
WORKING
PAPER

sais-cari.org

From Contractors to 
Investors? Evolving 
Engagement of Chinese 
State Capital in 
Global Infrastructure 
Development and the Case 
of Lekki Port in Nigeria
Hong Zhang

JAN 2023NO.53



WORKING PAPER SERIES

CHINA-AFRICA RESEARCH INITIATIVE2

NO. 53 | JANUARY 2023: 

“From Contractors to Investors? Evolving Engagement of Chinese State Capital 

in Global Infrastructure Development and the Case of Lekki Port in Nigeria”  

by Hong Zhang

TO CITE THIS PAPER:

Hong Zhang. 2023. From Contractors to Investors? Evolving Engagement of Chinese 

State Capital in Global Infrastructure Development and the Case of Lekki Port in 

Nigeria. Working Paper No. 2023/53. China Africa Research Initiative, School of 

Advanced International Studies, Johns Hopkins University, Washington, DC. 

Retrieved from http://www.sais-cari.org/publications.

CORRESPONDING AUTHOR:

Hong Zhang

Email: hongzhang@hks.harvard.edu

ACKNOWLEDGEMENTS:

I gratefully acknowledge support from the China Africa Research Initiative that 

funded the research, and help from Deborah Brautigam, Yufan Huang, Keyi 

Tang, and Yuan Wang. I also thank Efem Ubi, Vincent Ibonye, Ovigwe Eguegu, 

as well as my interviewees in Nigeria for their support and generosity. 

NOTE:

The papers in this Working Paper series have undergone only limited review 

and may be updated, corrected or withdrawn. Please contact the corresponding 

author directly with comments or questions about this paper.

Editor: Daniela Solano-Ward

http://www.sais-cari.org/publications


ABSTRACT
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This paper introduces and critically analyzes an emerging 

form of global infrastructure development by China’s 

infrastructure construction companies, known as “integrated 

investment, construction, and operation” (IICO). This model 

has been promoted by the Chinese infrastructure industry, 

financial institutions, and policymakers in recent years, as a 

response to the moral hazard problems exposed in the past 

sovereign loan-based infrastructure engagements, the 

industry’s need to upgrade, and the global rise of Public-

Private Partnerships. IICO can be understood as a form of 

market-seeking foreign direct investment. Compared to past 

forms of globalization of Chinese state capital, it has a much 

more complicated risk profile and less clear pay-off. While 

Chinese state capital actors are not yet well equipped to 

manage such new risks, they have been driven to make such 

attempts by the political pressure to become globally leading 

firms. A case study of Lekki Port in Nigeria serves to illustrate 

the challenges in the transition toward IICO. This paper calls 

for continued attention to this emerging form of Chinese 

state capital’s engagement in global infrastructure 

development, especially on how risks are managed and the 

implications for the relationships between Chinese actors and 

host country stakeholders.
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INTRODUCTION

When measuring China’s intensifying economic engagement with the Global South, the scholarly 
and policy communities have largely focused on China’s extension of loans. This creditor-debtor 
relationship between China and many developing countries has also become a subject of 
controversy, as “debt trap” accusations continue to frame debates on China’s intention and impact 
in its economic engagements with the Global South—despite numerous studies that have already 
demonstrated the lack of solid ground for such accusations.1 Ironically, these debates were taking 
place while Chinese loan financing in Africa was already in decline. Based on the data collected by 
Johns Hopkins University School of Advanced International Studies’ China-Africa Research 
Initiative (CARI), loan commitments from Chinese banks peaked in 2013.2 The COVID-19 global 
pandemic since 2020 only accelerated the decline. Recent research found Chinese lending to 
African governments in 2020 reduced by 77 percent from the 2019 level, which was already the 
lowest in more than a decade.3 As more African countries went into financial distress in recent 
years, with several of them in negotiation with China for debt restructuring such as Zambia and 
Ethiopia, it is expected that China will originate fewer new loans in the near future.

As China stepped back from this bilateral creditor to Africa role, a question to ask is whether China 
will continue to engage in Africa’s infrastructure development—given that Chinese loans have 
been mostly used to finance infrastructure projects—and if so, how? This paper approaches this 
question through the prism of the Chinese infrastructure construction industry’s overseas 
expansion. As I previously argued, the primary focus of China's overseas lending on the 
infrastructure sector is a function of China’s policy to support the internationalization of its 
construction industry, seeing the industry as a strategic vehicle for exporting Chinese labor (in the 
early years but not so much anymore), industrial products, capital, and technical standards, while 
at the same time instrumentalizing it for economic diplomacy with the developing world.4 The 
Chinese infrastructure construction industry’s need for continual expansion, and the ways the 
Chinese state may support it, will critically shape how China will continue to engage in global 
infrastructure development.

An emerging strategy that the Chinese infrastructure construction industry is using for their 
overseas expansion, which has also received policy endorsement, is the “integrated investment, 
construction, and operation” (投建营一体化, hereafter IICO). Essentially, it means Chinese 
companies would move beyond their traditional role as engineering and construction contractors, 
and become developers and operators of the infrastructure projects too. Compared with China’s 
past overseas infrastructure engagements that overly relied on sovereign loans provided by 
Chinese financial institutions, IICO hopes to enhance Chinese companies’ accountability in the 
projects they participate in, as well as to push for industry upgrades. It signals a market-seeking 
type of foreign direct investment (FDI) by China’s state-dominated infrastructure construction 
industry, which can potentially lead to a more embedded presence of Chinese economic interests 
in host countries. 
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This paper unpacks the emerging IICO model, with the primary goal to understand why it was 
prescribed as a strategy for the continued internationalization of China’s state-dominated 
infrastructure industry, and how likely this model will take hold. Responding to the theoretical 
“global China” paradigm, this analysis pays close attention to the domestic incentives and 
pressures that are driving Chinese actors’ overseas behaviors, while being cognizant of the external 
factors that are constraining or shaping them.5 Drawing on primary Chinese sources, including 
industry journals, policy documents, official yearbooks, corporate financial reports, as well as 
dozens of interviews with industry insiders located in Africa, China, and elsewhere, I show that 
IICO’s emergence reflects both a level of responsiveness of the Chinese industry, financiers, and 
policymakers to problems already exposed in China’s global infrastructure development, and a 
level of adventurism in how China’s state-owned enterprises (SOEs) approach globalization, as 
shaped by China’s political and regulatory environment.  

The paper is structured as follows. In the second section, I will introduce the background for the 
emergence of the IICO model, as well as discuss the reasons why it stood out as an anticipated 
strategy for the Chinese infrastructure construction industry’s continued internationalization. The 
third section provides a conceptual framework for understanding the risks involved in this new 
model as compared to other forms of state capital globalization. The fourth section uses a specific 
case of Lekki Port in Nigeria to discuss the strengths and limitation of Chinese companies in 
carrying out this model. The fifth section concludes with a discussion on the evolution of Chinese 
state capital’s engagement in global infrastructure development.

EMERGENCE OF IICO AS A PROSPECTIVE MODEL

Around 2015, the notion of “integrated construction and operation” (ICO, 建营一体化) started to 
emerge in China’s policy discussions regarding overseas construction and engineering 
contracting. The gist of the idea is to have contractors extend their service to the operation phase 
of the overseas projects that China finances. Some of the earliest actions included an “alliance” of 
leading companies organized in 2015 by the China International Contractors Association (CHINCA) 
and China Chamber of Commerce for Import and Export of Machinery and Electronic Products 
(CCCME)—two major industrial associations related to overseas construction and engineering—to 
pursue ICO projects.6 In March 2016, China’s Ministry of Commerce (MOFCOM) and the State-
owned Asset Supervision and Administration Commission of the State Council (SASAC) jointly 
issued a “guideline” on promoting ICO among central SOEs.7 

While initially the policy only included “construction + operation,” without “investment” in the 
equation, it soon became clear that without also being the capital investor, i.e., having ownership 
in the project, the construction and engineering contractors were unlikely to be granted the right 
of operation. According to a manager at a major infrastructure construction SOE who participated 
in earlier discussions, “another reason was that China started to promote the internationalization 
of our own technical standards…If you don’t have a controlling stake in the project, how could you 
require others to adopt the Chinese standards?”8  
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For these reasons, both ICO and IICO entered policy discussions, with the latter gradually 
dominating the discussions.9 IICO has since appeared in high-level speeches and policy 
documents. In the 2018 Forum on China-Africa Cooperation summit in Beijing, Chinese President 
Xi Jinping announced that China would “support Chinese companies in participating in Africa's 
infrastructure development by way of investment-construction-operation or through other models” 
(emphasis added). In a 2019 guideline jointly issued by China’s 19 ministries or government 
agencies promoting “high-quality development” of China’s international project contracting 
industry, IICO and ICO were specifically mentioned as ways for companies to forge “new 
advantages.”10 

In this sense, IICO marks a partial shift in China’s global infrastructure engagement from export-
based to foreign direct investment-based activities. In the past EPC+F model (Engineering-
Procurement-Construction plus Finance), the Chinese infrastructure industry was essentially 
exporting its engineering and construction services, and through that service provision, exporting 
China’s industrial products (equipment and machineries, and to some extent materials and basic 
supplies such as steel). Through IICO, China’s infrastructure industry is now seeking to use equity 
investment to sustain such exports. In this sense, the nature of China’s overseas infrastructure 
engagements shifts from an export to a market-seeking type of FDI. 

Like many other ideas in China, IICO provides a new framework for practices that already exist. 
When the notion of ICO/IICO was first being discussed in 2015, Chinese researchers had already 
identified over 200 overseas projects that could be put into the category.11 These earlier projects 
were mostly power generation projects in the form of Build-Own-Transfer (BOT), as they involved 
the contractor setting up a project company with their own capital, building the project, and 
owning or operating the project for a period before transferring back to the host government. In 
fact, the power sector is where a lot of FDI from Chinese companies has already taken place: 
according to Boston University’s China Global Power Database, 11,830 megawatts in power 
generation capacity outside China has been put in place or in the pipeline that involves FDI from 
Chinese companies.12 This is because power generation projects are relatively more “bankable,” as 
it is easier to model the future revenue once the generation capacity and unit price are known, 
unlike in other sectors such as transportation or mining where many parameters are hard to 
predict.13 But such BOT projects have mostly been located in Southeast Asia, which can be 
explained by the geographic and cultural proximity with China. One of the earliest overseas 
Chinese BOT projects was the Kamchay dam in Cambodia built by Sinohydro, which was initiated 
in 2006 and went into operation in 2011.

In response to problems already exposed in China’s global infrastructure development, the current 
call for IICO is distinguished by a more conscious integration of financial and industrial capital to 
facilitate the continued internationalization of the infrastructure industry. The remainder of this 
section identifies three reasons: 1) Chinese financial institutions’ realization of the moral hazard 
in their past lending practices that have benefited the global expansion of the Chinese 
infrastructure construction industry; 2) the push for industrial upgrading; and 3) the rise of Public-
Private Partnership (PPP) as a way to address global infrastructure development needs.

FROM CONTRACTORS TO INVESTORS? ENGAGEMENT OF CHINESE STATE CAPITAL IN GLOBAL INFRASTRUCTURE DEV
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1) moral hazard in the old practice

EPC+F has been the most important form of contracting through which Chinese infrastructure 
construction companies have expanded globally in the past decade. The availability of Chinese 
loans, especially concessional and preferential loans provided by Export-Import Bank of China 
(Eximbank), has been a critical source of Chinese infrastructure construction companies’ 
competitiveness to win contracts. Given the huge gaps between Africa’s infrastructure needs and 
the availability of financing sources, a contractor’s ability to secure financing is often more 
important than their engineering capabilities or cost advantage. 

Compared to multilateral lenders, Chinese loans are distinguished by their size. The average size 
of Chinese loans to Africa’s information and communications technology (ICT), power, and 
transport sectors—three main infrastructure sectors that Chinese companies are active in— from 
2000 to 2020 was around US$ 165 million.14 In comparison, the World Bank’s loans to Africa in the 
comparable sectors in the 2000-2021 period had an average value of US$ 1.86 million.15 Projects 
financed by Chinese loans also tend to be more profitable compared to those financed by 
multilaterals or local government budgets, due to lower level of competition (China’s banks 
typically only lend to projects employing large Chinese SOEs, or occasionally exceptional private 
companies), more timely payment, and low exchange rate risks (compared to projects paid from 
local government budgets where payment delay is common and local currency depreciation 
frequently occurs). This is why Africa, a major destination of Chinese concessional loans, has been 
the profit center for leading Chinese infrastructure companies among overseas markets.16 

However, the finance-driven EPC+F contract has inherent moral hazard. Driven by their interest to 
win more contracts, companies may gloss over risks and overstate a projects developmental 
impact. While banks may have the research capacity to assess country- and sector-specific risks, 
they often lack on-the-ground insight about project-specific risks, which they then have to rely on 
the companies for information.17 This explains why many infrastructure projects financed by 
Chinese banks and contracted to Chinese companies ended up being wasteful investments that 
failed to generate expected income for the borrowing countries while adding to their financial 
burden. As a seasoned manager at a major Chinese company readily admitted: “many 
infrastructure projects were just built to be sunbathing,” meaning that they are lying idle.18 This 
inconvenient truth makes “debt trap” accusations toward China’s lending practices hard to 
extinguish, however distorted they are from the actual series of events.

The cut back on loans to Africa since 2013 discussed in the beginning of this paper therefore partly 
reflects the concern of Chinese financial institutions about the poor performance of many projects 
they had financed, which was starting to affect the borrowing countries’ ability to repay the loans 
as well as China’s reputation. According to the Chinese companies I interviewed, there is a 
perception that it was much easier to have their loan requests approved by the Eximbank in the 
late 2000s and early 2010s, when banks were also rushing to expand their lending portfolios; but 
Eximbank later became more selective, demanding that companies demonstrate the economic 
viability and developmental value of prospective projects.  

SAIS-CARI WORKING PAPER | NO. 53 | JANUARY 2023
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To address moral hazard problems, Chinese financial institutions started to urge Chinese 
companies to take responsibility in the operation of the infrastructure projects they were 
contracted to build. A known example is the Kribi Port (Phase I) in Cameroon, completed in 2014 
and operational since 2018, which was financed by China Eximbank and contracted to China 
Harbour Engineering Company (CHEC) for construction. The Cameroon government initially 
intended to award the operation of the port to a consortium between two French companies, but 
upon Eximbank’s demand that CHEC also participate in the operation, CHEC joined as a minor 
shareholder in the port operation joint venture.20 A 2018 article by an employee of a major Chinese 
infrastructure construction company reported that Chinese banks required Chinese contractor’s 
involvement in both construction and operation as a prerequisite for lending to overseas railway 
projects.21 Eximbank has included supporting IICO in its Five-Year Plan for 2016-2020, and has been 
restructuring its internal departments to reflect the new need.22 

2) industrial upgrading

Meanwhile, the Chinese infrastructure construction industry realizes that it is time for them to 
upgrade from their current low value-added role. Industry insiders commonly use a “smiling 
curve” to describe their position in the value chain (Figure 1): engineering and construction are 
located in the middle of the project cycle and the bottom section of the curve in terms of value-
added; project development and investment, and operation and maintenance, are both more 
profitable, which Chinese companies aim to extend their businesses to.

The lower 
profitability of 
engineering and 
construction 
contracting has 
been 
exacerbated by 
the over-
competition 
among Chinese 
companies 
themselves, 
especially when 
more 
companies were 
mobilized to go 
into overseas 
markets under 
the Belt and 
Road Initiative. 
Figure 2 shows 
the number of 
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Figure 1:  Infrastructure Development Smiling Curve

Sources: Adapted from interviews by author.   
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personnel working in overseas project contracting from 2002 to 2020, which can be a rough proxy 
for the number of companies active in overseas markets. Throughout the 2010s, there were six to 
eight times more personnel than 2002 levels. A telling example is Gabon, a country of 2.3 million 
people: by 2018 there were at least 15 major Chinese infrastructure construction companies active 
in the country, although the number reduced to seven by 2021.23 

The level of competition is so high that even subsidiaries from the same parent group compete 
with one another. China’s leading construction and engineering companies are predominantly 
central SOEs, which are typically organized as group companies with subsidiaries based in 
different parts of China. This is a legacy from the companies’ pre-reform predecessors as central or 
regional bureaus affiliated with line ministries (such as ministries of railways, communications, or 
power generation), which were responsible for infrastructure construction in their respective 
jurisdictions. These subsidiaries, known as the “engineering bureaus,” are where most of the 
engineering capacity of the group companies is housed, whereas the parent group serves more as a 
holding company and strategic decision-maker. It is then unsurprising that even subsidiaries of 
the same group compete with one another in overseas markets, given their similar capacities, 
especially when their parent groups don’t have strong regulations to govern their geographic 
division of labor. According to a manager at a large central SOE group, the BRI also caused more 
subsidiaries of large SOE groups to go overseas than otherwise would have happened: having the 
best engineering capacity in China, these central SOE subsidiaries have been hired to fulfill 
overseas contracts by external Chinese companies who don’t have such engineering qualifications 
but have the business connections to land contracts. The latter are often companies affiliated with 
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China’s provincial governments who need to show their efforts towards internationalization and to 
abide by the BRI mandate.24 Therefore, the numerous subsidiaries of China’s large SOE groups 
have been driven by decentralized interests not necessarily associated with their parent groups in 
their overseas ventures, which creates additional challenges for regulating the competition. 

3) rise of ppp in global infrastructure development 
The discussion of IICO also mirrors the rise of Public-Private Partnership (PPP) in infrastructure 
development around the world. Bringing in private capital for infrastructure projects, traditionally 
an arena of public investment, has been a response to inadequate fiscal capacity in developing 
countries and has also actively been encouraged by multilateral development agencies.25 World 
Bank has records of 586 projects with private participation that reached financial closure between 
1990 and 2021, located across 45 sub-Saharan African countries.26 It is in this context, then, that 
Chinese infrastructure construction companies are responding to rising demands within their 
main equity investment target market. “What we contractors are after is the realization of projects, 
so whatever is missing, we make it up. This is why we start to move to new areas of service [such as 
providing equity investment].”27 

It is important to note the rise of PPP within China itself, as it has given Chinese infrastructure 
construction companies—for whom the domestic market still accounts for the majority of their 
revenue despite their rapid internationalization in the past decades—a foretaste of what they are 
seeking to do overseas. Between 2014 and 2021, China invested in 7,683 PPP projects with a total 
investment of 12.8 trillion yuan.28 Not unlike the fiscal issues behind the push for PPP in other 
countries, the rise of PPP in China was in response to the (implicit) debt accumulation by local 
governments in their infrastructure investment drives; therefore, policies encouraged “societal 
capital” to participate in infrastructure development to ease the direct fiscal burden of local 
governments.29 However, a characteristic of PPP in China is that very little “private” capital is 
confident enough to enter such partnerships with the local governments, or has good enough 
access to financing. Instead, SOEs, particularly those in the infrastructure construction sector, end 
up being the main participants in China’s PPP projects. In terms of investment value, statistics 
show that 90 percent of the PPP projects (or 64 percent in terms of number) in 2020 were awarded 
to SOEs.30  

While there is a lot of doubt about the long-term risks of these PPP infrastructure projects, for the 
time being, including investment and operation as part of infrastructure projects seems to have 
boosted the profitability of construction SOEs. For example, China Energy Engineering 
Corporation reported a 27.09 percent gross profit margin for its “investment and operation” 
business in 2021, as compared to 8.5 percent for “engineering and construction,” the traditional 
business area. Power Construction Corporation of China (PowerChina) similarly reported 40 
percent and 10.92 percent for its investment-operation and construction businesses, respectively.31 
In 2021, China Communications Construction Company (CCCC) reported that the infrastructure 
projects it invests equity in accounted for 19 percent of all the new construction contracts it signed 
in that year.32 These companies’ domestic shift toward an investment-driven model has informed 
their strategy for overseas expansion. As an executive at an overseas project said, “You have to 



CHINA-AFRICA RESEARCH INITIATIVE 11

understand that our group has been doing investment projects for many years, so why can’t we do 
it overseas?”33 

Reflecting the new needs, China’s major state-owned infrastructure construction companies have 
been setting up new subsidiaries dedicated to overseas investment (see Table 1).34 PowerChina and 
CCCC are among the early movers, both having set up overseas investment arms in 2012 
PowerChina Resources Limited, the formers’ overseas investment arm, reported in 2021 that in the 
nine years of the company’s existence, their investments enabled nearly 37 billion yuan in exports 
of engineering and construction, procurement, and maintenance services for 32 subsidiaries of 
their group company.35 

To conclude this section, IICO emerged as a prospective model for the Chinese infrastructure 
industry’s continual internationalization as a result of both “push” and “pull” factors. IICO was 
“pushed” by Chinese financial institutions’ and policymakers’ demand for companies to take 
greater responsibility in ensuring the quality of overseas projects financed by Chinese capital; it 
was also “pulled” by host countries’ demand for direct investment in infrastructure projects, as 
well as perceived higher profitability of investment activities in the Chinese companies’ domestic 
experience. 

IICO: ENTREPRENEURISM OR ADVENTURISM?

How, then, has IICO been implemented since the idea was proposed in 2015? Public statements by 
officials at China Export & Credit Insurance Corporation (Sinosure) —China’s policy agency 

Source: Compiled by the author based on information from company websites and financial reports. 

Infrastructure Construction 
"National Champion" Overseas Investment Arm Year Established Registered Capital 

(in billion yuan)

Power Construction 
Corporation of China 

(PowerChina)
PowerChina Resource Limited 2012 5.41

China Communications 
Construction Corporation 

(CCCC)

CCCC International 
Holding Limited 2012 1.92

China Railway Engineering 
Corporation (CREC)

China Railway Group Invest-
ment (Hong Kong) Limited36 2012 N/A

China Energy Engineering 
Corporation (Energy China)

China Gezhouba Overseas In-
vestment Co., Ltd. 2016 5

China Railway Construction 
Corporation (CRCC)

CRCC International Investment 
Co., Ltd. 2019 3

China State Construction 
Engineering Corporation 

(CSCEC)
CSCEC International 2021 3

Table 1: Overseas Investment Arms of China's Infrastructure Construction "National Champions"

SAIS-CARI WORKING PAPER | NO.53 | JANUARY 2023
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providing insurance for export and outward investment – disclosed that the agency had provided 
insurance for 221 overseas IICO projects by the first half of 2021, with a total US$ 56.3 billion 
investment value.37 This does not cover all IICO projects as there are known cases where Sinosure 
coverage was not required, but it is likely to represent the majority of them since Sinosure coverage 
is typically required by Chinese banks in lending into high-risk countries – where most of China’s 
infrastructure development projects are located.38 Comparing this figure to the US$ 1,135 billion in 
total overseas contracting revenues between 2015 and 2021, it appears that the transition to IICO 
has been slow.39 Furthermore, the self-reported number of IICO projects may also have been 
inflated, as companies may stretch the concept and label their less qualified attempts as IICO, just 
to appear to be making such efforts -- for example by participating in international consortiums as 
minority shareholders, with the condition that they are awarded the EPC contract. But while this 
method may enable companies to secure new contracts that would allow them to recoup their 
modest equity investment quickly, it does little to help companies move up the value chain and 
transform themselves into developers, which is IICO’s core purpose. 

This section discusses why the transition toward IICO is not easy. I argue that IICO represents a 
qualitatively different risk profile that Chinese state capital actors are not well equipped to 
manage. 

1) greater risks, less clear pay-off

To illustrate IICO’s risk profile, I compare it with two other forms of globalization of Chinese state 
capital that have become prominent and received a lot of attention in recent years: sovereign 
loan-based overseas infrastructure engagements, and asset-acquiring types of outward investment. 
Compared to the loan-based infrastructure engagement, the risks are more difficult to contain; 
compared to the asset-acquiring FDI, the pay-off, or anticipated benefit, is less clear. 

Given its FDI nature, it is easy to understand that the IICO model requires Chinese entities 
(including both infrastructure companies and financial institutions) to take greater risks 
compared to what they would in the old EPC+F model. As discussed earlier in regards to moral 
hazard, the contractors’ risks were “capped” in the EPC+F model: while contractors still needed to 
deal with risks associated with the execution of the contract, they were largely covered from 
payment risks, since they received direct payments from Chinese banks as long as they executed 

Risks

Contained Diffused

Pay-offs
Clear N/A Asset-acquiring FDI

Unclear
Sovereign loan-based 

infrastructure engagement Market-seeking FDI (IICO)

Table 2: Risks and Pay-Offs for Different Types of State Capital Globalization
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the projects according to pre-defined schedules and conditions; once the construction of the 
project was completed and delivered, they were no longer liable. 

In the IICO model, the company would not only be responsible for the construction of the project, 
but also the operation. This exposes them to a multiplicity of risks for a much longer period of 
time. While construction of infrastructure projects may take a few years, concession periods for 
the operation of infrastructure projects typically last a few decades; during this time, the project 
can suffer from a range of problems from mismanagement, political instability, or regulatory 
hurdles. Furthermore, operation is crucial for the initial investment to yield positive returns, as 
construction is low profit, which was the reason why Chinese companies sought the IICO model, 
as explained earlier. In other words, IICO turns the traditional business model of Chinese 
infrastructure construction companies on its head: rather than seeking to earn profit from the 
construction, which now becomes the least important part of the project life cycle, they now hope 
to earn money from operation, but this is a line of business they have little experience with. 

Of course, IICO will not be the first instance of FDI by Chinese SOEs. There have been plenty of 
outward investment deals by China’s SOEs in the past, from the acquisition of natural resource 
assets by China’s energy or mining SOEs (e.g., China National Overseas Offshore Corporation’s 
acquisition of the Canadian oil and gas company Nexen and Aluminum Corporation of China’s 
(failed) attempt to acquire Rio Tinto) to acquisitions of companies possessing desirable 
technological capabilities or a strategic niche in the global value chain (e.g., China National 
Chemical Corporation’s acquisition of Syngenta, the Switzerland-based seed and biotechnology 
agribusiness). The literature on state-owned multinationals has focused on this type of asset-
acquiring FDI, partly in response to concerns about unfair competition brought about by the rise 
of state capitalism, since SOEs have access to subsidized finance and are backed by powerful 
states.40  

IICO as a type of export market-seeking FDI, by contrast, has far less certain pay-offs. Asset-
acquiring FDI tends to be motivated by clearly identified – sometimes urgent – needs of the 
domestic economy, and attaining ownership can already help assuage the sense of insecurity. 
IICO’s pay-offs, however, will take much longer to manifest and still depend on a number of 
endogenous and exogenous factors. Importantly, this is because IICO projects will largely be 
greenfield investment, meaning that they involve building the project from scratch, rather than 
acquiring something that has been built (and thus whose value has been tested, or at least partly 
so). 

Such focus on greenfield investment is determined by the path dependency of the infrastructure 
construction industry, for which the opportunity to build from scratch is essential. As a manager 
explains: “We have dominated the middle part of the smiling curve [construction] because of our 
cost advantage, but now as we extend to the higher value-added investment and operation, we 
cannot let go of the construction, because it provides a lot of jobs.”41 In this sense, the Chinese 
SOEs’ pursuit of industrial upgrading is compounded by the necessity for industrial preservation too, 
as they are constrained by their mandate to provide employment. 
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This distinguishes the Chinese infrastructure companies from many Western competitors which 
nowadays opt to go “asset-light,” meaning that they would not invest in the actual construction of 
new infrastructure facilities and own the “heavy” physical asset, but would rather focus on 
providing service as operators or consultants.42 In this sense, engaging in IICO in greenfield 
infrastructure development is a niche Chinese construction SOEs found in the sector, albeit a 
more risky niche that other competitors have tended to avoid. The “comparative advantage” for 
Chinese SOEs to operate in this niche is, in turn, the possibility to mobilize China’s state capital, 
as greenfield infrastructure development aligns with the kind of image China seeks to project as 
an enabler of infrastructure development and industrialization for the Global South, as seen in 
China’s proclamations for Sino-African Cooperation, for example.43  

2) testing the risk-tolerance of chinese state capital

Given IICO’s more complicated risk profile, it may be testing the limit of the “patience” and “risk-
tolerance” of Chinese state capital in its globalization drive. The literature on state capital 
generally holds that state capital has a much longer time-horizon, unlike private capital that must 
respond to more immediate demands for profit from shareholders, and that the state as a 
sovereign entity has more leverage than private actors to handle risks.44 However, such “patience” 
and “risk-tolerance” are not unconditional; they are conditioned by how risks are calculated and 
managed by state capital managers. 

To begin with, risk management in the old EPC+F model has been partly politicized. Because the 
lending in EPC+F was typically in the form of a sovereign loan (the host country government is the 
borrower or provides a guarantee for the loan), sovereign credibility provided the basis for such 
risk management. This way, Chinese financial institutions were at least partly sheltered from the 
repayment risks associated with the economic viability of the projects per se (even though poor 
economic performance and social and environmental impacts do affect their reputation), and 
instead count on the fiscal capacity and political willingness of the borrowing government for loan 
repayment. In other words, project-level risk identification was partly substituted for a reliance on 
macro-level indicators of the country’s fiscal health and perception of the soundness of bilateral 
political relations (at least in the case of concessional and preferential loans). To help alleviate the 
risks in their unsophisticated lending, Chinese banks have resorted to a range of credit 
enhancement measures, including guarantees, collaterals, special reserve accounts, and cross-
default clauses, which have also been the subject of controversy related to Chinese lending.45  

A risk management strategy based on political underwriting would be less applicable in IICO. 
First, IICO would likely not involve sovereign loans—indeed, the fact that many countries are 
reaching their limits for borrowing is a direct factor that spurred IICO.46 The entity that assumes 
debt liabilities now shifts from the host government to the project company set up by the investor 
(Chinese company) to manage the project’s investment and operation. There are two possible ways 
to lend to such project companies: either the loan is guaranteed by the investor (parent company 
of the project company), or loan repayment is entirely based on the future revenues of the project, 
with the investor providing limited or no guarantees (known as limited- or non-recourse project 
financing). Therefore, instead of managing the financial relationship with a foreign government, 
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now the issue becomes how the risks are shared between the Chinese infrastructure companies 
(investors) and financial institutions: non-recourse or limited-resource project financing would 
place more risk burden on the financial institutions, while investor-guaranteed lending would do 
so on the infrastructure companies. 

Either side seems to be trying to shovel more risk onto the other. On the one hand, if the project 
were located in a country that is already considered highly indebted and thus no longer eligible for 
sovereign loans from Chinese banks, Chinese banks would also refuse to do non-recourse or 
limited-recourse project financing.47 This can be understood as a way for financial institutions to 
avoid adverse selection caused by the moral hazard discussed earlier. On the other hand, for the 
investor to provide a guarantee, it would assume great financial liability throughout the duration 
of the loan, and providing a guarantee would increase the company’s debt-to-asset ratio, which is 
already very high among China’s infrastructure construction SOEs.48 Imposed by the Chinese 
government, reducing the debt-to-asset ratio has been one of the top imperatives for these SOEs.49 
“It’s hard to do project financing from Chinese banks, because they tend to have high requirement 
for guarantee, usually provided by the parent companies. But because of SASAC’s requirement on 
debt-to-asset ratio, this wouldn’t work [for most cases],” according to a manager at a major 
infrastructure company.50  

Therefore, paradoxically, while IICO would mean shifting the counterpart from foreign 
governments to Chinese companies (or entities directly under their control), the Chinese system 
becomes less ready to handle the financial risks. This is not surprising, as the Chinese 
infrastructure industry seeks to move to a more profitable position along the value chain, the 
system as a whole will have to take on more risks. It is not clear, however, to what extent China’s 
state capital can tolerate IICO’s intensified risks, especially in such high-risk markets as Africa. 
Contrary to assumptions about the higher risk appetite of state capital, there are a number of 
risk-containing measures institutionalized in China’s state capital management, such as the 
debt-to-asset ratio caps for the SOEs mentioned above. Another risk-containing measure is the 
2016 regulation by the State Council that holds SOE leaders accountable “for life” for investment 
decisions they make during their tenure, meaning that even after an executive retires or moves to a 
new position, they would suffer disciplinary consequences if an investment made under their 
watch went wrong.51 Such regulations have made SOE leaders reluctant to take on inherently risky 
outward investment decisions.52 The IICO strategy is also not without dissent from within the 
industry itself. For example, a senior manager at a major infrastructure company publicly 
expressed the view that IICO involved “related party transactions” between the subsidiaries of the 
same company taking part in investment, construction, and operation, which brews risks that 
cannot be easily resolved by a company’s internal controls.53 

How then, do we explain the apparently high level of endorsement for IICO among the Chinese 
infrastructure industry, financial institutions, and policymakers? I argue that a large part can be 
attributed to the political pressure Chinese SOEs are under to become “world-class” enterprises, 
which requires them to become internationally competitive players in their respective sectors. To 
“cultivate world-class enterprises” was first launched as a goal during China’s 12th Five-year Plan 
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period (2011-2015), when the SOE regulators laid out five areas and 25 indicators for SOEs to appraise the 
gaps in their capabilities, among which is the ability of international business operations.54 The goal of 
“world-class” enterprises has been driving China’s SOE reforms in the past decade.55 In recent years the 
pressure has intensified, with the latest political guideline of “accelerating the development of world-class 
enterprises” issued in February 2022, by Xi Jinping in his capacity as the General Secretary of the Chinese 
Communist Party during a meeting of the Central Comprehensively Deepening Reforms Commission, a 
top political deliberation body for China’s governance issues.56 One thing the SOEs have been instructed 
to do is benchmark themselves against world leaders in their sectors, or duibiao.57 The French company 
Vinci has frequently been cited as a benchmark for construction SOEs, and the fact that Vinci is renowned 
with its two pillars of business -- engineering and construction contracting on the one hand, and 
concession (i.e., operation of infrastructure projects) on the other, reinforces the notion that IICO is the 
way to go.58 

IICO involves high risks that Chinese actors are not well equipped to handle, but this has not prevented 
IICO from being promoted as a prospective model for the industry’s continued internationalization, due 
to political mobilization for SOEs to become globally leading firms. As a strategy for industrial 
development, optimists see IICO as entrepreneurial while pessimists would characterize is it as 
adventurist. Therefore, whether or not IICO investment decisions are made largely depends on the level of 
risk preference and commitment to internationalization of a company’s leadership.59  

LEKKI PORT: EXTERNALLY DEPENDENT SUCCESS? 

Having discussed the risks involved in IICO, this section turns to a specific case to illustrate the 
challenges. Located in Nigeria, Lekki Port is the first overseas IICO port project by China Harbour 
Engineering Company (CHEC) and its only IICO project in Africa. CHEC is a construction SOE with 
prominent market shares in global port construction. Entering Africa in the early 1980s, CHEC had 
established 25 branch/subsidiary companies in Africa by 2020 and built at least 13 ports in Africa.60 Its 
parent group, China Communications Construction Corporation (CCCC), has been consistently ranked 
China’s largest international contractor (in terms of overseas contracting revenue) by the global 
construction industry publisher ENR, and among the world’s top five since 2015.61 Both CCCC and CHEC 
are considered frontrunners in this new drive toward IICO. We would have expected CHEC to have one of 
the strongest capabilities to conduct IICO among Chinese companies in Africa.

However, as this section will demonstrate, the realization of IICO in the Lekki Port case was due to 
circumstances that may not be easily replicated elsewhere. Critically, the realization of IICO in this case 
has depended on the willing collaboration of other international actors, whereas CHEC’s core ability for 
successfully launching an IICO project remains untested. 

1) a much-needed port

Lekki Port has been touted as a “game changer” for Nigeria. Located 40 miles to the east of Nigeria’s 
economic capital Lagos, Lekki Port will be Nigeria’s first deep seaport and one of the largest in West Africa 
thanks to its 17-meter draught. It is a key piece of infrastructure that Nigeria has been eagerly anticipating. 
The two existing terminals in Lagos, Apapa and Tin Can Island, are both shallow in their depth and 
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unable to receive large container ships. As a result, large ships often need to call on ports in 
neighboring countries before the cargo can be trans-shipped to Nigeria with smaller vessels. To 
make things worse, both terminals are located too close to the downtown area, and the resulting 
difficulty in expanding access roads to the terminals has led to long cargo evacuation delays. 
Trucks spend days on nearby roads waiting to pass, which exacerbates Lagos’s already notorious 
traffic problems and makes Nigeria’s shipping costs one of the most expensive in Africa.62 Port 
congestion is estimated to cost US$ 55 million per day for the Nigerian economy.63 
 
Lekki Port is anticipated to be the solution to this shipping malaise. It has a designed capacity for 
US$ 1.2 million twenty-foot equivalent unit (TEU) per year for the first phase, equivalent to 80 
percent of Nigeria’s container port throughput in 2020.64 There are also high hopes for its 
contribution to the Nigerian economy: the Nigerian government estimates that Lekki Port will 
create 17,000 jobs, bring US$ 201 billion in revenue to federal and state governments during its 
45-year concession period as well as another US$ 158 billion in direct or indirect business.65 Seeing 
the project’s potential popularity with the public, Nigerian politicians have made frequent visits to 
the port, including the former Minister of Transport Rotimi Amaechi and President Mohammadu 
Buhari, especially in the runup to Nigeria’s general election in early 2023. The construction of the 
port was completed in October 2022, with operation set to commence in early 2023.

While Lekki Port was branded as a “key achievement project” in China’s second Belt and Road 
Summit in 2019, it was not the result of any inter-governmental collaboration between China and 
Nigeria. It is partly financed by a loan from China Development Bank (CDB), but the borrower is 
the project company set up to develop the port - Lekki Port Investment Holdings - in which CHEC 
is the majority shareholder. Thus, the loan is not a sovereign loan, and in contrast to concessional 
loans provided by China Eximbank, CDB loans do not require inter-government framework 
agreements.66 “The Lekki Port project has been outstanding among BRI projects exactly because it 
is less political, and so it has been less targeted [by critics of China’s global infrastructure 
engagements],” an executive at the company remarked, highlighting the commercial nature of the 
project.67 

2) CHEC: Contractor-Turned-Investor

CHEC did not initiate the Lekki Port project. Its original developer was Tolaram Group, a family 
business currently based in Singapore started by an Indian businessman. As a foreign company, 
Tolaram is very well known in Nigeria because of the instant noodles that it markets, a popular 
household food item. 

It was more or less a coincidence for Tolaram, a company mostly in the consumer goods business, 
to undertake this major infrastructure project. Back in the late 1990s, Tolaram originally 
envisioned building a jetty for its goods in Ibeju Lekki. During negotiations, the Nigerian 
authorities also came to realize that the same area had been previously marked by the British 
colonial government as a potential site for a seaport. The Nigerian government and Tolaram 
quickly moved to discuss the possibility of building a port in the early 2000s, but at that time, 
Nigeria didn’t have any legal framework that would allow private investment and ownership of a 
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port. It only became legally feasible after Nigeria passed the Infrastructure Concession Regulatory 
Commission Act in 2005, which set out the institutional framework for a PPP. Lekki Port is 
therefore the first PPP port project in Nigeria. The negotiations between the Nigerian government 
and Tolaram took quite a few years to conclude due to the legal ambiguity, and a concession 
agreement was reached in 2011.68 Tolaram’s continual engagement in this project was motivated by 
its plan to support the Lagos Free Zone located right in front of the port site, where Tolaram is also 
an investor.69 

CHEC’s involvement in the Lekki Port project began in 2012, when it was selected by Tolaram to be 
the EPC contractor. Construction of the port could not proceed, however, due to Tolaram’s failure 
to secure financing, as potential lenders had doubts over the port’s business forecast and in 
Nigeria’s economic prospect in general. The Filipino port operator ICTSI, which was originally part 
of the consortium, also withdrew. Tolaram managed to retain the concession rights despite its 
failure to fulfill contractual obligations within the stipulated timeframe.

According to an official at the Nigerian Ports Authority, “The initial funding was going to come 
from a consortium of Stanbic IBTC bank, African Development Bank (which was taking the lead) 
and European Investment Bank. But negotiation didn’t go through. They were involved until 
2017-18. Lenders came in and negotiated their common framework. But because EIB required 
political conditions, such as needing to prepare a sanctions list, it took too long, then the lender 
fatigue kicked in, so we wasted too much time.”70 

It was in the context that, in 2017, Tolaram and CHEC started negotiating to have the latter step in 
to provide equity investment. CHEC could immediately help optimizing the investment structure 
by reducing the EPC cost—initially as the EPC contractor, CHEC had proposed a larger budget; but 
now as an investor who was to pay for the EPC contract themselves, they managed to cut 
unnecessary components and reduce the construction cost significantly.71 This episode illustrates 
one of the strongest arguments for IICO—being the investor and construction contractor at the 
same time serves to economize the cost of construction. But it also points to the potential tension 
between the contracting and investing arms of the same company in the IICO model, due to 
opposing incentives. 

Negotiations eventually concluded with an arrangement in the shareholding structure shown in 
Figure 3. CHEC holds 70 percent of the shares in the Lekki Port Investment Holding Inc. (LPHIH), 
with Tolaram holding the remaining 30 percent. LPHIH, in turn, forms a joint venture together 
with Lagos State Government and Nigeria Ports Authority, with a 75-20-5 split. This joint venture, 
Lekki Port LFTZ Enterprise Limited (LPLEL) is the concessionaire of the Lekki Port project with a 
45-year concession period and preferential right for a 25-year renewal. Overall, CHEC enjoys a 52.5 
percent control of the LPLEL. This makes Lekki Port the first project in which CHEC holds a 
controlling stake in Africa.

“It is good to have [CHEC] as an investor, as it is also a risk mitigating measure for us,” commented 
an official at Nigerian Ports Authority. “Because if they fail the project, they lose the equity.” 
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However, the other 
shareholders were concerned 
about CHEC’s intention to 
build the port and operate it 
as well. “Tolaram and the 
Nigerian shareholders 
demanded the operator to be 
different. It needs to be 
balanced.” Such a comment 
from the official at the 
Nigerian Ports Authority 
suggests that the IICO model 
is likely to raise new 
controversy as Chinese SOEs 
become deeply entrenched in 
key infrastructure projects.

Ultimately, the port operator did change and ended up with a different entity, with CHEC a 
minority shareholder. CMA Terminals, subsidiary of the French shipping conglomerate CMA-CGM 
which already enjoys a significant market share in Nigeria’s terminal operation sector, will hold an 
80 percent stake in the joint venture that operates the terminal. In fact, the participation of the 
French company was critical for CHEC’s decision to invest in the project. “Our company leaders 
did not trust the forecasts. They only gave the nod after CMA agreed to provide the traffic 
guarantee,” according to a manager at CHEC.72  

To get the greenlight for such overseas investment was not easy. The investment proposal was first 
submitted to CHEC’s headquarters in Beijing, then to its parent group CCCC. Once both decided 
to go ahead with the investment, the plan would then have to be approved by the SASAC, the SOE 
regulator. And as is the case with overseas investment in general, approvals would still need to be 
obtained from the National Development and Reform Commission and MOFCOM to ensure their 
alignment with the government’s investment guidelines. Because the project was insured by 
Sinosure, China’s state-run export and credit insurance agency, the deal also needed the go-ahead 
from the State Council and the Ministry of Finance. While being billed as a BRI project has little 
impact on its on-the-ground operation, it likely helped accelerate the approval process, as 
bureaucrats would expedite their paperwork. Yet, it took CHEC about three years to complete the 
bureaucratic process and obtain all the approvals needed to close the investment deal.73 

For the investment to make sense, the port’s ability to generate revenues was key. Despite Nigeria’s 
urgent need for a new port, whether the port will be a success still hinges on how well it is 
operated and maintained. CHEC was conscious that it had little experience in port operation—few 
Chinese companies do in ports outside China, despite the investment in dozens of ports around 
the world in recent years.74 “The mainstream shipping lines are pretty much all controlled by the 
established [Western] port operators. [The few Chinese companies in overseas port operation] are 
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Figure 3:  Lekki Port Shareholding Structure

Sources: Author.   
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mostly in transshipment or branch shipping lines. It’s hard to alter the big picture,” commented a 
manager at CHEC.75 Therefore, having an international industry leader taking up the operation of 
the port gave the Chinese SOE leaders some level of assurance. From CHEC’s point of view, such 
cooperation suited the need of both: the French company could develop new shipping lines 
without having to invest in the physical infrastructure itself, which the Chinese company is willing 
to.

3) template or exception? 
What, then, can we infer from the Lekki Port case for the Chinese infrastructure industry’s 
potential to move toward a IICO model? The rest of this section discusses the strength and 
limitations of Chinese companies exhibited in the Lekki Port case.

In terms of strengths, while CHEC was not the only international investor approaching Tolaram, 
its ability to secure both the equity and loan financing was critical for it to stand out.76 Brokered 
through CHEC, CDB provided a US$ 629 million commercial loan (out of the project’s total US$ 
1.044 billion investment cost). CDB has financed some of CHEC’s other overseas investment 
projects, including a highway project in Jamaica and the Colombo Port City in Sri Lanka. As part of 
the credit enhancement measure, CDB has a cross-default clause for its projects, where if the 
borrower defaults on one project, disbursement in other projects will also be suspended.77 CDB 
also required CHEC to insure with Sinosure to cover the loan. CHEC provides a limited guarantee 
(on the completion of construction) in the project. Therefore, it is one of the rare cases where 
limited-recourse project financing was achieved. The Nigerian Ports Authority and Nigerian 
Ministry of Finance also provided guarantees for their obligations under the concession 
agreement. 

However, apart from the financing, CHEC can hardly claim credit for the core milestones essential 
for the project to happen. Arguably, the most difficult part of a greenfield infrastructure project—
the so-called “early-stage development” that requires thinking through the entire project life cycle 
and “financial engineering” for the cash flow in futures decades—was largely conducted by 
Tolaram, before CHEC’s equity investment involvement. There is a clear linkage between 
Tolaram’s investment in the port with its investment in Lagos Free Zone, where factories 
manufacturing for international consumer brands such as Colgate and Kraft had already started 
operation by the time I visited in June 2022.78 In other words, Tolaram will likely exercise its power 
as a shareholder in the port according to its interests in the industrial zone, whereas CHEC’s 
commercial rationale for involvement with the port remains unclear and unarticulated.

It is also doubtful whether CHEC could have been the initiator of such an important project, given 
its identity as a foreign SOE. As a manager at CHEC confessed, Tolaram’s relationship with the 
Nigerian government—built through its decades of experience in Nigeria as a leading 
manufacturer and distributor of household food items—was crucial for it to conclude the 
concession in 2011, something that a Chinese company was unlikely to accomplish on its own.79 
The Nigerian government gave Tolaram several deferments even though it repeatedly failed to 
meet financial close deadlines. Should this major Chinese SOE be in a similar situation of failing 
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to meet contractual obligations, commercial disputes would likely also trigger political 
controversies. In this sense, the tension between the SOEs’ commercial nature and association 
with the Chinese state could hinder business pursuits, rather than help.

Similarly, CMA’s willingness to participate in port operation and provide a guarantee for port 
traffic was a critical condition for the Lekki Port project to go ahead, as previously discussed. 
Tolaram’s original choice for port operation (Philippine’s ICTSI) was also indicative of the 
importance of port management knowhow. CHEC’s capabilities as a leading EPC contractor were 
not considered critically important, even though its ability to mobilize financial resources 
eventually carried the day. This suggests that apart from their access to capital, Chinese SOEs 
remain at a relatively marginal position in the global value chain and have to rely on external 
partners to create value. This can become a vulnerability. “If you continue to rely on a third party 
for the port operation, you have little power to shape the market,” comments an executive from 
another major SOE. He pointed out that, as a shipping company, CMA will prioritize profit-making 
in its core business of shipping and logistics, while using port operation as a cost center [for tax 
optimization], which means it may not allow the port to be very profitable.80 

There are also management challenges inherent to IICO, where the same company is acting as 
investor and contractor essentially engaging in “related party transactions,” and accountability 
through internal controls can be weak. The team dispatched from CHEC headquarters to manage 
the Lekki Port investment are relatively young, with greater emphasis on finance training rather 
than engineering or project management. This reflects companies new need as they move to the 
role of investor, but the fact that these financial professionals tend to be less senior than the 
construction contracting personnel within the company hierarchy has implications when the 
investment side needs to hold the construction contracting side accountable. As a non-Chinese 
executive hired by other shareholders to oversee the port construction noted in an interview, when 
he called out shortcomings in the work of the contractor on behalf of the investor, CHEC 
management were reluctant to discipline the contracting side, since they belong to the same 
company, and because the latter is led by more senior managers.81 Such episodes illustrate the 
challenges with corporate governance as construction SOEs seek to transform themselves in the 
pursuit of new business models.

Close examination of the Lekki Port case therefore suggests that executing IICO remains much 
easier said than done, even for Chinese companies considered most capable of moving to this new 
model. The capability to operate overseas infrastructure projects, and to eventually earn capital 
interests from such investment, does not come naturally but has to go through a steep learning 
curve. CHEC’s realization of IICO in the Lekki Port has critically depended on the inputs from the 
other international partners (Tolaram and CMA), which suggests that despite their dominant 
market position as construction contractors, Chinese infrastructure companies remain late 
comers in global capitalism and are still in a relative marginal position in the global value chain. 
While their ability to mobilize capital from China is providing them with a ticket to the game, it 
remains to be seen whether this can be an effective pathway for them to survive among 
international business competition and climb the value chain.
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CONCLUSION: CHINESE STATE CAPITALS' EVOLVING ENGAGEMENT IN GLOBAL 
INFRASTRUCTURE DEVELOPMENT 

This paper unpacks IICO as a prospective model that has been promoted by the Chinese 
infrastructure industry, financial institutions, and policymakers for the industry’s continual 
internationalization. I show how this model’s emergence was an attempt to address the moral 
hazard problems in the old EPC+F model that have by now been exposed, the mutually reinforcing 
problems of market saturation and low value-added activities, and was induced by the rise of PPP 
around the world, but most importantly within China. Moving from EPC+F to IICO would then 
mark a (partial) shift toward export market-seeking FDI activities, which would entail a more 
complicated risk profile than experienced by China’s globalizing state capital in the past. 
Indications are that China’s state capital managers (including SOE leaders and financial 
institutions) do not yet have a well-thought-out strategy to manage such risks, which is why IICO 
projects remain a small part of Chinese infrastructure industry’s overseas business. Analysis of the 
Lekki Port case shows that even a leading Chinese infrastructure company remains dependent on 
the inputs of other international partners in successfully carrying out an IICO project. Whether 
such investment can deliver the set of goals the Chinese industry seeks to achieve, including to 
establish a foothold in the higher end of the value chain, and to re-organize resources to serve its 
further internationalization, remains to be seen.

This investigation into IICO provides a look at a critical juncture of the Chinese state capital’s 
evolving engagement in global infrastructure development. Inherently risky yet critical for 
economic development, infrastructure has been a niche strategic sector for Chinese state capital to 
step in, as private capital and other forms of public capital (multilateral development finance and 
bilateral aid) are reluctant or inadequate to fulfill the demands. It was in this context that Africa 
became such an important market for Chinese EPC firms globally, making up close to 30 percent 
of their global business in the first two decades of this century. State capital has been understood 
to have longer time horizons and is more tolerant of risks.82 State capital differs from ordinary 
private capital in having a more diverse set of goals: profit maximization is replaced with profit 
optimization – meaning that state capital needs to satisfy and balance between several goals, 
which is not limited to making profit but at the same time scoring diplomatic points and/or 
supporting China’s own domestic industrial development.83  

The globalization of China’s state capital through overseas infrastructure engagements has been 
based on the calculation that higher risks can be worthwhile because of the gains in market 
expansion for China’s infrastructure industry, the ground-laying for China’s other industries to 
internationalize, and China’s “soft power” as a development-enabler. The past model based on 
lending, or more precisely export credit, was a relatively conservative form of capital globalization, 
because the infrastructure construction companies, playing the role of contractors, had limited 
exposure to risks; creditors also are entitled to more protection than equity investors. Moving 
toward IICO, which involves greenfield equity investment, necessarily means greater risk exposure 
for both the companies and the financial institutions. Correspondingly, state capital is looking for 
greater pay-offs which would include not only market expansion for the infrastructure industry in 
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the quantitative sense, but also the industry’s qualitative upgrade, so that it could attain a 
structural position as the shaper of business ecology at the upstream, rather than an order-receiver 
at the downstream. An analogy that may not be entirely appropriate is that they want to move from 
the position of Foxconn to that of Apple. 

This process would be highly uncertain, as any entrepreneurial activities are, for two additional 
reasons. First, Chinese infrastructure companies past market expansion has been most successful 
in high-risk regions such as Africa. Path dependency would mean that they will continue to seek 
opportunities in these regions. There will be built-in bias toward high-risk geographies in their 
attempt to move toward IICO. Second, as companies seek to expand to high-profitability areas such 
as infrastructure operation, they will encounter direct competition with companies from advanced 
economies. For now, one of the Chinese companies’ strategies is to collaborate with others, as seen 
in the case of Lekki Port in Nigeria and Kribi Port in Cameroon, but that also can be a vulnerability 
as the foreign partner dominates the joint venture. Another more aggressive approach has been to 
acquire foreign companies that occupy the higher end of the value chain, for example, China 
Communications Construction Corporation’s acquisition of the Australian infrastructure company 
John Holland in 2014 and minority stake in the Portuguese construction company Mota-Engil in 
2021. Such acquisitions can also be easily derailed for political reasons, should the host 
governments deny them.

IICO in the infrastructure construction industry is not the only way Chinese state capital is 
diversifying its engagement in global development. Researchers have also highlighted the rise of 
China’s overseas development investment funds, which mirror the construction industry 
development that is the focus of this paper.84 Similarly, they exhibit a desire to pursue higher 
profitability than traditional lending, although this also involves greater risks. 

While part of the motivation for the push for IICO is to detach the commercial activities of China’s 
infrastructure companies from direct involvement of governments (because of sovereign loans), in 
practice, however, overseas activities of Chinese SOEs can hardly be entirely de-politicized. The 
labeling of Lekki Port as a Belt and Road project, despite the project’s separate history from the 
Chinese initiative, shows the inherent urge to invoke Chinese political discourse in SOEs’ overseas 
infrastructure engagements. As the companies are involved in the long-term operation of these key 
infrastructure projects, it is expected that diplomatic channels would still be involved should any 
dispute arise. The entanglement of politics and commercial activities is likely to be greater, not 
less.

It is for these reasons that IICO as a new form for Chinese state capital to engage in global 
infrastructure development deserves continued attention and close study. It provides a window for 
understanding how China’s state capital manages risks in the process of globalization, how 
China’s policymakers balance the different goals state capital is supposed to achieve, and how 
China’s SOEs compete and transform themselves in global capitalism. ★ 
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