “good,” 115 percent for “average,”
and 250 percent for “poor” Country risk ratings also feed into nonrecourse project finance assessments, helping determine
collateralization, securitization and insurance needs.

3 Interviewee CBI, Interview CB1-1, January 07, 2025, Beijing; Interviewee CE5, Interview CE-1, January 09, 2024; Interviewee
Ch, Interview CJ1-1, January 20, 2024, Beijing.

“Interviewee CBI, Interview CB1-1, January 07, 2025, Beijing.
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INTRODUCTION OF THE BRI-DSF FOR LICS

Expanding the existing sovereign risk management toolkit, the MoF published a DSA framework
for LIC countries participating in the BRI in 2019 and a separate framework for middle-income and
advanced countries (MAC) in 2023 (Figure 2). Work on the framework began in 2018,° when the
MoF commissioned Sinosure to develop it.'® The initiative unfolded during a contraction in China’s
overseas development finance. As shown in Figure 4, Chinese lending expanded rapidly after 2009,
peaked at USD 68.5 billion in 2016 and has declined since 2017, returning to pre-2009 levels after
2020. Moreover, since 2022, Chinese lending has been “net negative” to low- and middle-income
countries; in other words, repayment flows have exceeded new disbursements (Ray et al. 2025).

Figure 4: Chinese Development Finance Commitment by CHEXIM and CDB from 2000 to 2024
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Source: Boston University Global Development Policy Center (2025a).”

According to interviews with officials from Chinese bureaucratic agencies and financial institutions,
two main factors motivated the creation of the BRI-DSF for LICs. The first concerned domestic
management of overseas lending, and the second addressed the debt-trap narrative.”® Rising debt
repayment pressures during the lending contraction phase prompted the development of the BRI-
DSF® BRI projects carry inherent risks common to large-scale infrastructure projects, and given the
scale of BRI financing, fiscal risks are particularly significant for both host countries and investors,
especially in countries already facing high debt burdens (World Bank 2019). Between 2016 and
2019, eight debt restructuring episodes occurred between China and African countries, as reported
in the SAIS-CARI Debt Relief Dataset (Acker et al. 2020). Notable cases include CDB's 2016
refinancing of four non-concessional credit lines for Angola’s Sonangol oil projects and CHEXIM's
2018 extension of repayment for Ethiopia's Addis Ababa-Djibouti Railway. Similar concerns
surfaced beyond Africa, most prominently in Sri Lanka's 2017 Hambantota port episode. Unlike

> Interviewee CD2, Interview CD2-1, January 08, 2025, Beijing; Interviewee CD2, Interview CD2-2, April 14, 2025, Beijing;
Interviewee CL1, Interview CL1-1, May 15, 2025, Remote.

® Interviewee CD2, Interview CD2-2, January 08, 2025, Beijing.

7 According to China's Overseas Development Finance Database of Boston University Global Development Policy Center,
project status was selected to include loans that were signed, implemented and completed.

8 Interviewee CD2, Interview CD2-2, January 08, 2025, Beijing; Interviewee CL1, Interview CL1-1, May 15, 2025, Remote.
Interviewee CD2, Interview CD2-2, January 08, 2025, Beijing; Interviewee CL1, Interview CL1-1, May 15, 2025, Remote.




routine write-offs of small, interest-free loans, these restructurings involved large, commercially
significant exposures that Chinese DFlIs could not treat as simple policy cancellations. Lenders
faced potential losses, and these debt distress episodes signaled to policymakers the need to
tighten sovereign risk management.

Beyond addressing practical debt concerns, the BRI-DSF also sought to counter an international
legitimacy crisis triggered by the debt-trap narrative. After the 2017 Sri Lanka Hambantota port
episode, the narrative of Chinese “debt-trap diplomacy” gained international traction (Brautigam
2020). In reality, the case involved a negotiated privatization of a strategic port asset rather than
asset seizure, and extensive empirical research has since challenged the debt-trap claim (Hameiri
and Jones 2020; Carmody 2020; Brautigam 2021). Nevertheless, diplomatic pressure persisted,
particularly between the US and China,?® and rhetorical exchange persisted between Chinese
and American officials.?’ While the notion of a deliberate debt trap is widely disputed, concerns
over debt sustainability and the scale of Chinese lending remain (Acker et al. 2020; Parks et al.
2023; Gallagher et al. 2023).2? These concerns have called into question China's credibility as a
development financier and prompted the government to reflect onits lending practices and consider
future adjustments. As one Chinese official explained, “the BRI-DSF is China’s answer to the global
community on the debt sustainability issue.”?* Since 2018, China has also signaled in its BRI policy
documents that debt sustainability is a key consideration in its overseas lending (Yang 2024). The
next section turns to the methodology and implementation of the BRI-DSF in greater detail.

The BRI-DSF for LICs: A Partial Convergence

THE IMF-WB TEMPLATE

The design of the BRI-DSF for LICs reflects a partial convergence of Chinese practice. The BRI-DSF
for LICs is “based on the IMF/World Bank Debt Sustainability Framework for Low Income Countries”
(Ministry of Finance of the People's Republic of China 2019, 1). The framework inherits a core
theoretical view of debt sustainability, grounded in the concept of the government’s intertemporal
budget constraint (Laskaridis 2021). Government debt is considered sustainable if the current debt
stock does not exceed the PV of projected future primary surpluses (Blanchard et al. 1991; Presbitero
and Zazzaro 2012; Rozenov 2017). This concept combines considerations of solvency (the ability to
repay debt in PV terms) and liquidity (the ability to meet near-term payments) (IMF 2018).

The similarity between the two frameworks is striking. The BRI-DSF consists of six modules: public
debt and macroeconomic data inputs, realism tools, debt-carrying-capacity classification, stress
tests, signals and the use of judgment—mirroring those of the IMF-WB framework. Within each
module, the BRI-DSF draws directly on the IMF-WB template, often verbatim.

201n a 2018 address, Pence warned that China was engaged in debt-trap diplomacy by offering loans to

developing countries that would lead to “strategic assets in default.” See “Remarks by Vice President Pence on the
Administration’s Policy Toward China,” October 4, 2018, https:/trumpwhitehouse.archives.gov/briefings-statements/
remarks-vice-president-pence-administrations-policy-toward-china/.

21 See rebuttal remarks by Lu Kang at an official briefing reported by Chinese state media agency Xinhua (Mu 2018). Another
MFA spokesperson, Hua Chunyin, responded to Pence's remarks; see Reuters (2018). A year later, then-US Secretary of State
Mike Pompeo again referred to China as using “the debt trap ... to bring harm and political influence in the country in which
they are operating” (Panda 2019). The MFA responded that China is “fed up” with hearing such “unethical and unfair” claims
(Reuters 2019; Hui 2019).

22 To be sure, China's actual weight in debt sustainability challenges varies sharply. Among the two African countries that
defaulted after 2020, Chinese loans account for less than 10 percent of Ghana's external public and publicly guaranteed
debt but more than 30 percent of Zambia's, based on the World Bank's International Debt Statistics (updated in December
2024). Chinese officials frequently underscore such variation when emphasizing that other creditors, such as bondholders
and MDBs, also share responsibility for developing countries’ debt burdens.

2 Interview CD2, Interviewee CD2-2, January 08, 2025, Beijing.
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Textual analysis underscores the degree of overlap. The BRI-DSF text was broken down into
153 meaningful modules, and lexical overlap and thematic distance were compared with the
corresponding IMF-WB DSF for LICs text.?* A structured text comparison was conducted by
extracting and cleaning the full texts, segmenting them into sentences, filtering out noise and
computing both lexical and thematic similarity scores for each BRI sentence against its closest
IMF-WB counterpart. Using empirically chosen similarity thresholds as a triage tool, high-
confidence direct references were automatically tagged, and the remaining candidate pairs were
manually reviewed to distinguish among direct borrowing, BRI-specific framing, irrelevant text and
substantive differences. A detailed methodological explanation is provided in Annex 1.

The analysis shows that 123 modules are flagged as direct references to the IMF-WB DSF for LICs
formulations, demonstrating substantial textual borrowing. In other words, about 80 percent of the
text can be traced verbatim or through close paraphrase to IMF-WB sources (see Figure 6). The
distribution of lexical overlap scores for modules classified as direct references is tightly clustered at
the upper end, with most falling between 85 and 100 percent.?> For modules not tagged as the direct
references, the overlap is significantly lower.2® The next section examines the points of divergence
in greater detail. Whether China’s modifications meaningfully address long-standing critiques of
the IMF-WB framework remains open to debate (Liang 2026). Nevertheless, the following sections
outline the main adjustments.

Figure 5: Percentage and Distribution of Textual Overlap Between the BRI-DSF and the IMF-
WB DSF
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Source: Authors' elaboration based on Ministry of Finance of the People's Republic of China (2019) and IMF (2018) BRI-DSF
(2019) and IMF-WB DSF (2018).

2 See Appendix 1for the textual analysis methodology, coding process and results.

2 All modules below the main cluster threshold of 60 percent were manually reviewed, underlying matching result available
to share by authors upon request

%6 All modules scoring above the 55 percent threshold were likewise manually checked.




THE CHINESE ADAPTATION

Despite the overlap noted above, the design and application of DSA signals in the BRI-DSF reveal only
partial convergence by China. Methodologically, the BRI-DSF diverges from the IMF-WB framework
inits treatment of public investment and fiscal consolidation in realism tools, in the calculation of PV
debt, in the design of its stress tests and in the use of judgment (see Table 2).

Table 2: Differences Between the BRI-DSF and the IMF-WB DSF

Realism Tools: Positive outlook on the role of Cautious outlook on the role of public
Sulslie imvesimam public investment for growth investment for growth
Fiscal consolidation  Less emphasis on fiscal Assess whether 1) targeted consolidation
consolidation in debt dynamics plans are feasible and 2) consistent with the

growth path

Stress testing Introduces new borrowing tests No new borrowing nor reverse stress testing
and reverse stress testing, in
addition to IMF-WB stress tests

Baseline projection: Advises using country-specific Rate of 5%

DY cleaaum: Ehe discounting rates

Use of judgment Emphasis on historical default No specific investigation of historical
rates to China default rates to the IMF or WB

Therealismtoolis an analytical device used to assess whether projections and scenarios are plausible
relative to real-world constraints and empirical patterns. In the IMF-WB DSF for LICs, this takes the
form of four checks: a growth realism tool, an investment growth realism tool, a fiscal adjustment
realism tool and a public debt dynamics realism tool (IMF 2018).

The BRI-DSF selectively reproduces the IMF-WB narrative on public investment but shifts the
underlying tone from caution to optimism by emphasizing the growth-enhancing effects of public
investment.?”” While the IMF-WB adopts a more skeptical view of the returns of public investment
on growth, the BRI-DSF for LICs states that “productive investment, while increasing debt ratios
in the short run, can generate higher economic growth, fiscal revenue and export, leading to lower
debt ratios over time. Therefore, it is critical to reflect the impact of public investment on economic
growth and debt changes” (Ministry of Finance of the People’s Republic of China, 2019, 7).

According to interviewees, the DSA applies growth multipliers to public investment on a case-by-
case basis, particularly when countries demonstrate positive growth outcomes. They noted that this
has resulted in different DSA outcomes compared with those produced under the IMF-WB DSF
template, though the exact ratings are not publicly disclosed.?®

Another difference lies in the treatment of fiscal adjustment.?® The IMF-WB DSF employs four
realism tools, two of which directly address fiscal consolidation. The IMF-WB DSF devotes two
pages to discussing the importance of capturing the success of fiscal consolidation, warning that

27 A textual similarity analysis in R shows an 83.4 percent lexical match between the BRI-DSF module, “Productive investment,
while increasing debt ratios in the short run, can generate higher economic growth, fiscal revenue and export, leading to lower
debt ratios over time,” and the IMF-World Bank DSF module, “Proponents of scaling up public investment maintain that
productive investment, while increasing debt ratios in the short run, can generate higher growth, revenue and exports, leading
to lower debt ratios over time.” Despite this high lexical similarity, the modules are classified as distinct in the analysis.

% Interviewee CD2, Interview CD2-2, January 08, 2025, Beijing.

2% See Appendix 1, D4.
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failure to do so could derail growth. It also introduces a 0.4 multiplier to quantify the effect of
fiscal consolidation on growth.?° In contrast, the BRI-DSF condenses all fiscal-adjustment-related
discussion into a single paragraph:

If fiscal adjustment is in the pipeline for a LIC, the social and political feasibility should be
assessed first, and if feasible, the relationship of fiscal adjustment with growth should then
be assessed. Lower-than-expected growth can derail fiscal consolidations, yet concern is
also often expressed that the impact of fiscal expansion on output is underestimated. If the
impact of the fiscal adjustment on economic development is inconsistent with expectation,
possible explanations should be considered. Where adequate explanations are not evident,
consideration should be given to revising baseline macroeconomic projections (Ministry of
Finance of the People's Republic of China, 2019,4-5).

The BRI-DSF also diverges from the IMF-WB DSF in its stress testing methodology. The BRI-DSF
introduces two additional tests, as identified in nine modules of the textual analysis. First, a new-
borrowing stress test models the impact of additional disbursements by increasing public and
publicly guaranteed external debt by 1, 5 and 10 percent of GDP in the second projection year, with
corresponding adjustments to debt service indicators. Second, a reverse stress test estimates how
much external or fiscal space remains before key debt indicators breach critical thresholds, thereby
gauging a country’s resilience.

Two additional methodological differences appear in six additional modules. PV calculations differ
because the BRI-DSF applies discount rates tailored to participating countries’ financing sources and
stages of development, whereas the IMF-WB DSF uses a standardized five percent discount rate.

Nevertheless, the choice of PV discount rates under the BRI-DSF for LICs remains at the discretion
of individual Chinese financiers, and limited public information is available regarding the specific
rates employed.

Finally, in its use of judgment for the final DSA rating, the BRI-DSF emphasizes consideration of the
historical rate of default. In practice this involves examining the repayment histories to China using
sovereign default data produced by the Bank of Canada and the Bank of England.”

THE BRI-DSF FOR LICS AND SOVEREIGN RISK ANALYSIS IN PRACTICE

The introduction of the BRI-DSA for LICs at the policy level signals an expansion of Chinese DFls’
toolkit in sovereign lending risk analysis. Through the Sinosure mechanism, DSA signals have been
effectively incorporated into current Chinese bilateral sovereign lending practices. Interviewees
reported that Sinosure produces BRI-DSF scores and applies them directly to set country quotas for
export credit insurance. Sinosure plays a central role in enabling Chinese overseas lending, especially
non-concessional loans (Chen and Liu 2023; Wu and Chen 2024). While AidData 3.0 estimates
that around 12 percent of lending was covered by Sinosure from 2000 to 2023, its share may be
even higher today given rising perceptions of risk. Because Sinosure sets insurance quotas based in
part on DSA signals, these assessments can significantly influence lending decisions.

According to interviews with Chinese officials, post-COVID-19, CHEXIM, CDB and commercial
creditors have increasingly requested insurance from Sinosure. The influence of DSA signals can
therefore be inferred to have grown through the insurance mechanism.?> As Figure 6 shows, when
DSA signals indicate high risk, no insurance is provided, and lending does not proceed. When DSA

30 International Monetary Fund (2018, 22-24)

3nterviewee CD2, Interview CD2-1, January 08, 2025, Beijing.

3 Interviewee CAT, Interview CAT-1, 18 October 2023, Remote; Interviewee CBI, Interview CB1-1, January 07, 2025, Beijing;
Interviewee CD2, Interview CD2-1, January 08, 2025, Beijing; Interviewee CD2, Interview CD2-2, April 14, 2025, Beijing.




signals indicate medium to low risk, the insurance decisions proceed on the basis of project-level
analysis conducted by both Sinosure and lenders. In effect, the BRI-DSF for LICs has functioned as a
gatekeeping mechanism for Chinese sovereign lending.

Figure 6: Flowchart of the BRI-DSF and Sovereign Lending Risk Analysis in Practic
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However, for institutions other than Sinosure, formal adoption of the BRI-DSF remains discretionary.
As of September 2025, the BRI-DSF for LICs remains a voluntary framework for Chinese financial
institutions. No public evidence indicates that CHEXIM and CDB formally use either the BRI-DSF or
the IMF-WB DSF when making lending decisions outside Sinosure coverage.
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4. CHINESE PRACTICES IN PERSPECTIVE

The case of China illustrates a strengthening of sovereign risk diagnostic tools and the incorporation
of DSA into its risk management toolkit. Yet rather than directly adopting the IMF-WB DSF, China
has adapted its design, and the use of DSA signals in Chinese lending remains only partially
institutionalized. This section examines China's approach in comparison with the shadow cases of
France and India: the diagnostic tools they use, whether they adopt the IMF-WB DSF, and the extent
to which DSA signals shape their lending decisions.

France

AFD AND THE FRENCH INSTITUTIONAL LANDSCAPE

The French equivalent of CHEXIM and CDB as a national development bank is the AfD. Because
France's export insurance agency does not engage in bilateral sovereign lending, there is no French
equivalent of Sinosure. In 1998, France reformed its cooperation policy and designated AfD as the
main institution for French development aid. AfD operates under the joint authority of the Ministry
for Europe and Foreign Affairs and the Ministry of the Economy and Finance (Treasury), while
its banking rules and capital standards are supervised by the Prudential Control and Resolution
Authority within the Banque de France (AfD n.d.).

Several laws and policies guide AfD's work: the Monetary and Financial Code defines its status as
a financial institution; the 2021 Law on Solidarity-Based Development and the Fight Against Global
Inequalities sets its long-term objectives and budgets (See AfD Registeration documents (2016-
2022) and Légifrance 2025); and the Lagarde Doctrine (formalized in 2013) requires AfD to use
IMF-WB DSA ratings to decide whether new sovereign loans can be extended (Le Fur 2021). In
addition, AfD follows EU Basel Ill/CRR capital standards (Europa 2013) and International Financial
Reporting Standards (IFRS) 9 accounting rules (Europa 2016), which link changes in sovereign risk
to loan loss provisioning and capital reserves.

THE USE OF IMF-WB DSA SIGNALS AND IN-HOUSE RISK SIGNALS

France has no separate DSF, relying instead on the IMF-WB DSF itself. This practice is often
summarized in the “Lagarde rule”: since Christine Lagarde’s tenure as finance minister (2007-2011),
AfD has formally tied its sovereign-lending decisions to the IMF-LIC DSA traffic light system (Le Fur
2021). Countries rated “low risk” continue to receive ordinary sovereign loans; those downgraded to
“moderate risk” may receive only a residual pipeline for roughly a year; and those judged "“high risk”
are excluded from new sovereign commitments.> The rule thus makes the DSF for LICs an explicit
gatekeeper in AfD’s credit policy.

Implementation, however, is not purely technocratic. Jacquet (2024) notes that “political decisions
influence budgetary choices and strategic orientations” at AfD, even if execution remains largely
professional. Exceptions are more common in concessional lending than in the non-concessional
window.** When strategic projects require financing beyond concessional terms, they are usually
routed through Proparco—AfD'’s private-sector arm—rather than through direct sovereign lending,
often through special-purpose vehicles or corporate lending structures.®

3 Interviewee FAT, Interview FAT-1, February 28, 2025, Remote.

3 Interviewee FAT, Interview FAT-1, February 28, 2025, Remote.

¥ For example, in 2024 the French trade minister announced that Proparco (AFD's private-sector arm) could cofinance
a high-voltage line in Moroccan-administered Western Sahara—an investment that advances Paris's diplomatic stance on
the territory even though Morocco's public-debt metrics have repeatedly hovered at the “moderate” threshold. See Reuters
(2024a, 2024b).




In terms of in-house risk signals, sovereign and country risk ratings are produced by the Economic
Assessment and Public Policy Department, which evaluates macro-fiscal indicators, debt structure,
repayment history and socio-political stability.?® These assessments are validated by the Country
and Sovereign Risks Committee, chaired by AfD’s Executive Head of Risk, with additional review by
specialized committees on credit, investment and project approval.®” AfD applies a six-tier rating
system (RC1-RC6) linked to lending eligibility, exposure ceilings, and macro alert triggers that
require consultation with the French Treasury when breached.® These signals help guide capital
reserves, lending eligibility and risk premia; determine whether and on what terms AfD can lend;
shape pricing and maturities; and feed directly into expected credit loss provisioning and capital
reserve requirements, moving exposures through stages of risk as conditions deteriorate.®

India

INDIA EXIM, ECGC AND THE INSTITUTIONAL LANDSCAPE

The Indian counterparts of CHEXIM, CDB and Sinosure are India EXIM and the ECGC. India EXIM is
the country's main official development finance and export credit agency and was established by the
Parliament of India under the Export-Import Bank of India Act in 1981. It provides concessional lines
of credit that finance overseas infrastructure and other projects, as well as export credits, including
buyer's credit under the National Export Insurance Account. The ECGC complements this role by
providing export credit insurance and guarantees (ECGC n.d.). Together, they constitute the key
public institutions for India's sovereign and quasi-sovereign development lending.

Both India EXIM and the ECGC operate as All-India Financial Institutions (AlFls) supervised by the
Reserve Bank of India (RBI) (RBI 2014). Under the Basel IIl capital framework for AlFls, country
risk is treated as a material exposure in the Internal Capital Adequacy Assessment Process and
attracts risk-weighted capital charges and stress testing. For instance, the RBI's Master Circular on
Exposure Norms (2014) caps single-borrower exposure at 15 percent of capital funds (20 percent
for infrastructure) and group exposure at 40 percent (50 percent for infrastructure), with country
ceilings reviewed annually. The RBI's Prudential Guidelines on Capital Adequacy and Market
Discipline (2013) require graded loan loss provisioning by country category (RBI 2013).

THE USE OF IMF-WB DSA SIGNALS AND IN-HOUSE RISK SIGNALS

India EXIM does not adopt IMF DSA signals either to gatekeep lending or to determine grant
elements. According to the Ministry of Finance of the Government of India (2022), countries are
grouped into three categories based on the WB's income classification, which determines grant
elements and credit terms. Category 1 countries (low- and lower-middle-income countries with
binding concessional requirements) receive loans at 1.5 percent interest over 25 years. Category 2
countries (with no binding requirement) pay 1.75 percent over 20 years, and Category 3 countries
(other developing countries) face market-linked terms (LIBOR + 1.5 percent) over 15 years.

India EXIM also uses sovereign risk ratings to meet prudential requirements. The bank applies
risk-based borrower limits linked to these ratings and integrates internal and external country risk
signals into pricing, provisioning and capital planning, ensuring that sovereign risk exposures are
fully embedded in prudential control. However, India EXIM does not rely on these signals as the

3 See AfD annual reports from 2018 to 2022.

37 AfD annual reports from 2018 to 2022.

3 For instance, the 2019 AfD annual report specifies caps of 23 percent of eligible capital for RC1-2, 15 percent for RC4, 8
percent for RC5 and zero new lending for RC6.

39 See AfD's 2023 annual report. The approach aligns with IFRS 9 (Financial Instruments), issued by the International
Accounting Standards Board.
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sole determinant of lending eligibility, particularly for non-concessional lending. Credit decisions
rely on internal credit-risk rating models for corporates and projects, covering industry, business,
financial and management risks—alongside sovereign and country risk signals. In practice, these risk
signals inform capital requirements, loan loss provisioning and risk-sensitive pricing, while lending
eligibility reflects a broader assessment of borrower performance and project fundamentals rather
than sovereign ratings alone.

China Versus France Versus India

To summarize, Figure 7 compares how major sovereign lenders govern lending risk and debt
sustainability, showing four distinct trajectories. The IMF-WB establishment has been aninternational
norm setter of DSF. The IMF-WB DSF signals guide both non-concessional and concessional lending
traffic-light. France’s AfD broadly converges on this approach: it has no separate framework of its own
but uses IMF-WB DSF signals, most notably “Lagarde rule” gatekeeping, alongside internal pricing
and exposure limits. China adapts the model by developing a BRI-DSF inspired by the IMF-WB DSF
but modified in key technical areas (e.g., public investment, fiscal consolidation, PV calculations and
stress tests). In practice, Chinese financial institutions use DSF-type signals through the Sinosure
mechanism to manage lending risks while also using in-house pricing and exposure limits. India
diverges most clearly, largely not using DSA signals and instead relying on internal tools such as
exposure limits and income-group-based pricing, with little adoption of IMF-WB style signals to

determine concessionality.

Figure 7: China's Sovereign Lending Risk Governance in a Comparative Lens
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5. EXPLAINING PARTIAL CONVERGENCE: PATH DEPENDENCY AND
IDEATION COMMITMENT

Changes in Chinese sovereign lending risk governance, namely the adoption of the DSF and the
expanded use of internal risk ratings, were driven by two mutually reinforcing developments in
the late 2010s. First, China's overseas lending boom generated material repayment pressures.*°
Between 2013 and 2018, prior to the formal launch of the BRI-DSF in 2019, Chinese banks engaged
in 28 debt restructuring episodes across 17 countries, with CHEXIM and CDB accounting for 17 of
these episodes in 10 countries (Acker et al. 2020). These cases illustrate both the scale of China's
lending exposure and the institutional fragmentation of its development finance architecture. The
absence of centralized policy tools, combined with China’s desire to project a distinct development
model, contributed to a pattern of partial convergence in which formal risk assessments coexist with
discretion-based practices and limited transparency. This critical juncture prompted a revision of
China's approach to sovereign lending. Facing mounting uncertainty, Chinese policymakers borrowed
elements from existing institutional templates to address concrete repayment and portfolio risk
challenges, reflecting a strategy of mimetic adoption.

Debt distress similarly prompted France's institutional convergence with the IMF-WB framework. As
a participant in the Heavily Indebted Poor Countries (HIPC) initiative, France engaged in structured
debt relief through debt reduction-development contracts with 38 countries, totaling €3.7 billion in
official development assistance (Plateforme Dette et Développement 2021; Cordella et al. 2025).
Importantly, 90 percent of these cases involved non-concessional lending, underscoring France's
alignment with multilateral efforts to link debt sustainability with concessionality and development
outcomes (Plateforme Dette et Développement 2021). This experience, together with broader post-
Global Financial Crisis reforms, catalyzed domestic mechanisms like the Lagarde rule, reinforcing
France's role as a rule-following donor (Moncrieff 2004).

India exhibits a lower degree of convergence. It has been involved in fewer sovereign restructuring
episodes (with five countries since 2009) and has remained largely outside major global debt relief
initiatives such as HIPC. Post-HIPC restructurings with countries such as Seychelles, Sri Lanka and
Mozambique reflect India’s position as an emerging donor (Cabestan 2021; Devarajan et al. 2027;
Breuer et al. 2025), but its limited exposure and minimal participation in multilateral debt initiatives
suggest a lower degree of institutional pressure to align with IMF-WB norms.

Second, China faced a mounting international legitimacy crisis over debt sustainability, epitomized
by the debt-trap diplomacy narrative. In response to these legitimacy costs, Chinese officials framed
the BRI-DSF as “China’s answer to the global community on the debt-sustainability issue,” signaling
a willingness to meet international expectations (Beckert 2010; Heldt and Schmidtke 2019; Henning
and Pratt 2023).

The text of the BRI-DSF underscores this dual motivation: practically, to offer a credible tool for
debt risk management; and ideationally, to position China as a development financier responsive to
international concerns. It affirms that DSA results can serve as an important reference for financial
institutions of China and other BRI countries when conducting categorized debt risk management
and making rational lending decisions (Ministry of Finance of the People’s Republic of China 2019, 1).
The framework explicitly acknowledges its IMF-WB lineage, stating that “based on the IMF/World
Bank Debt Sustainability Framework for Low Income Countries, and the national conditions and
development stages of BRI countries, we formulate this debt sustainability framework to promote
sustainable economic and social development while ensuring debt sustainability” (Ministry of

40 Interviewee CD2, Interview CD2-2, January 08, 2025, Beijing; Interviewee CL1, Interview CL1-1, May 15, 2025, Remote.
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Finance of the People’s Republic of China 2019, 1). To demonstrate its technical credibility, the BRI-
DSF adds new stress testing methods.

Given the apparent rationale for convergence, why has China not fully adopted the IMF-WB model?
Why designanew framework without institutionally embracingitin full? First, the selective adaptation
reflects contrasting views of how development should be achieved. Drawing on the developmental
state tradition, China treats public borrowing as a catalyst for structural transformation. By contrast,
the IMF-WB DSF for LICs reflects a new institutionalist emphasis on macroeconomic stability.

Central to this framing is the “productive debt” perspective, which recasts borrowing not as a liability
to be minimized but as a developmental tool, provided it is channeled into investment that generates
growth (Xiong et al. 2023). To bolster legitimacy, the text anchors itself in multilateral commitments:
“the Addis Ababa Action Agenda identifies that borrowing is an important tool for financing
investment critical to achieving sustainable development” (Ministry of Finance of the People's
Republic of China 2019, 1). At the same time, it stresses the need for balance: “we also recognize the
importance of striking a balance between meeting financing demands, sustainable development and
debt sustainability.” This stance is consistent with the framework’s partial methodological adoption,
particularly in its treatment of public investment and fiscal consolidation, highlighting China's
attempt to blend international credibility with a developmental state perspective.

The framework also embeds a collective-action narrative, citing the Guiding Principles on Financing
the Development of the Belt and Road endorsed by 28 finance ministries and positioning the BRI-
DSF for LICs as a cooperative, voluntary instrument: “The financial institutions of China and other BRI
countries are encouraged to use this framework to conduct debt sustainability analysis and manage
debt risks according to the risk rating results, as an important reference for lending decisions”
(Ministry of Finance of the People’'s Republic of China 2019, 1). These stances are consistent with
the encouragement of context-specific methods in the calculation of PV debt and in the selection of
data sources for macroeconomic projections.

This divergence between China and the IMF and WB extends not only to their respective
frameworks for LICs but also to how debt-carrying capacity is assessed for market-access countries
(Liang 2026). The BRI-DSF MAC framework introduces an alternative approach by constructing a
Government Governance Capacity Index as its core indicator of debt sustainability, incorporating the
UNCTAD Productive Capacities Index (Ministry of Finance of the People’s Republic of China 2024,
7),“ which measures “the productive resources, entrepreneurial capabilities and production linkages
that determine the capacity of a country to produce goods and services and enable it to grow and
develop.” Partial convergence can thus be understood as reflecting China’'s enduring ideational
commitment to present itself as an alternative development partner—a stance it has maintained
since its rise as a major actor in global development finance.

Beyond ideational differences, institutional fragmentation inside China's development finance
system also helps explain why the BRI-DSF for LICs has not been fully or officially adopted by main
Chinese overseas lenders such as CHEXIM and CDB. Responsibility for overseas lending and risk
management is dispersed among the MoF, PBOC and NFRA, each with different statutory roles and
incentives: fiscal policy, monetary and currency management and prudential oversight, respectively.
No single body has the authority to integrate sovereign risk governance across these financiers.

“Interviewee CD2, Interview CD2-2, January 08 2025, Beijing; Interviewee CL1, Interview CL1-1, May 15 2025, Remote.




The main lending arms, CDB and CHEXIM, often balance multiple and sometimes competing
objectives: safeguarding their balance sheets, supporting Chinese industrial and trade policy and
advancing foreign-policy and diplomatic priorities. Risk management is therefore only one of several
criteria shaping loan approval and portfolio management. Sinosure, meanwhile, produces sovereign
risk ratings largely to underwrite export credit insurance and does not have the authority to formally
impose the use of DSA signals across other Chinese financial institutions. This decentralized and
overlapping architecture raises transaction costs and blunts enforcement such that new instruments
like the BRI-DSF remain voluntary reference tools rather than compulsory standards, even as they
signal China's willingness to rhetorically align with international norms.
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CONCLUSION

This paper has examined how Chinese DFls assess debt sustainability and sovereign lending risk,
and whether these practices converge with or challenge prevailing international norms. Focusing on
LICs, it analyzed the design and use of the BRI-DSF and situated it within China's broader sovereign
risk governance architecture. Through comparative process tracing with France and India, the paper
showed that China's approach has evolved in response to rising debt distress and reputational
pressures but that this evolution has taken the form of partial rather than full convergence with
OECD practices.

Empirically, the analysis demonstrates two clear converging trends. First, China introduced a
formal DSF in 2019 that is heavily modeled on the IMF-WB DSF for LICs, borrowing its structure,
concepts and much of its language. Second, Chinese DFIs have strengthened their reliance on
in-house sovereign and country risk indicators, elevating macro-level risk signals above project-
level assessments in lending decisions. Together, these changes represent a meaningful shift in the
hierarchy of risk analysis in Chinese overseas lending and mark a departure from earlier practices
that prioritized project cash flows and bilateral discretion.

At the same time, convergence remains incomplete. Methodologically, the BRI-DSF diverges
from the IMF-WB framework in its assumptions about public investment, fiscal consolidation,
PV debt calculations and stress testing design, reflecting a developmental state view that treats
public borrowing as a potential engine of growth. Institutionally, DSA signals are not binding across
Chinese DFls. While the BRI-DSF has become an effective gatekeeping device through Sinosure’s
export credit insurance decisions—especially for non-concessional lending—it plays a more limited
role in concessional finance and in determining grant elements, where IMF-WB signals are more
systematically applied by OECD donors such as France. In contrast, India shows little convergence,
relying primarily on project-level assessments rather than DSA signals.

The paper argues that this pattern of partial convergence is best explained by the interaction of
crisis-driven adaptation and institutional and ideational constraints. Rising debt distress since the
mid-2010s, including a growing number of restructurings involving Chinese creditors, constituted
a critical juncture. These episodes exposed portfolio risks, strained bilateral relationships and
coincided with a contraction in Chinese overseas lending. At the same time, the persistence of the
debt-trap diplomacy narrative generated a legitimacy challenge that pushed China to demonstrate
alignment with internationally recognized standards of debt sustainability. The introduction of the
BRI-DSF was thus both a practical response to repayment risks and a reputational strategy aimed at
signaling responsible lending behavior.

Finally, from a policy perspective, China's adoption of an adapted version of the IMF-WB DSF should
not necessarily be interpreted as a developmental advance. One key implication is that by basing its
DSA on the IMF-WB model, China has also inherited some of the IMF-WB model's shortcomings.
Moreover, the framework sits uneasily with the developmental approach that has historically
characterized Chinese overseas lending, raising questions about whether it is well suited to guiding
investment decisions in developing countries. Paradoxically, this adoption could lead to the rejection
of projects that might otherwise generate growth and strengthen repayment capacity, potentially
worsening debt sustainability over the long run. Although the BRI-DSF is not applied uniformly
across all Chinese lending—since its use by banks is not mandatory—its deployment by Sinosure
can indirectly shape bank lending decisions by acting as a gatekeeping mechanism, as banks often
condition lending on access to export credit insurance.
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APPENDIX 1. TEXT ANALYSIS AND COMPARISON BETWEEN THE
BRI-DSF AND THE IMF-WB DSF

10.

Document ingestion. Full text was extracted from the two PDFs (the BRI-DSF and the
IMF-WB DSF for LICs) using pdftools in R software, preserving paragraph and sentence
boundaries for downstream parsing.

Sentence segmentation. Text was splitinto sentences using a tokenizer to avoid fragmenting
abbreviations, numbered items and figure references.

Normalization. Each sentence was lowercased; punctuation and symbols were removed;
and multiple spaces were collapsed. This ensured that comparisons focused on words and
numbers rather than formatting.

Content filter. Sentences shorter than 30 characters or consisting solely of numbers were
excluded. As aresult, the cleaning stage removed 235 noise sentences (headers, numbering
and stubs) and preserved 165 substantive sentences for comparison.

Lexical similarity. The remaining sentences were vectorized with quanteda to construct a
document-feature matrix (with stopwords removed) and compared with cosine similarity.
For each BRI-DSF sentence, the single closest IMF-WB sentence was identified and
assigned a lexical similarity score (0-100).

Thematic similarity. To capture similarity beyond exact word overlap, sentence embeddings
were computed using pretrained GloVe vectors with inverse-frequency (SIF-style) weighting
and principal-component adjustment. Cosine similarity was then calculated as a thematic
score (0-100) against the same IMF-WB candidate.

Triage threshold (use, not discard). A 40 percent lexical threshold was used to flag
sentence pairs unlikely to reflect substantive overlap. This threshold was set empirically
to prevent forced matching based on sparse token overlap. Importantly, both cases
below 40 percent and those at or above 40 percent were manually reviewed rather than
automatically discarded.

High-confidence rule. Cases with lexical similarity of at least 95 percent and thematic
similarity of at least 95 percent were automatically labeled as direct references (near-
verbatim text or very close paraphrase). All other cases with a lexical similarity of at least
40 percent were flagged as potential overlaps requiring manual verification for qualitative
assessment.

Automated outcomes. Among the 165 substantive sentences, 38 were identified as direct
references, 106 were flagged as potential overlaps requiring double verification (possible
paraphrase or contextual adaptation), and 21 were tagged as having no direct match (lexical
similarity below 40 percent, pending verification).

Verification of 127 sentences. All candidate pairs—both those below 40 percent and
those between 40 and 95 percent—were then reclassified into four categories reflecting
interpretive judgment: dropped (irrelevant or purely formal text), BRI-specific framing
(contextual or rhetorical additions by the BRI-DSF), direct reference (close borrowing with
high lexical and thematic alignment), or differences (substantive divergence). Automated
scores served as a triage tool; final labels reflected qualitative judgment.
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12.

13.

14.

Direct references. Eighty-six sentences were verified as direct references. The majority—70
out of 83 scorable cases—clustered between 50 and 85 percent lexical similarity, while 10
sentences scored in the 85-100 percent range and only 4 fell below 40 percent. These
low-lexical cases were nevertheless judged to be direct references because close parallels
could be located in the IMF-WB DSF text or in supplementary documents. For all 87 direct
reference sentences, thematic similarity was tightly compressed at the upper end, with a
median of 98 percent: about 83 of 87 sentences scored above 85 percent, and within this
group roughly 75 exceeded 95 percent, indicating near-verbatim semantic alignment.

Differences. Eighteen sentences were verified as differences, meaning the BRI-DSF and the
IMF-WB DSF shared a methodological theme but employed different language or framing,
reflecting substantive divergence.

BRI-specific framing. Eleven sentences were coded as BRI-specific framing. These
sentences introduce justifications for the formulation of the BRI-DSF, providing contextual
or rhetorical framing does not present in the IMF-WB DSF.

Dropped sentences. Finally, 12 sentences were coded as dropped, consisting of text deemed
non-substantive or irrelevant for comparison (e.g., bridging phrases, formal markers).

After cleaning and coding, 153 meaningful BRI-DSF sentences were preserved. Of these, 124
sentences (86 R-coded and manually verified plus 38 R-coded) were classified as direct references
to IMF-WB DSF for LICs formulations, indicating substantial textual borrowing. An additional 18
sentences were classified as differences, reflecting divergence in framing despite similar analytical
themes, while 11 sentences were identified as BRI-specific framing, adding contextual or rhetorical
justifications unique to the BRI-DSF.




APPENDIX 2. ANONYMIZED INTERVIEW LIST

Interviewee category Name code Interview code Interview time Interviewer  Additional note
Industry expert CB1 CB1-1 January 07 2025 TW Beijing
Chinese financial agency officer CC2 CC21 January 12 2024 T™W Beijing
Chinese financial agency officer cC CC11 August 23 2023 TW Beijing
Chinese financial agency officer CD1 CD11 August 212023 TW Beijing
Chinese financial agency officer CD1 CD1-2 August 22 2023 T™W Beijing
Chinese financial agency officer CD2 CD2-1 January 08 2025 T™W Beijing
Chinese financial agency officer CD2 CD2-2 April 14 2025 MZM Beijing
Chinese financial agency officer CE1 CF11 December 17 2023 TW Beijing
Chinese financial agency officer CE2 CF241 December 17 2023 T™W Beijing
Chinese financial agency officer CE1 CF1-2 January 09 2024 T™W Beijing
Chinese financial agency officer CE3 CE-1 January 04 2025 T™W Remote
Chinese financial agency officer CE4 CE-1 January 04 2025 TW Beijing
Chinese financial agency officer CE5 CE-1 January 04 2025 TW Beijing
Chinese bureaucratic officer CG1 CG11 March 08 2024 T™W Remote
Academic expert CA2 CA2-1 December 17 2023 TW Beijing
Academic expert CA1 CAT-1 May 16 2025 T™W Remote
Chinese bureaucratic officer Ch CJ11 January 20 2024 T™W Beijing
Industry expert CK1 CK1-1 December 17 2023 T™W Beijing
Industry expert CK1 CK1-2 January 112024 T™W Beijing
Chinese bureaucratic officer CL1 CL1-1 May 15 2025 T™W Remote
Chinese bureaucratic officer CcM1 CM1-1 January 09 2025 T™W Beijing
French financial agency officer FA1 FA1-1 February 28 2025 MZM Remote
Indian financial agency officer |A1 |A-1 April 09 2025 MZM/TW Remote
Indian financial agency officer A2 |A-1 April 09 2025 MZM/TW Remote
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