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Indo-Pacific island states face many challenges as they grapple with their own special vulnerabilities to the 
geopolitical consequences of growing strategic competition. This report focuses on the vulnerability of those states 
to economic coercion and the particular risks they face in navigating the consequences of the growing economic 
power of the People’s Republic of China (PRC).

The key conclusions and recommendations from this study include the following, which are set out in greater detail 
in the conclusion to the report.

1. Island states must be better invested in the rules-based international economic order

The ‘free and open Indo-Pacific’ strategy involves the protection of commerce and trade by established, equitable 
rules that safeguard the integrity of relations regardless of the size of the state. It’s sometimes assumed that the 
benefits of the rules-based order are self-explanatory, but that might not always be evident to island states that are 
often marginalised in international forums. It’s essential for island states to be directly invested in this international 
economic order if they’re to be expected to perceive its benefits.

This requires greater effort to promote understanding of and investment in the benefits of those rules by island 
states. Including representatives of small island states in regional organisations such the Pacific Islands Forum or 
Indian Ocean Commission in discussions among larger powers on the strategy is highly desirable for those states 
both to hear large powers’ perspectives and to contribute their own.

2. Island states should be aware of the risks involved in the Chinese political–economic system

It’s apparent that the Chinese system is particularly effective in orchestrating economic coercion against relatively 
vulnerable states. Among other things, the non-democratic nature of China’s political system makes it easier 
for Chinese state actors to pursue political or security objectives in a non-transparent manner. This is aided by 
non-transparent relationships between the Chinese state, state-owned enterprises (SOEs) and private companies. 
Ultimately, any agency within which the PRC state is acting has to be presumed to be acting in the state’s interest 
(economic, political, strategic), even if not necessarily with specific day-to-day directions.

Those considerations require greater awareness among island states (and, ideally, some regulation) of the potential 
risks involved in economic interactions with Chinese entities. That includes:

• recognising enterprises controlled by the People’s Liberation Army (PLA) and other Chinese SOEs as potential 
security risks

• requiring SOEs to operate within normal commercial parameters and not be subject to special political or 
diplomatic considerations

• requiring enhanced transparency in such dealings, including public disclosure of the ownership of Chinese-based 
entities and financing terms.

Aspects of those rules could be included in codes of conduct.

Executive summary
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3. Codes of conduct to limit unacceptable economic duress are needed

Making clear that economic duress is unlawful and establishing limits to undue economic influence are important 
elements in building a stronger and more effective rules-based international system.

Clearer international norms and rules on economic duress can open avenues for redress or otherwise give island 
states greater confidence in resisting certain tactics frequently used by Chinese entities. This should include broadly 
agreed codes of conduct for economic relations that restate prohibitions on economic duress and set out more 
clearly the limits of such pressure.

Codes on responsible foreign commercial investment would help delineate where economic negotiations have 
crossed over into undue pressure. A voluntary code on foreign investment could also be valuable, especially in 
ensuring transparency on the true sources of financing.

Such codes:

• must be developed and implemented with the involvement of the Indo-Pacific island states

• must be perceived as a potentially useful tool to add to the political leverage that those states can use in 
negotiations with large donors or investors

• should preferably be ‘owned’ by regional groupings of island states or by island-state caucuses within larger 
international organisations.

4. Regional groupings have a role in denouncing economic coercion

Regional groupings have a key role in assisting Indo-Pacific island states to denounce bad international behaviour. 
This is especially true where international organisations have relatively autonomous secretariats or regulatory arms 
that can pursue matters independently from their members.

5. Strengthen government institutions to resist economic coercion

A common factor in successful cases of economic coercion is institutional failure that allows decisions to be made 
without adequate accountability or transparency.

Efforts to help counter the economic coercion of Indo-Pacific island states will be advanced by more effective 
collaboration among Australia, Japan and other states committed to the democratic and open-society values 
underlying the ‘free and open Indo-Pacific’ concept.

Free and open societies with strong and transparent institutions, even if economically weak, appear to be better 
placed to resist economic coercion. This means that there can be benefits from promoting the values of democracy 
and open society as part of an effort to strengthen civil institutions in the Indo-Pacific. Better governance and civil 
institutions are the keys to building resilience to economic coercion.

6. Mobilise island businesses against external coercion

The local business sector in island states should be recognised as an important element in civil society. Local 
businesses that are often severely disadvantaged in competing against Chinese SOEs can play a key role in flagging 
cases in which coercive economic pressure has been applied.

International partners should work with Indo-Pacific island states to help strengthen the ability of local businesses 
to take collective action. This could include strengthening the roles of local chambers of commerce and other 
business associations through training or mentoring.

7. Strong independent media and civil society organisations are important

Even where there’s been some institutional failure, accountability through independent media or a strong NGO 
sector can allow weaker states to resist and even reverse economic coercion.
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Independent and active media and active NGOs (both domestic and international) can act as valuable watchdogs 
where there’s been institutional failure within state agencies.

International partners should support independent regional media associations to strengthen their protection of 
free media. That will also have a multiplier effect in setting the democratic agenda across the Indo-Pacific.

8. Australia should be prepared to accept criticism from island states

It’s common for island leaders to criticise the actions of Australia or other friendly states that have involved an 
element of pressure on island states. This may seem unfair when those actions have been well intentioned.

Australia and other traditional friends of Indo-Pacific island states should appreciate that their close relations have 
earned them a candid intimacy that makes criticism more predictable and, potentially, more constructive.



Introduction

In 2007, Japanese Prime Minister Shinzo Abe was one of the first world leaders to discuss the strategic linkages 
between the Indian and Pacific oceans when he talked about the ‘confluence of the seas’ in his address to the 
Indian Parliament. Since that time, the Indo-Pacific has become widely recognised as a strategic region in which the 
security interests and challenges of countries in the Pacific and Indian oceans are converging.

By 2016, Abe had formulated the strategic vision of a ‘free and open Indo-Pacific’ in which the Indian and Pacific 
oceans would be linked through three key policy objectives:

1. Secure free navigation and trade through the rule of law.

2. Promote trade across the two oceans between Asia and Africa.

3. Advance regional prosperity and stability by trade and assistance to help keep the region free from force 
or coercion.

Australia, India, Japan and the US have subsequently committed to the shared vision of a free and open Indo-Pacific 
in a Quadrilateral Security Dialogue (Quad) statement. Other countries active in the region have also developed 
Indo-Pacific strategies that include many of those key principles and goals. The Pacific island leaders participating  
in Japan’s PALM 9 summit supported significant elements of the proposal.1

The island states of the Indian Ocean2 and Pacific Ocean3 (referred to in this study as the ‘Indo-Pacific islands’) 
may be among the smallest states of the Indo-Pacific region, but their locations and, in some cases, their natural 
resources have given them an outsized strategic importance to free navigation and trade in both oceans. At the 
same time, the Indo-Pacific island states can be in political, economic, social and environmental circumstances that 
make them especially vulnerable to external coercion. Australia, the US, Japan and other partners have important 
national interests as well as historical ties with the peoples of the islands, giving them a significant stake in ensuring 
that the third pillar of Abe’s vision is achieved, consistent with the Indo-Pacific approaches of each partner. To 
enable the Indo-Pacific island states to contribute to the first and second objectives, those states have to achieve  
a level of prosperity and stability that will make them more resilient against external coercion.

In this study, we scope a set of critical circumstances in Indo-Pacific island states that stand as a challenge to 
securing the vision of a free and open Indo-Pacific. Asymmetrical power is always an impediment to truly equitable 
relationships. The campaign of economic coercion by the People’s Republic of China (PRC) against Australia 
since 2019 in response to Australia’s efforts to protect itself against interference in its domestic system indicates 
how the PRC perceives such coercive measures as a legitimate tool of statecraft even against relatively large and 
powerful countries.

China’s increasing interest in the island states of the Indo-Pacific has led to concern that the imbalance in those 
relationships is so large that both domestic and broader regional stability are at risk. Indeed, the increasing 
economic asymmetries between China and the islands are so stark that perceptions of coercive economic influence 
are rife, whether intended or not. It’s frequently accepted almost axiomatically as a component of PRC statecraft  
to advance China’s growing political influence in the island states of both oceans.
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The island countries of the Indo-Pacific have had to redefine their concept of national security due to the advent 
and course of the Covid-19 pandemic. Their health security has become a fundamental component of their national 
security. Borders haven’t just marked the jurisdictional reach of the state but have become skirmish lines in the 
battle to exclude the disease while states combat Covid domestically. Ironically, while their insularity tended to 
strengthen their health security, their redirection of national resources to fight the pandemic at the border has 
intensified their underlying economic vulnerabilities. The pandemic has also exacerbated economic pressure 
already being felt in particular sectors, including the media, across the Indo-Pacific region.

The interruption to commerce, trade and tourism significantly has reduced island states’ national income,  
while their government budgets and financial institutions have been weakened by policies to limit damage to 
national economies from the pandemic. Covid’s skewing of state priorities has intensified the exposure of small 
states both to their pre-existing vulnerabilities and to the new health security liabilities imposed by the pandemic. 
Living in a Covid world will test their heightened vulnerability to economic coercion in ways not expected when we 
began this project.

The objective of this study is to correlate three areas of island susceptibility in order to identify policy options that 
will help to promote a free and open Indo-Pacific. Those areas range from the special circumstances that make 
Indo-Pacific island states vulnerable to coercive economic pressure, through the different circumstances that 
heighten their sensitivity to coercive measures, to the elements that can transform economic pressures from benign 
to malign.

Moreover, it’s necessary to recognise and consider the implications of the policy options for a range of stakeholders. 
Those stakeholders include, most obviously, the people who live on the islands, but also countries that have enjoyed 
long, cordial and supportive relations with the island countries as well as other states that may be affected by 
geopolitical changes that degrade the benefits of a free and open Indo-Pacific. Understanding the interplay of the 
risks that the island states face will contribute to more effectively identifying measures for building local resilience 
against such pressure.



Understanding 
economic coercion

Economic coercion in the context of international relations can be defined as ‘the threat or act by a sender 
government or governments to disrupt economic exchange with the target state, unless the target acquiesces to 
an articulated demand’.4 The concept of economic coercion thus brings together ‘economics’ (the social activity 
concerned with the production, distribution and consumption of goods and services) and ‘coercion’ (forcing 
someone to act involuntarily in a way contrary to their own interests).

What constitutes a country’s ‘interests’ is a further complexity. This is frequently contested internally, and a state’s 
claimed national interest can also be challenged externally. Domestic opponents of a current regime might appeal 
to external powers for help to protect their state’s ‘real’ interests from abuse by the current government. Similarly, 
while negotiating trade arrangements, one state may argue for what it claims to be ‘win–win’ outcomes on the 
grounds that the other party doesn’t fully appreciate its own real interests.

Economic coercion includes the measures used to apply pressure. Economic measures have long been defined 
by treaties and the international organisations created to promote trade and regulate the international economy. 
Which mechanisms are permitted and which are impermissible will depend on circumstances.

Historically, economic quarantines and blockades were standard components of warfare. Yet, today, economic 
sanctions may be considered a blunt instrument when they’re not legitimately targeted against a particular segment 
of the state. At the same time, the general interdependence of the global economy has seriously broadened the 
tools available to pursue economic coercion. Thus, travel, biosecurity, education and many aspects of trade can  
be used to damage another state’s economy.

There’s much academic literature about the effectiveness of economic coercion (especially trade sanctions) in 
achieving desired goals, and many academics have concluded that trade sanctions are a relatively ineffective tool.5 
However, scholars have also concluded that target countries are more vulnerable to economic coercion to the 
extent that there’s ‘asymmetric interdependence’—that the sanctioned state needs goods, services or investment 
from the sanctioning state more than the sanctioning state needs anything from it, or that it’s less able to acquire 
or substitute for goods, services or investments from other sources.6 Island states have an unusual level of 
vulnerability in this respect, compared with countries on larger landmasses that share borders. Despite questions or 
uncertainties about its efficacy, economic coercion is often used as a punishment or as a sanction to moderate the 
behaviour of a particular target state (or, in some instances, to create an example for other states).

Measures can be imposed against a target country by one country acting unilaterally or by groups of countries 
acting together in pursuit of some presumed benefit to international order. Instances of economic coercion 
endorsed by international groups have been rare among the Indo-Pacific islands. One clear example was the 
sanctions imposed by the US, the EU, Australia and New Zealand against Fiji following the 2006 coup. They included 
economic measures and were imposed in conjunction with diplomatic sanctions imposed by the Commonwealth 
and the Pacific Islands Forum. The objective was political—to support the return of a democratic system.

Compared with the use of overt economic sanctions as a means for changing state behaviour, covert influences are 
more common and probably more effective. The Indo-Pacific island states are much more concerned by the use 
of asymmetrical economic relations to impose one country’s will on another state in order to secure concessions 
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or change policies. For the Pacific island countries, virtually all economic relations are asymmetric. For some 
Indian Ocean island countries, the asymmetry is slightly moderated by their more diverse economies with more 
international significance.

The impact of the political and economic systems of target countries on the effectiveness of economic coercion 
measures is also a matter of debate. It’s been argued, for example, that countries with powerful elites that dominate 
the economy and politics may be relatively more vulnerable to economic coercion. Such systems could facilitate 
targeted coercion at relatively lower costs to the sending country because, for example, only a small number 
of people need to be pressured or co-opted.7 Alternatively, in some cases authoritarian regimes may be in a 
position to absorb the coercion, knowing that the public will bear the loss while the elite won’t. The existence of an 
authoritarian regime in the target country (including a lack of functioning civil institutions or free media) can also 
allow elites to accede to a sending country’s demands without the level of disclosure or oversight that would occur 
in a fully functioning democracy. But, overall, it’s clear that the stronger and more transparent civil institutions are, 
the less effective economic coercion will be.

For the Indo-Pacific island states in this study, their relatively narrow and less robust political and economic 
systems may make them relatively more vulnerable due to their small scale as well as their geographical isolation. 
Decision-making chains are short, and there are limited integrity mechanisms to oversee executive decisions.

China’s rising interest in the island countries of the Indo-Pacific has created novel governance issues. The opaque 
relationships among the PRC state per se, state-owned enterprises (SOEs), the People’s Liberation Army (PLA) and 
the private sector have created a vast grey area of accountability and a smokescreen over investment and trade 
agreements. Indeed, the island states aren’t alone here. There are significant grounds to believe that, generally, 
China is subverting the broader international economic order. The confusion about Chinese state and non-state 
entities is compounded by the role that the PRC plays in promoting and protecting ‘non-state’ economic deals with 
SOEs and incorporating such agencies in the delivery of grants and loans. This allows economic coercion to be 
clothed in a velvet glove for small states without the bureaucratic infrastructure to fully unpack the implications of 
such negotiations.

Forms of economic coercion
The concept of coercion embodies two distinct elements: volition and interest. Coercion often involves the use 
of duress to compel someone to act unwillingly in a way contrary to their own interests. This is normally seen in 
negative terms, but there are occasions when international coercion may be justified—for example, when it’s used 
against states that constitute threats to international order or when, in accordance with ‘responsibility to protect’ 
principles, sanctions are imposed on governments for failing to protect their own citizens.8

Economic coercion can come in myriad forms. The sending country might use economic ‘choke-points’ to make the 
target country feel vulnerable and so make it more ‘persuadable’. Restricting trade, tourism or communications (or 
implicit threats to do so) are especially of concern to island states because they have a strong reliance on imported 
goods and services and often have limited alternative sources. Even a reputation for being economically aggressive 
can intimidate, especially for very small states aware of coercive tactics that have been used against states that are 
larger than them.

This has been very much in evidence during the Covid-19 pandemic. The use of ‘mask diplomacy’ and ‘vaccine 
diplomacy’ is predicated on the control of scarce resources. Personal protective equipment and vaccines are 
presented as positive assistance, but also potentially involve veiled coercive threats. It was precisely to reduce 
the power of that threat that the ‘humanitarian corridor’ and the international vaccine-sharing COVAX project 
were created.

A sending country could also use advantages arising from the target country’s limitations on raising finance or 
the political urgency to make investments. Island leaders and critics of Australian aid policy have suggested that 
the perceived practical unavailability of infrastructure aid from Australia (due to its conditionality, for example) 
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contributed to the growth in Chinese funding in recent years. A perception that traditional infrastructure aid was 
being offered on too restrictive terms created a situation for Chinese financial aid rather like the phenomenon of 
‘payday loans’. Those squalid financial arrangements can scarcely compete for value with more reputable lending 
facilities, but their highly visible promotion and a lack of transparency on their true costs sometimes make payday 
loans appear the only option for those in desperate need.

Many projects associated with China’s Belt and Road Initiative (BRI) are criticised for their apparent lack of economic 
sustainability or because finance could be obtained from other lending institutions on more favourable terms. Some 
target countries argue that the speed and lack of apparent conditionality of Chinese-sourced finance make such 
investments more attractive compared with going through the perceived hurdles of securing finance from more 
traditional sources. Because of official PRC state sponsorship, the island states that take up such financing may be 
unaware that loans aren’t in fact state-to-state arrangements but are commercial. They may also be unaware of the 
broader constraints involved in accepting such finance arrangements.9

Hidden coercion can be amplified by weaknesses in the target country’s governance, especially the venality of 
targeted decision-makers, including openness to bribery, seeking personal political advantage or a fractured 
decision-making elite. The corruption of state officials might be seen simply as a criminal act by those involved,  
but this means of ‘elite capture’ can also be seen as another form of economic coercion, especially when combined 
with other asymmetric economic relationships between the sending country and the target country.

Covert coercion can arise in circumstances that provide ‘plausible deniability’ for complaints that the dominant 
state is breaching established international trade rules or engaging in clear economic bullying. This is especially 
an issue where the power asymmetry is especially marked. What can be regarded as robust negotiations between 
states with similar capacities often appear to states with very limited capacity as irresistible pressure and even 
economic bullying.

The perception of implied consequences for failing to acquiesce to the sending state’s wishes is what distinguishes 
undue pressure from voluntary co-option. Target states or their internal elites demonstrate the influence of a 
sending state’s soft power when they willingly adopt positions in support of the sending state because they admire 
aspects of that state and voluntarily emulate the features they like. Co-option crosses a line into elite corruption 
when a decision-making elite knowingly and wilfully acts against its own state’s interests to advance the interest of 
the sending state. The co-opted elite may act voluntarily, but the target state feels pressured not to resist its own 
internal actors.

Offers of payments in order to facilitate a certain outcome might be presented not as a one-off criminal act by an 
individual and more as a normal part of an ongoing relationship that’s mutually beneficial to both the sending 
and target countries. The small size and generally weak governance institutions of island states make them 
particularly vulnerable to this type of elite capture. Cultural factors such as obligations to provide for family or tribal 
relationships could exacerbate this vulnerability in some cases.

Many examples of economic coercion involve credible implications of corruption. There are several examples of 
this occurring in Indian Ocean island states. In Sri Lanka, there are allegations that Chinese SOEs made payments 
of more than US$10 million to the then President, Mahindra Rajapaksa, his political party, or both, to approve a 
series of port and other infrastructure projects in Hambantota that were otherwise economically unfeasible.10 
In the Maldives, there were numerous claims that former President Yameen received bribes in connection with 
Chinese-sponsored projects, and Yameen has since been convicted of money laundering.11 In Madagascar,  
Chinese interests were reportedly granted fishing rights over the country’s EEZ only days before the 2018 
presidential election.12 Some of those cases are discussed in greater detail below.

A basic typology can be used to help locate the concept of economic coercion among the range of ways that 
influence can be exerted. There’s an important distinction between ‘undue pressure’ and ‘duress’. Undue pressure 
involves pursuing exploitative aims at the expense of the weaker party by taking advantage of that party’s 
weakness. Unlike co-option, in which a bad deal might be made voluntarily, undue pressure involves actions 
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taken by the target state against its ‘better judgement’. As we have noted, this form of coercion is very difficult to 
define with precision because it depends on underhand tactics and perceptions of threat. Elite capture can undo 
democratic investment in capacity building when a professional bureaucracy is compelled to act unprofessionally 
by a corrupt leadership.

Duress involves using any combination of overt intimidation, threats and naked physical power to achieve the 
sending state’s aims at the expense of the national interest of a weaker target state. Duress is generally illegal 
domestically and severely constrained formally at the international level. For that reason, open threats of force 
had until recently become increasingly rare in international relations, at least in public. Although ‘wolf warrior’ 
diplomacy and other expressions of bellicose nationalism appear to be reversing that trend somewhat, the fact 
remains that overt threat remains less common than covert, implied and camouflaged menaces. Further practical 
clarification of the categories of undue pressure and duress is provided elsewhere in this study.

The matrix in Table 1 is an illustrative representation of the way different levels of influence manifest themselves  
in the Indo-Pacific region.

Table 1:  Coping with influence and power internationally

Nature of 
influence

Basis of influence Responding to external influence Examples 

Benign influence 
(‘normal’ 
exchanges) 

Basic equality of parties Self-interest; diplomacy; shared 
principles; cooperation 

Alliances; common markets

Asymmetrical relations By weaker party: regionalism; preference 
for multilateral treaties; diplomacy; legal 
dispute resolution

Alliances, regional organisations; 
caucuses within regional 
organisations

Malign influence 
(one-sided 
outcomes) 

Undue pressure ‘(Un)diplomatic’ pressure; economic 
blandishment; noncompliance with 
international obligations 

Contingent aid; elite corruption; 
sharp power

Duress Non-physical duress, such as intimidation 
or improper pressure

Threats to political stability; 
terminating trade; extortion; 
economic boycotts

Physical duress, as such as the threat 
of physical force; illegal seizure of state 
assets or personnel; armed intervention

Unequal treaties; using force to 
protect contestable interests

China’s use of economic coercion
The means by which China uses economic coercion are often quite different from the use of economic coercion by 
other major powers. Many powerful countries—the US being a prime example—use economic coercion to achieve 
political objectives. The coercion is frequently focused on restrictions on trade and investment. Importantly, 
democratic countries tend to use such measures in a transparent manner in pursuit of publicly articulated 
objectives, which has a significant impact on the means of economic coercion used.13

China’s economic coercion against Indo-Pacific island states tends to occur through undue influence and with 
occasional accusations of duress. The most widely used example in the media is so-called ‘debt-trap diplomacy’, 
in which China is accused of pursuing a strategy to use manipulative financial agreements to create leverage 
for future political advantage. This combines the elements of undue influence with deliberate intent to secure 
some advantage. This assessment posits a deliberate strategy akin to that of a drug pusher who provides a 
drug of dependency in a way that initially appears benign. Once a level of dependency has been achieved, the 
victim’s capacity to resist further exploitation is degraded to a point where coercive threats may be no more than 
suggestions for the sensible avoidance of unpleasant consequences.

The simple model of debt-trap diplomacy that’s often discussed in the media may sometimes be more of a meme 
than a reality, but there are deeper issues involved, particularly impenetrable interplay among Chinese financial 
agencies and the state and the terms on which China commonly makes finance available.14 At the very least,  
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the clear evidence of inappropriate development projects, unusable public works and unsustainable debt servicing 
demonstrate an indifference to the consequences of loans and grants for the recipient state. The process of doing 
due diligence on development aid and financial borrowings required by responsible states and agencies may be 
inconvenient for island elites, but it does serve a valuable purpose.

An examination of China’s use of economic coercion is complicated by two key factors. First, the PRC vigorously 
denies that it ever uses economic leverage to achieve political goals. Second, the presumed victims rarely complain 
openly and are inclined to defend their decisions rather than accept that they’ve been pressured into an action 
against their nation’s interests. Thus, any coercive economic measures tend to be undertaken non-publicly and 
in pursuit of non-public objectives. Arguably, China’s self-image as a ‘peace-loving’ country and its narrative of 
its ‘peaceful rise’ have previously inhibited its overt application of coercive measures to achieve publicly stated 
objectives.15 Where economic coercion has been employed, in most cases China has previously denied that its 
economic actions were connected with political objectives, although in some cases the political objectives were 
barely hidden. That reticence appears to have been eroded in recent times, as in several cases China has used 
economic coercion against countries (most obviously Australia) in pursuit of overt objectives.

China also often selects particular states as targets for economic coercion as a result of some perceived slight— 
a clear example being Beijing’s trade embargoes against Australia, which appear to have been stepped up following 
Australia’s call for an international inquiry into the origins of the Covid pandemic.16 This has the potential not only to 
affect the behaviour of the target state, but to also serve as a warning to other states of the costs of angering Beijing. 
Indo-Pacific island states are no doubt well aware of China’s sanctions against Australia.

In undertaking economic coercion, China has considerable advantages over democratic countries. Its high level of 
state control over economic activities (whether conducted by SOEs or privately owned companies) and the activities 
of its citizens allow it to impose measures that democratic countries would be likely to find politically difficult. Nor 
does the Chinese Government face significant domestic political imperatives to articulate or justify its objectives to 
its own companies or citizens.

As a result, Beijing has the ability to manipulate the terms of ‘commercial’ investments to achieve political objectives 
that democratic governments would find it difficult to achieve. Similarly, the Chinese Government finds it much 
easier than democratic governments to prevent its nationals from visiting a target country as tourists. Compare, 
for example, the ability of China to impose a halt to the Chinese tourist trade to Palau in 2018 to pressure Palau over 
its diplomatic ties to Taiwan17 against the unsuccessful efforts of the Australian Government to dissuade Australian 
citizens from visiting Fiji in protest against the coup.

It would be a mistake to regard the objective of economic coercion solely in terms of grand political or strategic 
concessions. In the Pacific islands, it has involved breaches of local laws or administrative procedures to 
accommodate the PRC’s interests. Sensitivity to China’s economic importance more than any direct threat  
explains the deportation of alleged Chinese criminals from Fiji in 2017, contrary to that country’s legal procedures.18 
The objective was part of a global demonstration to Chinese citizens overseas that they aren’t beyond the reach 
of Chinese authority. What makes such incidents evidence of subliminal coercion is that they rarely result in local 
pushback the way similar abuses do when perpetrated by other powers and epithets such as ‘neo-colonialist’  
are freely thrown.

It would also be a mistake to believe that the PRC enjoys complete immunity from repercussions for engaging in 
coercion. The meme of ‘debt-trap diplomacy’ has caused diplomatic embarrassment as well as requests from 
target states for debt relief. Moreover, the lack of transparency about measures and objectives appears to send 
mixed signals in both directions regarding the relative costs and benefits of acquiescence. In some cases, China’s 
opacity has backfired, causing damage to long-term bilateral relations because target countries have misinterpreted 
Chinese actions as being part of a policy of intentional economic coercion against the target country when they 
might not have been.19 There have been cases among Indo-Pacific island states (for example, in the Maldives and 
Solomon Islands) in which the non-transparent nature of Chinese investments has been interpreted by target 
countries and outside observers to be motivated by political objectives when that belief might not have been 
warranted—thus damaging China’s interests.
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A key takeaway from this review is the difficulty of identifying economic coercion in practice. Even when countries 
such as China use economic measures to attempt to influence a political agenda, there’s debate as to what 
constitutes the relatively benign rough and tumble of normal economic relations and what are malign attempts 
at coercion. For small states whose usual vulnerabilities are exaggerated by insularity, even standard economic 
relations can appear coercively asymmetric. Overt economic duress is rare and often proscribed by international 
law—a situation that the ‘free and open Indo-Pacific’ strategies pursued by Australia, Japan and other countries 
seeks to maintain (even if China might not always act as if it were bound by international norms). It’s the unregulated 
broad band of ‘undue influence’ that’s the central issue for the island states of the Indo-Pacific.

Open-source material also suggests that there’s a significant cleavage between Western observers and the island 
peoples in their views on economic coercion by China. From many Western analysts’ perspectives, China’s lack 
of transparency and its non-democratic political system tend to indicate a malign and deliberate intent where 
interactions favour Chinese state objectives over local national interests. But, while island opinion is divided,  
there’s less tendency among island states’ leaders to criticise the PRC’s motives even when problems with Chinese 
aid, loans or projects arise. There are reasons for that hesitancy, including potential embarrassment and domestic 
political consequences, concern that ‘making waves’ will reduce the chances of future aid, and fear of economic 
reprisals. That isn’t too different from the experience of Australia and many other countries around the world.

Concerns raised by many countries about the long-term geostrategic consequences of Chinese investments and 
developments in this region are rarely identified in the same way by island state decision-makers. The disconnect 
between the islands’ perception of their national interests and the relevance of those interests to supportive 
external powers complicate Western assessments of the effectiveness of Chinese economic coercion. Western 
analysts tend to see malign influence in Chinese relations with the island states that adversely affects their security 
concerns. Those concerns might be justified in terms of Western interests, but it’s difficult to claim coercion when 
the target states do not, or refuse to, see their relations with the PRC as a consequence of undue pressure. An 
over-generous project or grant will look less like undue pressure to the beneficiary than it will to a Western state 
seeing a security relationship or asset being compromised.



Indo-Pacific island 
states’ vulnerability: 
some comparisons

The Indo-Pacific island states are characterised by great diversity in their geography, ethnic and social make-up 
and historical experiences, but they also share many common characteristics. One characteristic is the high degree 
of vulnerability of small island states to external circumstance, whether natural or man-made. Their small size, 
geographical isolation, weak governance and limited financial resources make them far more susceptible than 
larger states to disasters with national consequences, from storms and disease to imprudent economic decisions.

They also share characteristics that make them susceptible to undue economic influence and coercion. The most 
important of those characteristics is insularity. Being islands, often remote from any populous mainland, imposes 
significant constraints on communications and transport. That makes it much more costly to maintain their 
economies as well as posing the risk of easy interdiction in times of conflict or disaster.

Another shared characteristic is their small territorial size (with some exceptions, such as Papua New Guinea,  
Sri Lanka and Madagascar). Generally, this means limited resources and a lack of resilience to rebound from 
adversity. Their small populations limit the range of skills and expertise available to them. Remoteness from major 
population centres both accentuates the transport vulnerabilities and increases the costs of international trade. In 
addition, island states may simply not have the resources and expertise to properly assess the benefits and costs of 
major infrastructure projects, potentially leaving them with economically unfeasible projects and large debts.

Other than geographical isolation and its constraints on communication and transport, significant factors often 
correlated with insularity and small territorial size include:

• weak governance institutions (including weaknesses in democratic and legal norms, policymaking institutions, 
bureaucratic decision-making and technical know-how)

• small and concentrated elites that may be more vulnerable to capture

• limited education and technical skills among the general population

• financial weakness or frailty

• highly concentrated sources of national wealth (such as tourism or fishing)

• lack of infrastructure.

There are also some differences between the Pacific Ocean and Indian Ocean polities that have relevance to 
relations with China and vulnerability to economic coercion. Understanding those differences may be important in 
formulating approaches to the two theatres.

Differences in China’s strategic imperatives in the Pacific and Indian oceans can be expected to lead to different 
types of economic coercion and, almost certainly, different intensities of pressures, given the likely rewards and 
probable pushbacks. China’s key strategic imperatives in the Indian Ocean include access to facilities for military 
purposes or for gaining political leverage against the regional presence of the US or India, while its imperatives in the 
Pacific often involve diplomatic influence vis-a-vis Taiwan and the acquisition of natural resources. Compared with 
the Indian Ocean, China has fewer defensive military imperatives among the Pacific islands (although it may well 
have long-term offensive military considerations there).
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The identities of other major powers that are active in the region also differ between the Pacific and Indian oceans. 
In the Pacific, Australia, France, New Zealand and the US have long played roles regionally. Japan and Taiwan have 
played increasingly active roles in recent years, while the UK has a presence and strong historical ties. In the Indian 
Ocean, India and France have historically been the key players, while the UK and the US have significant security 
interests. These different casts of external players create different expectations and cause different behaviours 
among the island states in each theatre with regard to the intersection of national interests and perceptions of 
geostrategic consequences.

The strength of regional groupings also differs between the two theatres. The Pacific islands maintain a rich and 
varied panoply of intergovernmental organisations based on the Pacific Community and the Pacific Islands Forum 
(although the latter is now suffering from significant strains). Those groups have played prominent roles in providing 
the islands with a regional voice and facilitating capability building. In the Indian Ocean, the islands have historically 
had a less cohesive voice. The Indian Ocean Commission has played an important role for some island states but 
not others.

Thus far, the PRC hasn’t been an active multilateral player regionally and it hasn’t fully respected the rules of the 
Pacific agencies, particularly those covering fisheries. The PRC ranked worst in the world for illegal, unreported and 
unregulated fishing in 2019,20 and its gestures to rein in its excesses have been questioned in many quarters.21

The potential role of ‘old’ and ‘new’ Chinese diasporas as conduits for PRC influence is another distinction. Pacific 
island states tend to have relatively large Chinese diasporic communities. Some have been resident for many 
generations and have assimilated into their communities, while there are also large numbers of recent arrivals 
with strong ties to their homeland. In contrast, Chinese diasporic communities have tended to play a much less 
prominent role in Indian Ocean islands, although that may be changing as numbers of Chinese workers and emigres 
increase, including in connection with the BRI. The existence of diasporic communities can also create imperatives 
for China to intervene to protect them in the face of natural disasters or local civil unrest.

The social make-ups of the island states tend to differ between the Pacific and Indian oceans. The Pacific islands 
generally have more ethnically homogeneous populations, with Fiji and New Caledonia being the prime exceptions. 
By contrast, many Indian Ocean islands (such as Mauritius, Seychelles and Sri Lanka) have relatively more ethnically 
or religiously diverse populations. Those social differences can affect domestic attitudes towards China and 
economic relations with the PRC. The greater national homogeneity in the Pacific has led to significant tensions 
between long-established localised ethnic Chinese and the newly arrived PRC citizens who have taken highly  
visible roles in local economies.



Indo-Pacific island 
states: exploiting 
vulnerability

As we have discussed, island states have particular vulnerabilities or points of weakness where economic pressure 
can be applied coercively. Islands have little self-sufficiency, meaning that virtually every aspect of their economies 
can potentially offer pressure points, including in transport, energy, commodities, finance, resources, security and 
tourism. Whether those vulnerabilities can be exploited coercively by an external power will depend on the extent 
to which that power can access such pressure points and its willingness to use undue pressure to exploit them. Also, 
it depends on the sensitivity of the country’s leadership to pressure, which includes both awareness of the pressure 
and responsiveness to the pressure (‘tolerance for pain’).

But it shouldn’t always be assumed that the Indo-Pacific island states are always mere pawns in a wider strategic 
contest. They have agency in pursuing their own national interests, whether through aligning themselves with larger 
powers or playing off larger powers against each other22—although that can be a risky game for them. The difficulty 
for small island states of ‘going it alone’ also means that regional institutions play a vital role in building island 
states’ resilience to address the challenges of strategic competition.

The great asymmetries between Indo-Pacific island states and major powers complicate any objective assessment 
of economic coercion. Small developing states routinely see economic coercion in aid and trade negotiations, 
where their wishes are subject to external powers’ perceptions of what’s in their interest. The fact that donors 
and international investment agencies sometimes refuse a small state’s requests doesn’t prove coercive leverage. 
However, small states adversely affected by aid or trade decisions are irked when those decisions are reached 
in a way that implies that they don’t know their own best interests. That smacks of a demeaning in loco parentis 
relationship based on greater power and resources or, even worse, neo-colonialism.

Commonly, small states complain less that they’re forced to act against their interests than that they’re forced to 
act against their will. However, finding clear evidence that small states are acting under duress (‘involuntarily’) is 
difficult. Is a state (or an elite decision-maker) that acts ‘prudently’ under pressure being coerced or merely behaving 
rationally in the way a realist would expect? The Greek historian Thucydides famously characterised international 
relations as ‘The strong do what they can, and the weak suffer what they must.’23 Thus, perceptions of coercion are 
an issue for both the great and the small. Large powers are often unaware of how their ‘robust’ negotiations appear 
to the less powerful, and the small often see pressure and threat in almost any suggestion from the powerful. This 
constant awareness of asymmetrical power contributes to island states seeing little difference between and among 
the larger powers with which they deal. It also reduces sensitivity to nuances between malign and benign pressure 
(the motivation for the pressure).

Intention is an important factor. Small states can’t expect that major powers will sacrifice their interests to 
smaller powers. Acting with malign intent is what turns an ordinary disagreement into a hostile act. In coercion, 
the influence being exerted with bad intent crosses a line from routine asymmetrical relations into the arena of 
undue pressure and possibly, depending on the intensity, into the sphere of duress expressed either non-physically 
(intimidation) or physically (seizure of assets or armed intervention). This is where the concept of debt diplomacy 
has traction with many developing states. The fear of direct intervention to seize assets for a default seems far less 
plausible than national courts enforcing a contract.
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The point that we seek to make in this section is that the vulnerability of island states to external pressure is so 
extensive that economic coercion can be expressed in almost limitless ways. As demonstrated by the Covid-19 
pandemic, even an implied threat to withhold vital medical supplies can be a form of pressure, even for powerful 
states.24 However, the economic aspirations of the Indo-Pacific island states make them highly vulnerable to 
external pressure, including malign coercive influence, on their fragile economies. Despite some important 
commonalties, the island states of the Indo-Pacific all have vulnerabilities that have to be understood individually. 
There’s no one-size-fits-all solution to building resilience. Any appraisal of their resilience to external economic 
pressure must include some attempt to identify the more at-risk factors most critically in terms of the awareness 
and sensitivity of islanders to their vulnerabilities.



Coercion and resilience 
in the Indo-Pacific 
islands

Applying some examples from Indo-Pacific islands can help to identify what might be needed to build the islands’ 
resilience. Appropriate assistance is essential if the powers committed to a free and open Indo-Pacific order are to 
build the resilience needed for islands to participate productively in that enterprise in their own national interests.

In this section, we examine four recent examples of perceived economic coercion (two from Pacific Ocean islands 
and two from Indian Ocean islands). These examples show how economic coercion can be manifested in quite 
different ways.

Economic coercion or elite capture? An example from Vanuatu
Building resilience against economic coercion is particularly difficult when corruption or the effective co-option of 
state authority occurs. An example from Vanuatu occurred against a clear expression of the national interest, which, 
ironically, was made in reaction to earlier events in Fiji.

In early July 2019, six alleged Chinese nationals, four of whom were dual ni-Vanuatu citizens, were deported to China 
by the Vanuatu Government. Their deportation had some clear parallels with a larger, earlier one in Fiji. More than 
70 residents of Fiji alleged to be citizens of the PRC were deported to China by the Fiji Government at the request 
of the PRC in August 2017. Similarities between these two events included using immigration regulations to deport 
rather than criminal charges to extradite; bypassing the deportees’ legal right to challenge deportation; and Chinese 
police working on the ground with local police.

Arguably, a key difference was the role that economic influence played in the case of the smaller, less differentiated 
economy of Vanuatu. Fiji’s economy is much larger and more diverse that Vanuatu’s. On the key development 
indicator of foreign direct investment (FDI), for example, Chinese investment in Vanuatu outstripped investment 
from any other source (US$128 million for the PRC compared with US$74 million for Australia) in 2018. For Fiji, the 
figures are dramatically reversed—more than US$950 million from Australia in 2018 compared with only just over 
US$110 million from China.

The dependence of Vanuatu on Chinese investment was highlighted in reporting on the deportation in the Vanuatu 
Daily Post. It specifically linked the incident to a reliance on Vanuatu passport sales to Chinese citizens, citing one 
observer who claimed that ‘the massive VT6.4 billion supplementary budget just passed in [Vanuatu’s] Parliament is 
funded almost entirely from passport-related revenues.’ And, by ‘allowing the government to become dependent on 
passport-related revenues … China can now demand favours [such as the deportations] in exchange for continued 
benign neglect of the programme.’25

The Government of Vanuatu was well aware of the compromises with sovereignty that had been made within 
the Fijian bureaucracy to effect the PRC’s request for the deportations. Following the Fiji deportations, Vanuatu’s 
Foreign Minister, Ralph Regenvanu, was clear that his country wouldn’t have made them. In response to a question 
about how Vanuatu would have handled the Fijian deportations, he said, ‘We asked them to provide their criminal 
convictions and records from the police file, to hand [someone] over under the normal extradition procedures’, 
which would then require a court order.26
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It appears that Vanuatu, faced with the same problem, made the same compromises but, unlike in Fiji, decisions 
were made at the political rather than the bureaucratic level. Elite capture within law enforcement agencies seems 
to better explain the Fijian event due to the well-established and formalised relationship between the PRC and 
Fijian police forces.27 Vanuatu doesn’t have the same interagency cooperative mechanisms in place, and local 
sources point to decisions made at the political level. Political reprisals against the newspaper editor who broke the 
deportation story, Dan McGarry, support his contention that there was serious political sensitivity on this matter.

The deportations from Vanuatu clearly fall within the category of malign undue influence. But did the heavy 
dependence on Chinese money shift the pressure into the category of duress through economic intimidation? If so, 
this would be a case in which the PRC took advantage of private economic activity to pursue state objectives.

One avenue for building resilience in the cases of both Vanuatu and Fiji would be to strengthen administrative 
integrity and interdepartmental information sharing, as well as building ties with partner agencies from democratic 
countries that are active in the region. Internal coherence and transparency would reduce the risks of elite capture 
at the bureaucratic level. The challenge of economic coercion, as in the case of Vanuatu, is common across all the 
small states of the region. Risky entrepreneurial activities involving trading in sovereignty, such as selling passports 
and flags of convenience, open doors to economic corruption internally as well as posing threats to the international 
community. Building resilience into this aspect of Vanuatu’s vulnerability to economic coercion should be a priority.

From panda to dragon: tourism as a lever for economic coercion
Trade dependency, particularly in one industry sector, also creates obvious vulnerability to coercive pressure.

Tourism has given Beijing a growing economic influence across the globe. China has become the world’s biggest 
single source of outbound tourism in recent years, and some 150 million outbound visits made by Chinese travellers 
in 2018 were worth an estimated US$120 billion.28 Although tourism in the Indo-Pacific from traditional sources 
such as Australia and New Zealand may still be larger, Chinese tourists are a lucrative new market and a key source 
of growth for island states. The control that the Chinese state exercises over this sector gives Beijing great clout in 
the economies of the destination markets. The ability to use tourism as a tool for economic coercion isn’t always 
apparent from trade figures.

The Chinese state effectively controls where a significant number of Chinese tourists go by bestowing ‘approved 
destination status’ (ADS) on acceptable countries. By identifying where group tours can visit and where state-run 
Chinese tour agents are allowed to operate, the ADS system creates a significant political tool that Beijing has been 
able to use as an economic lever for diplomatic influence. China has previously used the tourism industry coercively 
even against countries as large as the Philippines and South Korea.29

Tourism has long played an important role in the development aspirations of many Pacific island states. In 2017, 
some 143,000 Chinese tourists visited Pacific island countries, but the vast majority (80%) of them visited just two: 
Fiji and Palau.30 Evidence that the PRC is using its strength as a source of tourism strategically in the Pacific island 
region is mixed. Beijing was slow to grant ADS certification to some regional states that recognised the PRC. Fiji was 
the first state to host a diplomatic mission (1975) and was also the first to receive ADS. However, Samoa, the second 
state to host a PRC mission (1976), obtained ADS only in 2019. By contrast, Palau, a Taipei ally, became a key regional 
destination without ADS.

The more aggressive pursuit of President Xi Jinping’s ‘China Dream’, however, led to more coercive use of tourism 
as a political and economic weapon. There have been two prominent examples of this in the Pacific. One case was 
the use of intermediaries to exert undue pressure. The other is as clear an example of direct duress as could be 
expected, short of physical intervention.

The first case involved the Commonwealth of the Northern Mariana Islands (CNMI), which is an unincorporated 
territory of the US that hosts some US military facilities. The CNMI received its ADS in 2005. In 2015, the US 
Department of Defense proposed to develop training facilities on Tinian, a small island in the southern CNMI. 
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Local Chinese business interests connected with the PRC tourist agencies through the ADS system joined local 
environmental interests in opposing the proposal as a threat on the grounds that the military development would 
hurt Chinese investment and tourism.31

The second case, involving Palau, led to claims that China was ‘weaponising’ tourism to force compliance with 
its foreign policy interests. Despite Palau not being an ADS country, Chinese tourism to its islands had grown to 
the point that it was the second most visited destination in the region by 2017, making that component essential 
to an economy that derived 85% of its GDP from tourism. In late 2017, the PRC extended its campaign against 
diplomatic recognition of Taiwan by declaring Palau, a Taipei ally, a banned destination for tour groups and tourist 
investment.32 The effect on Palau has been devastating but, to date, the tiny country hasn’t flipped its recognition 
from Taipei to Beijing.

The US Defense Department claims that the CNMI incident was a possible of case of the PRC using its tourism 
leverage to exert undue influence on the American military posture in the Western Pacific through economic 
surrogates. Whether that was a deliberate motivation, Tinian exposed the opportunity to affect Pacific states’ 
political linkages by economic coercive influence.

The application of malign influence through duress was very clear in the case of Palau. The fact that Palau hasn’t 
bowed to the pressure doesn’t minimise the extent of the attempted coercion. What it will need to continue to 
be resilient against that pressure has yet to be determined, although the Covid pandemic has produced one 
hopeful sign. Taiwan has linked with Palau in a ‘travel bubble’ to throw a possible lifeline to Palau’s embattled 
tourist industry.

For the Pacific region, tourism is one area of the island states’ economies in which building resilience should be a 
priority. Despite being the top destination in the region, Fiji has shown some resilience by resisting the PRC’s desire 
for landing rights in the country. This is possibly because Fiji has its own national airline, which it wants to protect 
from direct competition, and because Chinese tourist numbers, while larger than for other island states, aren’t the 
most important numbers for Fiji. Palau doesn’t have Fiji’s strengths in dealing with coercive pressure on tourism but 
it has significant exploitable agricultural resources. Diversifying its economy by developing those assets could be a 
key to building tourism resilience for this microstate.

Using economic coercion to expand economic and political influence: the China–
Maldives Free Trade Agreement
China’s actions to impose a one-sided free trade agreement on the Maldives in late 2017 in the context of massive 
investments being made by Chinese SOEs in that country provides another useful case study.

In September 2012, Beijing began targeting the Maldives as an important partner in the Indian Ocean region, 
starting by offering a US$500 million package of loans. Under the leadership of Maldivian President Abdulla 
Yameen, China’s economic and political presence in the country soared over the space of the next few years.  
In September 2014, President Xi Jinping made the first visit by a Chinese head of state to the Maldives, describing 
it as a ‘small pearl.’

Within several years, China became the country’s biggest source of tourists. The numbers of Chinese tourists rose 
from 60,000 in 2009 to 360,000 in 2015 (constituting more than 30% of incoming tourists). In September 2019,  
the Maldivian Government announced plans to reach up to 1 million Chinese tourists per year by 2023.33

China also quickly became a major investor in the Maldives, including in several actual or proposed infrastructure 
projects across the archipelago. Controversial projects with security implications included the following:

• Projects involving Hulhulé Airport, near Malé, include a US$830 million airport upgrade, a US$400 million 
housing project on reclaimed land and a bridge linking the airport to the capital.

• The iHavan Integrated Development Project on the Maldives’ northernmost Ihavandhippolhu Atoll, which 
overlooks the 8 Degree Channel to the north of the archipelago, includes an airport, a large transhipment port 
and an industrial zone.
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• According to some reports, a Chinese port development has been proposed on Gaadhoo island on Laamu Atoll 
in central Maldives.

Several islands were also reportedly transferred to Chinese companies (through either long leases or purchases), 
ostensibly for tourism purposes.

Overall, between 2012 and 2018, the Maldives became subject to ever-greater Chinese economic and political 
influence, creating real concerns about the development of a Chinese security presence in the islands. China’s 
economic engagement with the Maldives, particularly its lending practices in connection with major projects,  
led to claims that China had intentionally created a ‘debt trap’ as a form of economic coercion.

It isn’t clear how much the PRC or Chinese companies lent to the Maldives in connection with various projects, 
but the amount was well in excess of officially reported numbers. Mohamed Nasheed, Speaker of the Maldivian 
Parliament, claims that Chinese debts, including government-to-government loans and Maldives state guarantees 
of borrowings by state-owned or private companies, totalled some US$3.1 billion (compared with the Maldives’ GDP 
of US$5.8 billion in 2019), although Chinese sources claim that the figure is much lower. After years of investigation 
by Maldivian Government auditors, the true extent of the borrowings under the Yameen administration is still not 
clear,34 but, for a tiny country, borrowings of this magnitude represent a major risk. A report by the US-based Center 
for Global Development on countries participating in China’s BRI stated that the Maldives is by far the most indebted 
participant country of the 23 countries in the study, which made the country ‘highly vulnerable’ to debt distress.35

In December 2017, to the surprise of many observers, then President Yameen visited Beijing to sign a free trade 
agreement (FTA) with China. Several days earlier, the agreement, which was some 1,000 pages long, had been 
approved in an emergency session of the Maldivian Parliament in the space of one hour, without giving its members 
the prior opportunity to read or comment upon it. The agreement covered trade in goods, trade in services, 
investment and economic and technical cooperation. In short, Yameen entered into a far-reaching economic 
agreement with China virtually without public disclosure or discussion or proper legal approvals.

Many observers struggled to see what benefits the Maldives could receive under the agreement. Between January 
to August 2018, according to Maldives customs data, the country imported from China US$342 million worth of 
products, while its exports to China were worth just US$265,270.36 Former Maldivian President Mohamed Nasheed 
commented that ‘The trade imbalance between China and the Maldives is so huge that nobody would think of 
an FTA between such parties. China is not buying anything from us. It is a one-way treaty.’ Critics said that even 
a significant increase in Maldivian fish exports to China wouldn’t significantly help narrow the huge trade gap. 
However, China would have benefited from the FTA by opening up services such as finance, health care and tourism 
to China and would have driven out local professionals and entrepreneurs.

It seems apparent that a key motivation behind the FTA from Beijing’s perspective was to gain further economic and 
strategic influence over the Maldives and to displace India’s influence. As an editorial in the Chinese state-owned 
media outlet, the Global Times, commented on the trade agreement: ‘It won’t be easy for India to maintain its 
political influence in South Asia if its own economic presence is weakening.’

But it appears that this episode contributed to public concerns about Yameen and his relationship with Beijing. 
Following considerable political instability, some of it associated with that relationship, Yameen lost a presidential 
election by a huge majority in September 2018. One of the first decisions of the new President, Mohamed Solih, was 
to pull out of the FTA by refusing to approve further implementing legislation. Following Yameen’s fall from power, 
Maldivian prosecutors claimed that he had received numerous payments during his tenure, many of them from 
Chinese sources. In February 2019, he was convicted of money laundering.37 The new government has refused to 
implement the FTA, although the agreement still formally remains in the law books.

Among other things, this case demonstrates the importance of maintaining democratic institutions to provide 
resilience against economic coercion.
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Economic coercion and natural resources: the attempted acquisition of 
Madagascar’s EEZ fishing rights by a Chinese company
Another case involves attempts in 2018 by the then President of Madagascar, Hery Rajaonarimampianina, to 
effectively transfer fishing rights over Madagascar’s entire exclusive economic zone (EEZ) to a Chinese company, 
the links of which to the Chinese state are unclear. Similarly to the example of the Maldives, this agreement was also 
reversed following a change of government in Madagascar.

In December 2018, days before his resignation to contest a new election, Rajaonarimampianina sponsored an 
agreement between a quasi-governmental body and a Chinese consortium that would grant the consortium 
fishing rights for 10 years in relation to the country’s entire EEZ (an area of some 1.22 million square kilometres). 
The Malagasy Fisheries Minister and Madagascar’s fisheries authorities were reportedly unaware of the deal.  
The arrangement is alleged to have involved payments from the Chinese consortium to Rajaonarimampianina.

Although the full terms of the arrangement weren’t made public, it would have reportedly allowed a private Chinese 
company, Taihe Century Investments Developments Corporation, to deploy up to 330 fishing vessels in Malagasy 
waters.38 Given Madagascar’s past experience with bottom-trawling by Chinese fishing boats (in which fishing nets 
are used to catch fish indiscriminately while also destroying life on the seabed), this would be expected to have a 
significant adverse long-term effect on Madagascar’s marine environment. Such a development would also have 
major social and economic impacts for the country to the extent that Chinese fishers displaced the estimated 
100,000 artisanal fishers in Madagascar.

Within days of the announcement of the deal, a group of domestic and international NGOs that were active 
in environmental protection raised the alarm about the environmental, economic and social impact of the 
arrangement. Twenty-five NGOs issued a joint statement saying that ‘The deal threatens 500,000 fishermen in 
Madagascar, along with marine ecosystems and life.’ Another letter opposing the deal collected some 20,000 
signatures. Soon after, outgoing President Rajaonarimampianina backed away from the deal, claiming that he 
knew nothing about it.39 The proposed arrangement didn’t proceed.

In this case, it’s difficult to ascertain the relationship, if any, between Taihe Century Investments and the Chinese 
state. When the deal came under significant public criticism in Madagascar, the Chinese embassy denied that there 
were any links. As with other investments throughout the region, the opaque nature of relationships between the 
Chinese state and nominally private Chinese companies makes it difficult to determine whether the company was 
acting on behalf of or with the assistance of Chinese authorities, but it’s clear that the deal was consistent with 
Chinese state policies.

In recent years, the PRC Government has become increasingly assertive in encouraging its fishing fleet to venture to 
distant waters to catch fish protein for Chinese domestic consumption. In 2013, the decline of fish stocks in Chinese 
waters, together with China’s growing demand for protein, led President Xi Jinping to urge his nation’s fishermen to 
‘build bigger ships and venture even farther into the oceans and catch bigger fish.’ 40 The state provided subsidies 
to build larger fishing boats and subsidised fuel to travel to distant waters.  With some 2,500 distant-water fishing 
vessels, China’s fishing industry is the world’s largest. The World Bank estimates that China will account for some 
37% of the global catch by 2030, many times more than any other country.

Chinese state support for the fishing fleets doesn’t just involve the provision of financial subsidies. It also negotiates 
local fishing rights on behalf of its fishers.41 Chinese authorities may also intervene to protect Chinese fishing vessels 
from ‘interference’ by local fishing authorities (as occurred in 2016 when Chinese coastguard vessels forcibly freed 
a Chinese fishing boat that had been fishing illegally in Indonesian waters). In summary, while the effective transfer 
of rights to the Malagasy EEZ to a Chinese company didn’t proceed, there’s a significant risk that other similar 
arrangements involving Indo-Pacific island states could occur in the future.

https://qz.com/948980/china-has-fished-itself-out-of-its-own-waters-so-chinese-fishermen-are-now-sticking-their-rods-in-other-nations-seas/
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http://www.greenpeace.org/eastasia/PageFiles/299371/FINAL_The%20problem%20with%20China%27s%20distant%20water%20fishing%20industry%20subsidies_.pdf
http://www.greenpeace.org/eastasia/PageFiles/299371/FINAL_The%20problem%20with%20China%27s%20distant%20water%20fishing%20industry%20subsidies_.pdf
http://www.fao.org/docrep/019/i3640e/i3640e.pdf
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What can be learned about helping Indo-Pacific island states to build resilience from this curious episode? As with 
the previous example, one key to resisting or reversing egregious arrangements that involve the Chinese state, 
Chinese SOEs or private Chinese companies is the strength of democratic and other civil institutions in the island 
state. Some crucial elements include the existence of free elections (and other institutions, such as an independent 
judiciary) that can remove corrupt leaders from office and free media to expose corrupt dealings. Importantly, in the 
Madagascar case, environmental NGOs played a key role in raising the alarm (both domestically and internationally) 
and organising opposition to the deal from civil society. Where domestic elites may be susceptible to corruption 
or other forms of coercion, NGOs and other civil society groups can play an outsized role as watchdogs of the 
public interest.



Conclusion

Indo-Pacific island states face many challenges as they grapple with their own special vulnerabilities, surviving 
and then attempting to rebuild after Covid, and coping with the geopolitical consequences of growing strategic 
competition among major powers. This paper has focused on the vulnerability of states to economic coercion and 
the particular risks they face in navigating the consequences of China’s growing economic power.

Key conclusions and recommendations from this study include the following.

1. Island states must be better invested in the rules-based international economic order

The ‘free and open Indo-Pacific strategy’ involves the protection of commerce and trade by established, equitable 
rules that safeguard the integrity of relations regardless of the size of the state. It’s sometimes assumed that the 
benefits of the rules-based order are self-explanatory, but that might not always be evident to island states that are 
often marginalised in international forums. It’s essential for island states to be directly invested in this international 
economic order if they’re to be expected to perceive its benefits.

This requires greater effort to promote understanding of the benefits of those rules for island states. That won’t 
be an easy task, and the tortured history of the Pacific Agreement on Closer Economic Relations as a vehicle for 
regional integration in the Pacific illustrates the difficulty in earning that trust, even where the benefits to island 
states were assumed to be apparent.

The number of smaller countries that will be affected by the free and open Indo-Pacific strategy could complicate 
support for the strategy unless Indo-Pacific island states and other smaller countries trust that there are benefits for 
them. Including representatives of small island states in regional organisations such as the Pacific Islands Forum or 
Indian Ocean Commission in discussions among larger powers on the strategy is highly desirable.

2. Island states should be aware of the risks involved in the Chinese political–economic system

It’s apparent that the Chinese system is particularly effective in orchestrating economic coercion against relatively 
vulnerable states. Among other things, the non-democratic nature of China’s political system makes it easier 
for Chinese state actors to pursue political or security objectives in a non-transparent manner. This is aided 
by non-transparent relationships between the Chinese state, SOEs and private companies, which can make it 
extremely difficult to discern in whose interests those entities are acting. Ultimately, any agency within the PRC 
state has to be presumed to be acting in the state’s interest (economic, political, strategic), even if not necessarily 
with specific day-to-day directions.

Those considerations require greater awareness among island states (and, ideally, some regulation) of the potential 
risks involved in economic interactions with Chinese entities. That includes:

• recognising enterprises controlled by the PLA and other Chinese SOEs as potential security risks
• requiring SOEs to operate within normal commercial parameters and not be subject to special political or 

diplomatic considerations
• requiring enhanced transparency in such dealings, including public disclosure of the ownership of Chinese-based 

entities and financing terms.
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Aspects of those rules could be included in codes of conduct

3. Codes of conduct to limit unacceptable economic duress are needed

Making clear that economic duress is unlawful and establishing limits to undue economic influence are important 
elements in building a stronger and more effective rules-based international system.

Clearer international norms and rules on economic coercion (particularly if sponsored by regional groupings) can 
open avenues for redress or otherwise give island states greater confidence in resisting certain tactics frequently 
used by Chinese entities, such as requiring aid recipients to use Chinese SOEs to deliver the aid and use Chinese 
labour on construction projects. The coercive impact of such terms might not be limited individual aid projects but 
in some cases may entrench Chinese construction firms in the host country.

The norms and rules should include broadly agreed codes of conduct for economic relations that restate 
prohibitions on economic duress and set out more clearly the limits to undue pressure. The Paris Declaration on  
Aid Effectiveness made some important steps towards setting principles for aid transparency and sustainability, 
which have developed into more focused standards, such as the International Aid Transparency Initiative.

Similar codes on responsible foreign commercial investment would help delineate where economic negotiations 
have crossed over into undue pressure. The US, Japan and Australia have put forward the so-called ‘Blue Dot 
Network’ to assist regional states to provide assessment and certification of infrastructure development projects 
for financial transparency, environmental sustainability and impacts on economic development, with the goal of 
mobilising private capital to invest abroad. A similar voluntary code on foreign investment could also be valuable, 
especially for ensuring transparency as to the true source of the financing.

Key factors in the adoption of such codes by Indo-Pacific island states include, first, that the island states need 
to be involved in their development and implementation and, second, that the codes are perceived not to be an 
infringement of island states’ sovereignty but as potentially useful tools to add to the political leverage that the 
islands can use in negotiations with large donors or investors. This would require that any such codes be ‘owned’  
by regional groupings of island states or island-state caucuses within larger international organisations.

4. Regional groupings have a role in denouncing economic coercion

As we have noted, regional groupings can also play a key role by making it easier for Indo-Pacific island states to 
denounce bad international behaviour. This is especially true where international organisations have relatively 
autonomous secretariats or regulatory arms that can pursue matters separately from their individual members.

For example, the regional fisheries arrangements in the Pacific islands have shown the value of regulatory 
arrangements that identify and prosecute poachers when some national governments have been unwilling to 
directly identify Chinese illegal fishing. In the Indian Ocean, the Indian Ocean Commission could also play a valuable 
role in publicising instances of economic coercion against its members.

5. Strengthen government institutions to resist economic coercion

A common factor in successful cases of economic coercion is institutional failure that allows decisions to be made 
without adequate accountability or transparency.

Efforts to help counter the economic coercion of Indo-Pacific island states will be advanced by more effective 
collaboration among Australia, Japan and other states committed to the democratic and open-society values 
underlying the free and open Indo-Pacific concept. The large democracies of the Indo-Pacific have built their 
economic success on open-society values.

While the PRC might not be overtly exporting its authoritarian ideology, its professed ‘pragmaticism’ (which often 
just means corruption) accentuates the asymmetrical power relationship between small island countries and the 
PRC and undermines shared values based on open and free societies.
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Free and open societies with strong and transparent institutions, even if economically weak, appear to be better 
placed to resist economic coercion. This means that there can be benefits from promoting the values of democracy 
and open society as part of an effort to strengthen civil institutions in the Indo-Pacific.

Better governance and civil institutions are keys to building resilience to economic coercion. Broadly, that includes 
an effective democratic process, an independent judiciary and police and well-functioning bureaucratic institutions.

In particular, governance infrastructure should include an array of mechanisms to promote transparency in 
decision-making, including anticorruption institutions and legislation protecting whistleblowers.

6. Mobilise island businesses against external coercion

The complex interweaving of the several elements of state, semi-autonomous and private strands of the Chinese 
economy can provide substantial competitive benefits to Chinese SOEs, to the detriment of local businesses.

The local business sector in island states should be recognised as an important element in civil society. Local 
businesses that are often severely disadvantaged in competing against Chinese SOEs can play a key role in flagging 
cases in which coercive economic pressure has occurred.

International partners should work with Indo-Pacific island states to help strengthen the ability of local businesses 
to take collective action. This could include strengthening the roles of local chambers of commerce and other 
business associations through training or mentoring.

7. Strong independent media and civil society organisations are important

Experience has shown that, even where there has been some institutional failure, accountability through 
independent media or a strong NGO sector can allow weaker states to resist and even reverse economic coercion.

Independent and active media and active NGOs (both domestic and international) can act as valuable watchdogs 
where there’s been institutional failure within state agencies.

A recent example of how media and NGOs have cooperated to promote and improve transparency can be seen in 
the BRI Monitor developed by civil society organisations in the Pacific and Southeast Asia.42

Supporting independent regional media associations such as the Pacific Islands News Association can support their 
aim of protecting free media as well as having a multiplier effect in setting the democratic agenda at the national 
level across the region.

Heightened support for media and NGOs in island states with the aim of greater transparency will also help to 
facilitate reforms in governance. For example, the US has recently begun a program to promote investigative 
journalism and anticorruption efforts in Pacific island countries. Specialised media training in forensic skills,  
in recognising corruption, in economics and in identifying organised crime would be very useful.

8. Australia should be prepared to accept criticism from island states

It’s common for island leaders to criticise the actions of Australia or other friendly states that have involved an 
element of pressure on island states. This may seem unfair when those actions have been well intentioned, but 
it reflects relatively fewer concerns about possible retribution because the Australian system is relatively more 
responsive to criticism.

Australia and other traditional friends of Indo-Pacific island states should appreciate that their close relations have 
earned them a candid intimacy that makes criticism more predictable and, potentially, more constructive.

It shouldn’t be assumed that island leaders have a binary view of relations between Australia and the PRC.  
A complaint against Australia or other like-minded states isn’t necessarily an expression of preference for the PRC.

Too thin a skin promotes a narrative of equivalence that undermines the long decades of traditional friendship 
between the states committed to a free and open Indo-Pacific and the island states.
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abbreviations

ADS approved destination status

BRI Belt and Road Initiative

CNMI Commonwealth of the Northern Mariana Islands

EEZ exclusive economic zone

EU European Union

FDI foreign direct investment

GDP gross domestic product

NGO non-government organisation

PLA People’s Liberation Army

PRC People’s Republic of China

Quad Quadrilateral Security Dialogue

SOE state-owned enterprise

UK United Kingdom
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