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INTRODUCTION:
CHINA’S NEW ROLE IN AFRICA
AND THE SOUTH
Dorothy-Grace Guerrero and Firoze Manji

What I find a bit reprehensible is the tendency of certain Western
voices to … rais[e] concerns about China’s attempt to get into the
African market because it is a bit hypocritical for Western states to be
concerned about how China is approaching Africa when they have had
centuries of relations with Africa, starting with slavery and continuing
to the present day with exploitation and cheating.1
Open any newspaper and you would get the impression that the African
continent, and much of the rest of the world, is in the process of being
‘devoured’ by China. Phrases such as the ‘new scramble for Africa’,
‘voracious’, ‘ravenous’ or ‘insatiable appetite for natural resources’ are
typical descriptors used to characterise China’s engagement with Africa. In
contrast, the operations of Western capital with the same ends are described
with anodyne phrases such as ‘development’, ‘investment’, ‘employment
generation’.2 Is China indeed the voracious tiger it is so often portrayed as?
China’s involvement in Africa has three main dimensions: foreign direct
investment, aid and trade. In each of these dimensions China’s engagement
is dwarfed by those of US and European countries, and is often smaller than
those of other Asian economies.
Foreign direct investment (FDI) by Asian economies across the world has
been growing. The total flow of FDI from Asia to Africa is estimated to have
averaged $1.2 billion a year during 2002–04.3 Chinese FDI in Africa, however,
has been small in comparison to investment from Singapore, India and
Malaysia. These countries are the principal Asian sources of FDI in Africa,
according to UNDP,4 and had investment stocks of $3.5 billion, $1.9 billion
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and $1.9 billion respectively by 2004. Such investments are greater than those
of China. The same report goes on to say, however, that Asian investments in
Africa are dwarfed by those of the United Kingdom (with a total FDI stock
of $30 billion in 2003), the United States ($19 billion in 2003), France ($11.5
billion in 2003) and Germany ($5.5 billion in 2003). And if China sits in fourth
place amongst the Asian ‘tigers’, the scale of its investments in Africa are
miniscule in comparison to the more traditional imperial powers.
Asian FDI flows to Africa have certainly grown tenfold since the 1980s, but
at a lesser rate than the 14-fold growth in FDIs globally in the same period.
Compared with India, for example, China’s FDI is small. India has a larger
investment in oil in Sudan and Nigeria than does China. Of 126 greenfield
FDI projects in Africa, Indian companies accounted for the largest number.
Indeed, amongst the Asian economies, Malaysian companies dominate in
the mineral extraction sector in Africa. Africa’s share of total outward flow of
Chinese FDI is marginal – only 3 per cent goes to Africa, while Asia receives
53 per cent and Latin America 37 per cent. It should also be borne in mind
that China is a net recipient of FDI, and receives a flow of FDI from Africa:
SAB Miller breweries and SASOL from South Africa, Chandaria Holdings of
Kenya, among many others.
Africa is certainly an important trade partner for China, the volume
increasing from $11 billion in 2000 to some $40 billion in 2005. China has a
growing trade surplus with Africa. According to UNDP,5 China has become
Africa’s third largest trading partner, after the United States and France.
China has focused primarily on the import of a limited number of products
– oil and ‘hard commodities’ from a few selected African countries. China’s
trade with Africa represents only a small proportion of Africa’s trade
with the rest of the world, and is comparable to India’s trade with Africa,
although both have been growing rapidly. China imports from Africa five
main commodities: oil, iron ore, cotton, diamonds and logs. The export
of these commodities, and in particular oil, has grown significantly in the
last ten years. A few African countries (Sudan, Ghana, Tanzania, Nigeria,
Ethiopia, Uganda and Kenya) source a significant share of their imports of
manufactured products, mainly clothing and textiles, from China.6 China
has been vigorously castigated for its support of repressive regimes but,
in almost all cases, China’s involvement has been in support of its need
for strategic natural resources, especially oil. And it is perhaps here that
one finds the reason for the fears expressed in the West about China’s
role in Africa. USA is the world’s largest consumer of oil products, with
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25 per cent of its requirements destined to come from Africa. While China
sources some 40 per cent of its oil from the Middle East, it currently sources
23 per cent from Africa.
Much attention has been drawn to the negative impact of the cheap
Chinese commodities on African economies. Certainly this has contributed
to the decline of industrial production and the growing retrenchment of
workers. But China has essentially taken advantage of the ‘opening up’
of Africa’s market that has resulted from the neoliberal economic policies
that the international financial institutions, backed by the majority of the
international aid agencies, have forced Africa’s governments to adopt.
Given that the relative size of Chinese imports is small in comparison to
imports from industrialised countries, the blame for the decline in industrial
production and growing unemployment in Africa can hardly be placed
entirely at China’s door.
Just like Western powers, China has used aid strategically to support
its commercial and investment interventions in Africa. Aid has taken the
form of financial investments in key infrastructural development projects,
training programmes, debt relief, technical assistance and a programme
of tariff exemptions for selected products from Africa, not dissimilar to
the agreements that Africa has had with Europe, US and other Western
economies.
The evidence available suggests that the needs of China’s rapidly
developing capitalism are similar to those of its Western counterparts. It is
the scale of its intervention in Africa that remains as yet small in comparison
to those of Europe and US. The advantage that China has over Western
capital is that it has no history of enslavement, colonisation, financing or
support for coups against unfriendly regimes, or the presence of military
forces in support of its foreign policies. As has been commented, ‘Perhaps the
material distinction is not between Chinese capital and Western, but rather
between the merely rapacious, and the more sophisticated. Each of these are
not two separate categories, but at least as much two different faces, each of
which may be presented as convenient.’7
This book arises from a conference held at the margins of the African
Development Bank meeting in Shanghai, China in May 2007. The conference
was an initiative by several organisations to nurture the development of
dialogue between civil society and academic institutions from within and
beyond China. The resulting book reflects the general concerns for a fuller and
more nuanced understanding of China’s geopolitical positioning in Africa
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and within the South. Such understanding also touches on the increasing
competition between China and other industrialised countries. The papers
in this volume identify possible arenas and strategies for intervention and
influence from which to build future cooperative and solidarity endeavours
between Chinese civil society and international groups. The authors came
from specialist academic institutions and NGOs that are focused on themes
around development, the environment, social justice, the operations of
international financial institutions and their impacts on local communities.
In the first chapter Walden Bello argues that global overcapacity has
significantly dampened global economic growth, but China and the United
States appear to be bucking the trend. Whether this growth is a reflection
of economic health or an indicator of a crisis in which the two countries are
bound together, with China’s growth dependent on American consumers
and America’s high consumption rate relying on loans from Beijing, remains
to be seen.
Luk Tak Chuen argues that China’s strategy for natural resources in not
unique to China, but should be viewed as part of neoliberal gobalisation,
which has shaped capitalist countries’ exploitative relations towards Africa.
Within the World Bank and the Asian Development Bank, critical institutions
for globalisation, China has positioned itself as both client and competitor.
Shalmali Guttal looks at how China has strategically used its membership
of these two international financial institutions to skilfully develop its own
physical, social and financial infrastructure, institutions and services with
the money it borrows from them while using its massive trade surplus and
foreign exchange reserves to compete with them in securing influence in the
economies of less developed countries. Yu Xiaogang and Ding Pin discuss
how the Equator Principles have been used to try and ensure that financial
assistance from Chinese banks goes to projects in China that minimise
damage to the environment. They point out the crucial yet still developing
role of Chinese NGOs in helping this happen. China’s relationship with
Africa has changed over the last 50 years from the period when China was
viewed as a supporter of Africa’s independence movement. Xu Weizhong
considers the challenges to implementing the shift to its current role, and
argues that careful management of that changing relationship will be crucial
for a continued healthy development of Sino-African relationships. But how
will China’s economic operations differ from those of the imperialist West?
Looking past the formal declarations and South–South rhetoric, Dot Keet
suggests that the overriding question is whether the rapidly growing role
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of China in Africa is one of partnership and cooperation, or more akin to
colonial or neocolonial patterns, or reflective of a new imperialism.
China’s expanded links to Africa have clearly created a discourse of how
to characterise those ties. Western political forces and media have criticised
every aspect of China’s activities in Africa, while the Chinese, with significant
support from Africans, have mounted a spirited defence. Barry Sautman and
Yan Hairong look at the Chinese model, the Beijing consensus and aid and
migration, and argue that China might be less of a threat than the West. Lucy
Corkin looks at how Chinese multinationals have begun to claim their share
of the African market in a number of sectors. Africa could benefit from the
operations of these companies provided that there are robust institutional
regulatory frameworks and the capacity to monitor and direct investment.
Ali Askouri is more sceptical about the benefits of Chinese engagement in
Africa, arguing that this has led to forced displacement of populations, social
tension and conflict.
The entry of the Chinese construction industries into Angola, albeit
controversial, has marked a period of rapid infrastructural regeneration,
argues Lucy Corkin in an extensive review of China’s economic ventures.
The case study emphasises her concern about the challenges posed by a
lack of institutional frameworks and the government’s capacity to monitor
and encourage direct investment in terms of local skills development and
technology transfer.
Looking beyond Africa, Dorothy-Grace Guerrero examines China’s
increasing economic power and political influence in Asia. It is now an
important economic partner of all ASEAN member countries and the free
trade agreements that it is negotiating will further strengthen that position.
It implies too that China’s increasing significance in the security sphere is
challenging the traditional leadership of both the United States and Japan
in the region. As to be expected with neighbours, relations between China
and Myanmar have had their ups and downs. What marks the present age,
say Yuza Maw Htoon and Khin Zaw Win, is that economic and population
growth, the return of peace to Myanmar’s border areas, its difficult political
transition and globalisation itself have all intensified relations between the
two countries to a degree not seen before. Whether this results in good or ill
depends on the governments and citizens of both countries. Alexandre de
Freitas Barbosa discusses the main features of the economic and geopolitical
relations that have grown up in recent times between China and the countries
of Latin America, examining the macroeconomic impact, effect on the
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domestic industries and impact on foreign investment. As for many African
countries, many of the negative consequences of China’s engagement in
Latin America may be aggravated by the lack of clarity over industrial policy
and governments’ capacity to have a coherent vision of what is expected of
China.
Fu Tao argues that the circumstances of civil society in China today are
very different from what they were ten years ago. The similar interests of
African and Chinese civil society in ensuring the equitable distribution of
the benefits and opportunities arising from economic development are a
strong foundation for future cooperation.
China’s growing cooperation with Africa, Asia and Latin America has
boosted infrastructure investment and economic growth in many developing
countries. However, as within China itself, the concerns of economic growth,
social equity and environmental protection all need to be integrated within
this cooperation. Peter Bosshard argues that civil society groups can play a
critical role in promoting a balanced development approach.
Notes
1 Kwesi Kwaa Prah (2007) ‘Africa and China: Then and Now’, in F. Manji and Stephen Marks
(eds) African Perspectives on China in Africa. Oxford/Nairobi: Fahamu, pp. 57–61.
2 E. Mawdsely (2008) ‘Fu Manchu versus Dr Livingstone in the Dark Continent? How British
broadsheet newspapers represent China, Africa and the West’, Pambazuka News <http://www.
pambazuka.org/en/category/comment/45593>.
3 UNCTAD (2006) World Investment Report 2006: FDI from Developing and Transition Economies:
Implications for Development. New York/Geneva: United Nations, sales no. E.06.II.D.11.
4 UNDP (2007) Asian Foreign Investment In Africa: Towards a New Era of Cooperation Among
Developing Countries. New York/Geneva: United Nations Publications, UNCTAD/ITE/
IIA/2007/1.
5 UNDP (2007).
6 R. Kaplinsky, D. McCormick and M. Morris (2007) The Impact of China on Sub-Saharan Africa,
IDS Working Paper, no. 291.
7 S. Marks (2006) ‘The summit in Beijing’, Pambazuka News, no. 282, 14 December <http://
www.pambazuka.org/en/category/features/38845>.
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CHAIN-GANG ECONOMICS:
CHINA, THE US, AND THE
GLOBAL ECONOMY
Walden Bello
Global overcapacity has significantly dampened global economic
growth, but China and the United States appear to be bucking the
trend. But is this growth an accurate sign of economic health or
is it an indicator of a crisis in which the two countries are bound
together, with China’s growth dependent on American consumers
and America’s high consumption rate relying on loans from Beijing?
‘The world [is] investing too little,’ according to one prominent economist.
‘The current situation has its roots in a series of crises over the last decade
that were caused by excessive investment, such as the Japanese asset bubble,
the crises in Emerging Asia and Latin America, and most recently, the IT
bubble. Investment has fallen off sharply since, with only very cautious
recovery.’
These are not the words of a Marxist economist describing the crisis of
overproduction but those of Raghuram Rajan, the new chief economist of
the International Monetary Fund (IMF). His analysis, though a year old,
continues to be on the mark.1

Overproduction: the key trend in the global economy
Overcapacity has been the key link between the global economy in the Clinton
era and the Bush period. The crisis has been particularly severe in the socalled core industries. At the beginning of the 21st century, the US computer
industry’s computer capacity was rising at 40 per cent annually, far above
projected increases in demand. The world auto industry was selling just
74 per cent of the 70.1 million cars it sold each year, creating a profitability
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crunch for the weakest players, like former giant General Motors, which lost
$10.6 billion in 2005, and Ford, which lost $7.24 billion in the first nine months
of 2006. In steel, global excess capacity neared 20 per cent. It was estimated,
in volume terms, to be an astounding 200 million tons, so that plans by steel
producing countries to reduce capacity by 100 million tons by 2005 would
still leave ‘a sizeable amount of capacity which...would not be viable’. In
telecommunications, according to Robert Brenner, overcapitalisation has
resulted in a ‘mountainous glut: the utilization rate of telecom networks

The centrality of the United States
to both global growth and global crisis
is well known. What is new is
China’s critical role
hovers today at a disastrously low 2.5–3 per cent, that of undersea cable at
just 13 per cent.’ As former General Electric Chairman Jack Welch put it, there
has been ‘excess capacity in almost every industry.’
Global overcapacity has made further investment simply unprofitable,
which significantly dampens global economic growth. In Europe, for
instance, GDP growth has averaged only 1.45 per cent in the last few years.
And if countries are not investing in their economic futures, then growth will
continue to stagnate and possibly lead to a global recession.
China and the United States, however, appear to be bucking the trend,
though GDP growth in the US has flattened very recently. But rather than
signs of health, growth in these two economies – and their evermore
symbiotic relationship with each other – may actually be an indicator of
crisis. The centrality of the United States to both global growth and global
crisis is well known. What is new is China’s critical role. Once regarded as
the greatest achievement of this era of globalisation, China’s integration
into the global economy is, according to an excellent analysis by political
economist Ho-Fung Hung, emerging as a central cause of global capitalism’s
crisis of overproduction.2
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China and the crisis of overproduction
China’s 8–10 per cent annual growth rate has probably been the principal
stimulus of growth in the world economy in the last decade. Chinese imports,
for instance, helped to end Japan’s decade-long stagnation in 2003. To satisfy
China’s thirst for capital and technology-intensive goods, Japanese exports
shot up by a record 44 per cent, or $60 billion. Indeed, China became the
main destination for Asia’s exports, accounting for 31 per cent while Japan’s
share dropped from 20 to 10 per cent. As Singapore’s The Straits Times pointed
out, ‘In country-by-country profiles, China is now the overwhelming driver
of export growth in Taiwan and the Philippines, and the majority buyer of
products from Japan, South Korea, Malaysia, and Australia.’
At the same time, China became a central contributor to the crisis of global
overcapacity. Even as investment declined sharply in many economies in
response to the surfeit of productive capacity, particularly in Japan and other
East Asian economies, it increased at a breakneck pace in China. Investment
in China was not just the obverse of disinvestment elsewhere, although the
shutting down of facilities and sloughing off of labour was significant not
only in Japan and the United States but in the countries on China’s periphery
like the Philippines, Thailand, and Malaysia. China was significantly beefing
up its industrial capacity and not simply absorbing capacity eliminated
elsewhere. At the same time, the ability of the Chinese market to absorb its
own industrial output was limited.

Agents of overinvestment
A major actor in overinvestment was transnational capital. In the late 1980s
and 1990s, transnational corporations (TNCs) saw China as the last frontier,
the unlimited market that could endlessly absorb investment and endlessly
throw off profitable returns. However, China’s restrictive rules on trade and
investment forced TNCs to locate most of their production processes in the
country instead of outsourcing only a selected number of them. Analysts
termed such TNC production activities ‘excessive internalisation’. By playing
according to China’s rules, TNCs ended up overinvesting in the country and
building up a manufacturing base that produced more than China or even
the rest of the world could consume.
By the turn of the millennium, the dream of exploiting a limitless market
had vanished. Foreign companies headed for China not so much to sell to
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millions of newly prosperous Chinese customers but rather to make China a
manufacturing base for global markets and take advantage of its inexhaustible
supply of cheap labour. Typical of companies that found themselves in this
quandary was Philips, the Dutch electronics manufacturer. Philips operates
23 factories in China and produces about $5 billion worth of goods, but twothirds of their production is exported to other countries.
The other set of actors promoting overcapacity were local governments,
which invested in and built up key industries. While these efforts are often

China’s 8–10 per cent annual growth rate has
probably been the principal stimulus of growth in
the world economy in the last decade
‘well planned and executed at the local level,’ notes Ho-Fung Hung, ‘the
totality of these efforts combined ... entail anarchic competition among
localities, resulting in uncoordinated construction of redundant production
capacity and infrastructure.’
As a result, idle capacity in such key sectors as steel, cars, cement, aluminium
and real estate has been soaring since the mid-1990s, with estimates that
over 75 per cent of China’s industries are currently plagued by overcapacity
and that fixed asset investments in industries already experiencing
overinvestment account for 40–50 per cent of China’s GDP growth in 2005.
China’s State Development and Reform Commission projects that the motor
vehicle industry will produce double what the market can absorb by 2010.
The impact on profitability is not to be underestimated if we are to believe
government statistics: at the end of 2005, Hung points out, the average annual
profit growth rate of all major enterprises had plunged by half and the total
deficit of losing enterprises had increased sharply by 57.6 per cent.

The low-wage strategy
The Chinese government can mitigate excess capacity by expanding people’s
purchasing power via a policy of income and asset redistribution. Doing so
would probably mean slower growth but more domestic and global stability.
This is what China’s so-called ‘New Left’ intellectuals and policy analysts
have been advising. China’s authorities, however, have apparently chosen
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to continue the old strategy of dominating world markets by exploiting
the country’s cheap labour. Although China’s population is 1.3 billion, 700
million people – or over half – live in the countryside and earn an average of
just $285 a year, according to some estimates. This reserve army of rural poor
has enabled manufacturers, both foreign and local, to keep wages down.
Aside from the potentially destabilising political effects of regressive
income distribution, the low-wage strategy, as Hung points out, ‘impedes the
growth of consumption relative to the phenomenal economic expansion and
great leap of investment’. In other words, the global crisis of overproduction
will worsen as China continues to dump its industrial production on global
markets constrained by slow growth.

Chain-gang economics
Chinese production and American consumption are like prisoners who seek
to break free from one another but cannot because they are chained together.
This relationship is progressively taking the form of a vicious cycle. On the
one hand, China’s breakneck growth has increasingly depended on the ability
of American consumers to continue their consumption of much of the output
of China’s production brought about by excessive investment. On the other
hand, America’s high consumption rate depends on Beijing’s lending the US
private and public sectors a significant portion of the trillion-plus dollars it
has accumulated from its yawning trade surplus with Washington.
This chain-gang relationship, says the IMF’s Rajan, is ‘unsustainable’.
Both the United States and the IMF have decried what they call ‘global
macroeconomic imbalances’ and called on China to revalue the renminbi
to reduce its trade surplus with the United States. Yet China cannot really
abandon its cheap currency policy. Along with cheap labour, cheap currency
is part of China’s successful formula of export-oriented production. And the
United States really cannot afford to be too tough on China since it depends
on that open line of credit to Beijing to continue feeding the middle-class
spending that sustains its own economic growth.
The IMF ascribes this state of affairs to ‘macroeconomic imbalances’.
But it is really a crisis of overproduction. Thanks to Chinese factories and
American consumers, the crisis is likely to get worse.
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Notes
1 Raghuram Rajan (2005) Global Imbalances: An Assessment, International
Monetary Fund, Washington DC, October <http://www.imf.org/external/np/
speeches/2005/102505>.
2 Ho-Fung Hung (2005) ‘The rise of China and the global overaccumulation
crisis’, paper presented at the Global Division of the Annual Meeting
of the Society for the Study of Social Problems, 10–12 August,
Montreal, Canada.
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Regulating China?
Regulating globalisation?
Luk Tak Chuen
Looking at African perspectives on China’s role in Africa, the
author argues that China’s aggressive resource extraction strategy
has to be seen not as a strategy specific to China but as part of the
neoliberal globalisation system that is shaping many countries’
exploitative relations towards Africa.
This roundtable discussion is a good opportunity for the NGOs and academics
of China and Africa to come together and exchange views and contribute to
the hot debate on China’s rise and its impact on the development of Africa.
It is particularly appropriate given the high profile engagement of the top
Chinese leadership in the Forum of China–Africa Cooperation (zhongfei
luntan) in Beijing in 2006, and the subsequent sponsorship of the annual
meeting of the African Development Bank in Shanghai recently. My article
will not respond to the dominant North-centric discourses in the global
media and policy community, where the North primarily regards China as
being from the South and a key rival for the North’s economic and political
hegemony in Africa. I want to primarily engage with the variety of African
perspectives on the challenges raised by China’s road in Africa.
Many African perspectives primarily concern themselves with the
economic and political consequences of China’s strategies to secure a
supply of energy and raw material, develop markets, and create economic
partnerships and political alliances with individual African countries.
In particular, an emerging debate focuses on the China factor in shaping
the economic and political development of post-colonial African states,
particularly on the development of the Africa Union as a regional body
regulating the development of the Africa continent.
Many of the debates, however, fail to address China in the context of a
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changing global political economy. Without contextualising China in the
neoliberal global order, it is too easy to single out the country without
addressing the structural and institutional forces that are driving not only
China, but also other more recently emerging powers, to look with covetous
eyes at Africa’s natural resources and markets. We therefore have to identify
the forces driving the Chinese government and transnational enterprises to

Some still regard China as a Stalinist planned
economy in which the Africa strategy is well
planned and coordinated by the political will
and machinery of the Chinese government
pursue their aggressive resource extraction strategy. We have to consider
whether this strategy is specific to China or whether it is developmentalism
and the neoliberal globalisation system that are actually shaping exploitative
relations towards Africa. It is not only China that is eyeing the natural
resources of the Africa continent; it is also other emerging powers in the
South and even within Africa. If the problem is more about the institutional
and structural forces of globalisation that are being inflicted on the ecology
and people in the Africa continent, the issue should be about regulating
globalisation rather than China.
Moreover, many African perspectives share a common bias: they regard
China as a homogeneous entity. Indeed, some still regard China as a Stalinist
planned economy in which the Africa strategy is well planned and coordinated
by the political will and machinery of the Chinese government. However,
after two decades of reform in China, of decentralisation and privatisation,
Chinese strategies and presence in Africa are more of a mix of government
initiatives and the endeavours of private enterprises and individuals. The
ability of the Chinese government to regulate its enterprises and citizens
abroad is limited, especially in this era of neoliberal globalisation. Therefore,
it is important to appreciate that China is a heterogeneous grouping of
various collective actors, i.e. the government, state enterprises, private
enterprises and the public in general, and that the interests among the
various actors within each sector might well differ. For example, the foreign
ministry may be keen to develop better political alliances with African states,
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while the ministry of commerce is trying its best to secure raw materials and
develop markets in Africa. These issues are crucial for African academics
and activists to consider in their analysis of the Chinese government and
Chinese transnational corporations.
The fate of governance reform is another hot spot for African academics
and activists assessing the impact of China’s bilateral diplomacy and nonconditional aid. There is a strong tendency for the African perspectives to
converge around the expectation that China should conform to the governance
reform pursued by the bilateral or multilateral aid offered by Northern donors,
or the various corporate-led ethical initiatives. These discussions, however,
failed to address the controversies embedded in various governance reform
projects and, therefore, the complicated dynamics which the China factor
would introduce. Some governance reform projects are dominated by Northern
interests which are strongly tied to the neoliberal agenda. Some suspect that the
self-regulatory practices of the private sector are greenwashing1 and cosmetic.
The fragmentation of the Africa continent makes regional governance weak
and vulnerable; it is a fact and reality that we have to deal with. As a result,
the simple debate over requiring China to conform to these governance

Some governance reform projects are
dominated by Northern interests which are
strongly tied to the neoliberal agenda
reform initiatives could easily slip into co-opting China into the bigger game
of ‘humanising neoliberal globalisation in Africa’ instead of making use of
the positive dynamics of the China factor to address the issues of a genuine
governance reform that would be favourable to Africa communities.
Many African perspectives still hinge on the broken hopes of statebuilding projects in post-colonial Africa. Most of them, therefore, primarily
address the challenges China poses to the national economic and political
development of African states. It is understandable that many African
activists and academics still see the nation state as their guardian after
years of colonialism, internal conflicts and governance failures. Making the
national interest supreme, however, overshadows the voices and interests
of the local communities who bear the impact of China’s road in Africa. The
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voices and perspectives of grassroots communities should be developed
and strengthened to address the impacts of China – one of the agents of
globalisation, albeit a latecomer in Africa.
The problems inflicted on African communities by the rise of China are
not unique; they are a recurrence with greater intensity of the economic and
political problems driven by neoliberal globalisation. If it was the imperialist
West in the past, the neocolonial North and China in the present, then it may
be Brazil, India or other rising regional powers inflicting similar problems on
Africa communities in the future. If there are more fundamental issues about
the quest for developmentalism, unregulated and irresponsible investment
and the trade practices of global capitalism, the targets and agents of change
favourable to the development of African communities would offer a
completely different agenda from what we have discussed today.
This article reflects the author’s ideas and arguments, not the analysis or position of
Oxfam Hong Kong.
Notes
1 ‘Greenwashing’ refers to the practice where an organisation spends more resources
advertising it is green than on environmentally sound practices.
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CLIENT AND COMPETITOR:
CHINA AND INTERNATIONAL
FINANCIAL INSTITUTIONS
Shalmali Guttal
Within the World Bank and the Asian Development Bank, China
has positioned itself as both client and competitor. Shalmali Guttal
looks at how China has strategically used its membership of the
two international financial institutions to skilfully develop its own
infrastructure and institutions with the money it borrows from them
while using its massive trade surplus and foreign exchange reserves
to secure influence in the economies of less developed countries.

Introduction
The growing economic, financial and diplomatic ties between numerous
African nations and the People’s Republic of China are attracting considerable
attention from national and international policy makers, press and media,
financiers, development agencies, non-governmental organisations (NGOs)
and private corporations. Although China has been economically active
in Africa for several decades, the China–Africa relationship came into the
spotlight in November 2006 at the summit meeting of the Forum on China–
Africa Cooperation (FOCAC) in Beijing, and again in May 2007 during the
Annual Meetings of the African Development Bank (AfDB) in Shanghai.
The FOCAC summit was telling of how China is positioning itself in
Africa. Attended by 48 African delegations (many led by heads of state), it
was dominated by Beijing’s plan for cementing China’s ‘strategic partnership’
with Africa, which included raising the volume of trade to US$100 billion by
2010; doubling official assistance by 2009; the provision of US$3 billion worth
of preferential loans and US$2 billion worth of export credits; establishing a
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China–Africa Development Fund to support Chinese companies investing in
Africa with an initial capitalisation of US$5 billion; and unilateral cancellation
of interest-free government loans owed to China by the heavily indebted and
poorest African countries that matured at the end of 2005.1
While Chinese money, equipment and technical expertise are welcomed by
many African governments, contemporary Chinese forays into the heartlands
of Africa are motivated more by the single-minded pursuit of economic
interests than by the solidarity rationale of the past. In Africa, China seeks
oil, mineral, agricultural and forestry resources to feed its rapidly growing
economy, markets for its abundant mass produced goods, contracts for its
nascent but expanding private sector, and employment for an increasing work
force of workers and farmers displaced in China by its embrace of capitalism
as an engine of economic growth. China imports oil from Sudan and Angola,
and timber and other forest products from Cameroon, Gabon and Equatorial

While Chinese money, equipment and technical
expertise are welcomed by many African
governments, contemporary Chinese forays into
the heartlands of Africa are motivated more by the
single-minded pursuit of economic interests than
by the solidarity rationale of the past
Guinea. Chinese firms mine copper in Zambia and Congo-Brazzaville, cobalt
in the Congo, gold in South Africa, and uranium in Zimbabwe. China is
planning to invest at least US$5 billion in rehabilitating physical infrastructure
and mines in the Democratic Republic of Congo (DRC) for which it would be
repaid in copper and cobalt in the initial phase and, further down the line,
through concessions in nickel and gold and tolls from railroads and roads to
be built as part of the investment package.2
China’s economic largesse is also raising eyebrows and alarm closer to
home in Southeast Asia and the Pacific, where it is promoting ambitious
trade, aid and investment projects in aid dependent countries such as the
Lao PDR (Laos), Cambodia, Burma and East Timor. Here, as in Africa, the
driving forces behind China’s economic plans are the extraction of key
natural resources for energy and raw materials to feed its growth and the
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capture of markets and employment for its goods, private- and state-owned
enterprises and labour. Over 30,000 Chinese families have been relocated
to Laos to work in plantations and infrastructure projects and run shops,
markets, restaurants and hotels. In Laos and Cambodia, China has secured
massive concessions for mining (gold, copper, iron, potassium and bauxite),
rubber plantations, commercial agriculture and tourism. It is the largest
investor in hydropower and energy projects in Burma, Laos and Cambodia
and wields significant political influence over these countries by dint of its
huge economic footprint. In East Timor, Chinese investors are negotiating
an investment package that includes the creation of a retail bank, shopping
centre and port development area, as well as the construction of a road
network and aircraft runways.
At the same time, China is one of the largest borrowers from international
financial institutions (IFIs) such as the World Bank and the Asian
Development Bank (ADB) for developing its own physical, social and
financial infrastructure, institutions and services. Because of a massive trade
surplus and foreign exchange reserves, it has plenty of money to spend in
less fortunate countries and yet it continues to borrow from IFIs at near
market terms. This seeming paradox is in actuality an effective strategy that
combines development, investment and diplomacy to strengthen China’s
economic and political muscle in the global arena. Often times, the World
Bank and ADB find themselves competing with China – one of their largest
and most efficient clients – to secure influence over the economies of other
smaller clients. And while China is not eligible to borrow from the African
Development Bank (AfDB), it can certainly compete with the institution in
the African development and investment arenas.

China and IFIs
Membership in IFIs – including the International Monetary Fund (IMF) –
are opportunities for countries to wield influence over regional and global
finance, economies, development and politics. How much influence a
country can actually exert within these institutions is of course based on its
economic strength and potential. China is member of several IFIs and is using
its membership strategically to build itself up as an economic powerhouse as
well as to position itself as a political entity to be reckoned with.
There is a big difference between IFI members such as Laos, Cambodia
and Nepal on the one hand, and the United States, Japan and Britain on
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the other. Laos and Cambodia are low-income developing countries,
heavily indebted to IFIs and almost completely dependent on foreign aid for
meeting social and economic development goals. They do not have enough
votes to be able to influence decision making within IFIs about institutional
policies and directions. The US and Japan, on the other hand, are wealthy
donor countries and along with other similar members (for example Britain,
Canada, Australia and France), are able to shape the policies and programmes
of these institutions.
China is different in that it straddles both ends of this spectrum. China
is a developing country, but with an economy larger and more dynamic
than many developed countries. China has a high domestic savings rate –
in 2006, it saved approximately half its GDP, about US$1.1 trillion3 – and a

China’s economic largesse is also raising eyebrows
and alarm closer to home in Southeast Asia and
the Pacific, where it is promoting ambitious
trade, aid and investment projects
in aid dependent countries
relentlessly increasing trade surplus that has the US and other trade majors
scrambling to find just about any means to curb China’s exports.4
China has 45,049 votes in the World Bank, which is 2.78 per cent of the
total. In the ADB, China has the largest percentage of votes (5.442 per cent)
among what are called developing member countries (DMCs), followed
closely by India (5.352 per cent). DMCs are ADB members who contribute
subscription capital and borrow from the institution, as opposed to members
such as Japan, the US, Australia, Britain and Turkey who contribute
subscription capital but do not borrow.
In the IMF, China’s quota is US$8,090.10 million of special drawing rights
(SDRs).5 China’s percentage of votes in the IMF is 3.67 – the highest among
developing countries, and sixth highest among all IMF members (countries
with more votes than China are the US, Britain, Germany, France and Japan).
China is not a current borrower of the IMF and has no outstanding payments
or loans to the IMF. At about US$900 billion, China’s foreign exchange
reserves are much larger than the IMF’s lending capabilities. If China were
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to experience a financial crisis similar to the 1997 East Asian crisis, the IMF
would not have the reserves required to bail it out.

China as borrower
China is both a borrower from the World Bank and the ADB, as well as one of
the largest contributors of subscription capital to these institutions. The size
of its economy, its geography, internal diversity, and its embrace of capitalism
make it one of the most important clients of the World Bank and ADB.
Total World Bank lending to China from 1981 to 2007 amounts to
US$41,911.51 million (i.e. almost US$42 billion) for 281 projects. Of this,
International Bank for Reconstruction and Development (IBRD)6 loans
amounted to US$31,964.809 million (almost US$32 billion) and International
Development Agency (IDA)7 assistance to US$9,946.71 million (almost US$10
billion). In the fiscal year 2005–06 alone, the World Bank lent China about
US$1.45 billion for 11 projects.
China is the fifth largest country portfolio of the International Finance
Corporation (IFC) and one of the IFC’s fastest growing client countries. The
IFC is a specialised agency of the World Bank Group that provides finance,
investment advice and technical support to private companies investing in
developing countries. From its first investment in 1985 up till 30 June 2006,
the IFC has invested in 115 projects in China for which it has mobilised
US$2.86–2.24 billion from its own account, and US$930 million from other
participating banks. In the financial year 2006, the IFC committed US$639
million to 24 projects in China.
China has received US$17.95 billion loans in total assistance since joining
the ADB in 1986. In cumulative terms, it is the ADB’s second largest borrower
and the second largest client for private sector financing.8 In 2006, China
was the ADB’s largest loan recipient and received US$1.6 billion, or 21 per
cent, of the US$7.4 billion in loans that the ADB extended in 2006. China
also received the largest share of ADB’s non-sovereign loans and technical
assistance in 2006 – 21 per cent of US$2.6 billion. China gets ‘sovereign,’
‘sub-sovereign’ and ‘non-sovereign’ loans and technical assistance from the
ADB. Non-sovereign loans and technical assistance go to private sector
actors and public sector enterprises without government guarantees.
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China as donor and investor
China is a large contributor to projects sponsored by the ADB. In 2005, it
contributed US$30 million to the Asian Development Fund, and established
the US$20 million PRC Regional Cooperation and Poverty Reduction Fund
– the first developing country to set up such a fund with an international
development agency. By virtue of its size and geographic spread, China is
part of the ADB’s subregional programmes – the Greater Mekong Subregional

China … straddles both ends of this spectrum.
China is a developing country, but with an
economy larger and more dynamic than
many developed countries
Economic Strategy (GMS) and Central Asia Regional Economic Cooperation
(CAREC) – in which it is viewed as a formidable investor. It is also getting
involved in the South Asia Subregional Economic Cooperation (SASEC) by
pledging investment towards transportation and energy infrastructure.
China is also a bilateral donor to numerous developing countries in
Africa and Asia. As Chinese aid and investment become hot news items in
Africa, China is also establishing itself as an economic powerhouse in its
more immediate neighbourhood – Southeast Asia. China is one of the most
influential donors and investors in the Mekong region and Chinese capital,
technology and labour are increasingly visible in transportation, energy,
mining, agribusiness, plantations, telecommunication, tourism and recreation
projects, especially in Burma, Lao PDR and Cambodia. Chinese aid has moved
further afield as well, to better-off countries such as the Philippines and newly
formed nations such as Timor-Leste. China has also spurred bilateral and
regional trade with numerous Asian countries – including members of the
Association of Southeast Asian Nations (ASEAN) – by offered preferential
tariff schemes (including zero tariffs) under ‘Early Harvest Programmes’.
Over the past 15 odd years, China has started to play a leading role in
speeding up investments in the Southeast Asia region through the GMS and
ASEAN+3 frameworks. China is arguably becoming the most dominant
driver of trade and investment in the region, as well as one of the most
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sought after markets for exports of the region’s raw materials and processed
products. China has signed numerous agreements with other GMS member
countries in areas such as transportation, animal epidemics prevention,
information technology, superhighway construction, power trade, tourism
and environmental protection. According to an official Chinese daily
newspaper, ‘Ever since the inception of the GMS Programme, China has been
both a beneficiary of, and a contributor to it and has made large investments
in infrastructure construction within the region.’9
Chinese aid comes in the form of cash and equipment grants, extremely
low interest loans (on which payment can be rescheduled without difficulties)
and unilateral debt relief. Much of China’s aid goes towards complicated
physical infrastructure projects in difficult terrains such as remote rural roads,
bridges over deep and fast flowing rivers, and deep-sea ports. What makes
Chinese aid particularly attractive to recipient countries is the fact that it
comes unencumbered by the kinds of policy conditions demanded by the IFIs
and Northern donors for policy and governance reforms. Equally important,
Chinese aid does not come with packages of expensive consultants that are
commonplace in most Northern-donor financed aid and IFI loan projects.
Chinese ‘experts’ and consultants are not associated with the lavish lifestyles
of their counterparts from Northern aid agencies. They live in relatively
sparse conditions, a picture of frugality, hard work and adaptability.
In early 2006, China offered Cambodia US$600 million in loans with no
strings attached for bridges, a hydropower plant and a fibre optics network to
connect Cambodia’s telecommunications with that of Vietnam and Thailand.
In contrast, later in the year Cambodia’s traditional donors and creditors
collectively pledged US$700 that was laden with policy conditions, several
related to checking corruption. Also in 2006, the World Bank temporarily
suspended payments on two loans because of allegations of corruption. While
corruption is certainly a serious problem in Cambodia and IFIs and Northern
donors attempt to bring it up in every major donors’ meeting, few have taken
a consistent stand against it by cancelling projects altogether or conducting
independent investigations. The World Bank’s temporary suspension of
payments on the two loans was viewed by many as a stop-gap ploy to give
the illusion the World Bank was taking action against corruption rather than
a demonstration of serious intent. Also in 2006, China offered the Philippines
a package of US$2 billion in loans from its Export-Import Bank over the next
three years, over-shadowing the US$200 million offered by the World Bank
and ADB and the US$1 billion loan that was being negotiated with Japan.
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China is criticised by Northern donors and creditors for being secretive
about its aid intentions and for its apparent unwillingness to coordinate aid
activities through forums managed by the World Bank. It is true that Chinese
announcements of aid, trade and investment packages often surprise even
the governments to whom they are offered. And it would indeed be naive to
assume that China’s donor ambitions are fuelled purely by altruism or that
there are really ‘no strings’ attached to its generous offers. But for recipient
countries, China presents both, an alternative source of development finance
as well as a possible escape route from the never-ending cycle of policy

If China were to experience a financial crisis
similar to the 1997 East Asian crisis, the IMF
would not have the reserves required to bail it out
conditions attached to more traditional bilateral and multilateral aid and
credits. Equally important, China’s aid and investment behaviour is forcing
IFIs and Northern donors to be less high-handed with their poorer clients.
China’s official development assistance (ODA) aid to Africa dates back
to 1956. While accurate updated annual figures are difficult to compute, it is
estimated that by May 2006, China had contributed a total of US$5.7 billion
for more than 800 aid projects. Other estimates put the number higher at
US$1–1.5 billion a year, but more important are the terms of ODA. China’s aid
still follows the principles established by late Premier Zhou Enlai in the early
1960s: no conditions or demand for privileges can be attached to ODA; China
provides ODA in the form of grants, interest-free or low-interest loans; and
repayment on loans will be rescheduled if necessary. China’s aid programme
also includes technical assistance, with an emphasis on agricultural technology
and training in Chinese institutions. While Chinese ODA has largely focused
on social projects such as hospitals, schools, low-cost housing, sport venues and
library and government buildings, it also includes infrastructure construction
and agricultural development.10 China has also fulfilled its pledges to cancel
debts of the heavily indebted and least developed countries in Africa without
insisting on the kinds of economic and political conditions demanded by the
World Bank, IMF and G7/G8 countries.
An African Policy Paper issued in January 2006 articulates Chinese
policy objectives toward Africa, in order to build a new type of strategic
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partnership, and how these objectives are to be achieved. The paper
emphasises: ‘”mutual benefit”, “common development”, and “win–win”
results in economic relations’.11 The paper outlines government actions to
promote trade, investment, financial services, agriculture, infrastructure
and resource development, and tourism, complemented by financial and
technical assistance in key social sectors such as health and education. China’s
current engagements in Africa reflect these policies. The US$5 billion newly
committed to Congo includes a US$3 billion infrastructure component and
plans to build 31 hospitals, 145 health centres and two universities.12
This is not to say that China extracts no returns or concessions for the vast
amounts of money it pours into African and Southeast Asian countries. Just
as Chinese ODA comes without the policy prescriptions demanded by IFIs
and traditional Northern donors, Chinese investments in revenue generating
sectors such as mining, energy, hydropower, agriculture and forestry are not
tempered by commonly accepted environmental, labour and social standards.
Information about the size and scope of projects, their impacts and financing

Much of China’s aid goes towards
complicated physical infrastructure projects in
difficult terrains such as remote rural roads,
bridges over deep and fast flowing rivers
and deep-sea ports
are extremely hard to come by and Chinese government agencies, financiers
and private companies generally refuse to divulge information to the
public about their operations. The Chinese Exim Bank, for example, whose
financing far exceeds Chinese ODA, has drawn the fire of numerous civil
society organisations and social movements for financing large hydropower,
mining and agriculture projects without adequate impact assessments and
dialogue with the communities affected by a project. Chinese enterprises in
Africa and elsewhere – including inside China – are heavily criticised for poor
safety and working conditions, exploitative wage practices and pollution.
China is particularly criticised for doing business with dictatorial or extreme
authoritarian regimes such as Burma, Cambodia, Sudan and Nigeria, and for
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ignoring the human rights dimensions of infrastructure, extractive industry
and energy projects.
At the same time, however, Chinese aid and investment packages include,
through the provision of grants or concessional loans, commitments to
provide public goods and social services such as hospitals, schools, public
buildings and technical assistance and building human resources such as
training civil servants, doctors, etc. Also important is China’s willingness to
invest in and build and upgrade physical infrastructure such as roads, ports,
highways, etc. Infrastructure projects, of course, also serve Chinese economic

China has also fulfilled its pledges to cancel
debts of the heavily indebted and least developed
countries in Africa without insisting on the kinds
of economic and political conditions demanded by
the World Bank, IMF and G7/G8 countries
interests well since they provide contracts for Chinese firms, employment
for Chinese labour and procurement for Chinese equipment and materials.
A fact unpalatable to traditional donors and lenders in Africa and Asia
is that it is their own unbending insistence on destructive neoliberal policy
reforms and dismal track records in alleviating poverty that have rendered
China a welcome alternative source of development capital among many
developing countries. The IFIs have yet to come up with a way out of the
debt traps that least and less developed countries find themselves mired in,
which are often results of faulty policy advice and irresponsible lending from
the IFIs themselves. Northern donors demand free trade and investment in
exchange for aid and credits, but close their own markets and societies against
Southern goods and labour. In Africa, where the wounds of colonialism are
deep, raw and still fresh, the structural adjustment programmes imposed by
the World Bank–IMF and development aid characterised by strict economic
policy conditions are viewed by many as a perpetuation of colonial power
relations.13 The World Bank is one of the largest financiers of large-scale
hydropower, energy and extractive industry projects, many of which are rife
with corruption and tainted by human rights violations.
In contrast, China’s ‘win–win’ strategy is attractive for many developing
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country governments that are simply fed-up with jumping through endless
hoops for aid and credits from traditional donors that are slow to arrive and
conditioned on the adoption of a failed development model. For sure, China
is no saint; it wants raw materials, energy resources, minerals and markets
from other developing countries. But in return, it is willing to woo them by
offering attractive terms for finance, trade and investment.

Selective about borrowings and technical assistance
China can afford to be and is selective about what it borrows money for and
the nature of technical assistance and ‘policy advice’ it takes from IFIs. China
goes to IFIs for loans and technical assistances to enhance value addition
to its agricultural, industrial, technological and finance sector capacities. It
would not be far fetched to argue China uses IFI financing and technical
assistance to shore up its position as a global donor, financier and investor.
Since 1999, China has not received concessional loans from IDA and is
only eligible for loans at near market terms from the IBRD. China’s portfolio
is one of the largest in the World Bank and the bank considers China to be one
of its best-performing members in terms of project implementation. Sectors
for which China currently accepts IBRD financing include transportation
(inner provinces to coast), urban development (urban transport, water and
sanitation), rural development, energy, and human development.
Sectors for which China has taken ADB loans include: agriculture and
natural resources, energy, finance, industry and trade, transport and
communications, water supply, sanitation, and waste management.
China is strategic about how it uses IFI financing. China is an extremely
large country with tremendous geographic, cultural and demographic
diversity, and economic and social disparities among its regions. While
some of its regions are wealthy, it also has pockets of intense poverty. As
China transforms itself into a global economic powerhouse, it needs to fill
infrastructure, human, social and institutional development gaps at home, for
which it uses financing and technical assistance from IFIs. Also important to
China is building a strong domestic financial sector and financial institutions
that are able to keep up and comply with international practices and global
trends. China is building capacity in both its private and public enterprises
through financing and technical assistance from IFIs.
At the same time, China has built up an impressive manufacturing
base over the past two decades by compelling transnational corporations
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(TNCs), who came to China seeking cheap labour costs, to locate most of
their production processes in the country rather than simply outsourcing
a selected few processes. Local governments within the country have also
invested heavily to build up capacity in local industries which, combined
with continuing foreign investments, have helped China to beef up its
export-oriented growth strategy.14
The paradoxical result is that even as China borrows from the IFIs to build
new physical infrastructure in sectors such as transportation, water and urban
development, and step up quality in sectors such as agriculture, energy and
human development, it has a surplus of capital which it uses for bilateral aid
and investment in poorer countries. Much of China’s foreign investment
is in natural resources, oil and minerals (for example copper, cobalt, gold,
and uranium) to feed its own rapidly growing economy. China’s growth
figures and potential make it a more, rather than less, attractive client for
IFIs. IFIs are more than willing to bend their lending policies to suit China’s
development model, unlike their less well off clients who are compelled to
accept the economic strategies demanded by IFIs and Northern donors.

A preferred client
IFIs need their large developing country clients such as China, India,
Indonesia and Brazil because this is where their own bread and butter
comes from. China repays its loans on time and although selective about the
projects it borrows for, it borrows in large quantities and ensures that projects
are generally implemented on schedule without messy delays caused by
popular protests, parliamentary or congressional inquiries, or compliance
with domestic social and environmental safeguard measures.
World Bank and ADB documents reveal that they definitely consider China
to be an extremely important client. The ADB’s 2007–08 lending pipeline to
China totals about US$3 billion; 85 per cent of the loan projects are likely to be
located in the poorer central and western provinces. Technical assistance for
the same two-year period will focus more sharply on high-priority, policyrelated and knowledge-based products.
China is also a favoured client for carbon trade and associated projects.
The ADB has given China a grant of US$600,000 to set up a fund to help
the country benefit from the potential multi-billion dollar revenues from
the Clean Development Mechanism (CDM). The ADB estimate that China
can generate ‘certified emission reductions’ (CERs)15 credits of between 150
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to 225 million tons of carbon dioxide equivalent per year, which translate
to a potential annual revenue stream of up to US$2.25 billion. The Chinese
government is expected to use this grant to establish a specialised facility
– the CDM Fund – which will collect levies on the revenues generated by

Just as Chinese overseas development assistance
comes without the policy prescriptions demanded
by IFIs and traditional Northern donors, Chinese
investments in revenue generating sectors such
as mining, energy, hydropower, agriculture and
forestry are not tempered by commonly accepted
environmental, labour and social standards
various CDM projects through CER credits. The CDM Fund will be used to
support domestic climate change related activities.16
The ADB is clearly willing to make adjustments to its own strategy and
policies to accommodate China: ‘The country’s rapid economic development
and its growing importance in the global and regional economy require ADB
to keep its operations relevant to PRC’s needs at the strategic level and add
value to the country’s future development.’ And further, ‘ADB needs to
establish a niche for itself in the PRC’s rapid development process over the
next 5–10 years.’17 The ADB plans to establish this niche by:
•

•

Increasing its sectoral coverage in agriculture and rural development,
energy conservation, environmental protection, urbanisation, social
development, financial reforms, and regional cooperation. In other
words, in whichever direction China expands, the ADB is willing to
follow
Reducing ‘transaction costs’ to the client and introducing innovative
assistance products – which means that China will be allowed to bend
whatever rules needed to keep it borrowing from the ADB; even the
minimal social and environmental safeguards proposed by the ADB will
not be applicable to China
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•

Expanding private sector operations, particularly in the infrastructure
sector, through private–public partnerships – China’s geographic size
and diversity, natural resources, population and increasing incomes
offer huge revenue opportunities for the private sector, which the ADB
hopes to attract by getting the Chinese government to sponsor projects
through private–public partnerships.

On its part, the World Bank has lined up three of its agencies to continue to
respond to China’s needs. The IBRD is oriented towards supporting priority
projects in China’s Five Year Plan – especially for infrastructure, rural
development and natural resource management – by providing loans for
physical infrastructure investments, administering loans and grants provided
by bilateral donors, and technical assistance in the form of ‘policy advice’,
capacity building and analytical services. The bank considers ‘knowledge
sharing and transfer’ particularly important in its relationship with China,

A fact unpalatable to traditional donors and
lenders in Africa and Asia is that it is their own
unbending insistence on destructive neoliberal
policy reforms and dismal track records in
alleviating poverty that have rendered China a
welcome alternative source of development capital
among many developing countries

both in terms of advising the Chinese government on constraints to private
investment, social and financial service delivery and economic growth, and
in advocating China’s so called ‘success stories’ in poverty reduction through
increased economic growth.
The IFC recognises that the private sector has become a critical component
of China’s economy, boosting its economic power domestically as well as
abroad. One of the conditions attached to IBRD loans to China is that stateowned enterprises be privatised in order to boost efficiency and generate
sufficient revenues so as to not be a drain on government expenditure. While
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a lot of IFC support actually goes to large, often foreign-owned companies,
the IFC claims that its support for local small and medium enterprises –
which have limited national institutional support – will help to alleviate the
negative effects of the so called ‘transformation’ of state-owned enterprises.
For the IFC, China presents a wealth of opportunities for enhancing its
own institutional profile and increasing its profits. The IFC is particularly
interested in China’s efforts to liberalise its financial sector since it offers the
bank new opportunities to support the development of private institutions
in the banking and insurance sectors. Its China operations are focused on:
•
•
•
•

Encouraging the development of China’s local private sector, including
small and medium sized enterprises
Investing in the financial sector to develop competitive institutions that
will meet international corporate governance and operating standards
Supporting the development of China’s western and interior provinces
Promoting private investment in the infrastructure, social services and
environmental industries.

Also poised for greater expansion is the Multilateral Investment Guarantee
Association (MIGA), which already provides private investors guarantees
against ‘sub-sovereign’ (i.e., at provincial, city, county, or district levels)
risks, especially in infrastructure and water projects.18 MIGA is particularly
eager to facilitate foreign direct investment in China by providing guarantees
and technical assistance to support China’s western and northeast regional
development strategy and Chinese outward investment.

Positioning itself and calling the shots
In regional and global IFI platforms, China presents a strong ‘southern’ position,
argues for greater South–South cooperation, challenges the hegemony of the
industrialised North in providing aid, investment capital and technology, and
defends the rights of developing countries to self-determination. Recently,
China formally opposed the IMF’s new surveillance framework that was
adopted at the IMF’s executive board meeting and criticised the process by
which it was adopted in spite of objections and reservations from developing
countries.19
Although China certainly benefits greatly from the infrastructure it finances
(such as roads, ports, bridges, factories and hydropower plants) by gaining
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access to raw materials, energy, capital and trade markets, Chinese policy
makers argue that China is using its growing wealth to create development
opportunities for less well off developing countries and in the long term, is
fostering peace, harmony and solidarity among developing countries.
This is not to say that China supports information disclosure and public
accountability in the IFIs or dialogue between IFIs, host governments and
civil society. On the contrary: Chinese representatives in IFIs and other
regional/global platforms are notorious for being aloof and unapproachable
to civil society and other ‘non-official’ representatives. What China argues
for is the sovereign rights of governments to shape their own development
strategies and to make decisions about projects and policies regardless of
social, environmental and governance implications. It matters little to China

IFIs are more than willing to bend their
lending policies to suit China’s development
model, unlike their less well off clients who
are compelled to accept the economic strategies
demanded by IFIs and Northern donors
that building eight dams on the Lancang river (the upper Mekong), in what
it considers its own sovereign territory, will have negative impacts on critical
ecologies and livelihoods in countries located downstream. It will purchase
the compliance and cooperation of disgruntled governments by offers of
roads, energy projects, and trade and investment preferences.
Along with other large borrowers such as India, Brazil, Indonesia and
South Africa, China is shaping the lending and operational policies of many
IFIs. Many middle-income clients have expressed unwillingness to borrow
from the World Bank and ADB for large infrastructure projects if they are
required to adhere to the environmental and social safeguard policies that
come as part of the financing packages. China and India, for example,
already have access to project finance from international capital markets
and refuse to be subjected to what they consider onerous and intrusive
external social and environmental standards for projects that benefit the
investors as much as they benefit the host country. Objections have also
been raised about the inspection mechanisms of these institutions, which
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(at least in theory) can be used to halt or delay projects deemed as violating
their social, environmental and financial safeguard measures. The response
of the World Bank and ADB has been to pare down their own – already
minimal – safeguard measures to keep developing country governments
happy and borrowing.
In early 2005, the World Bank initiated a pilot programme called ‘country
systems’ through which the bank would apply a borrowing country’s own
environmental and social safeguard systems to assess the potential impacts
of infrastructure and other projects.20 Although couched in language such as
‘expanding development impact’, ‘increasing country ownership’, ‘building
capacity’, ‘facilitating harmonisation’ and ‘increasing cost effectiveness’, the
main impulse behind the programme seems to be to: a) ensure that the bank
continues to have a presence in large infrastructure projects, either through
direct financing or through ‘advisory’ services, and; b) transfer responsibility
for negative social and environmental impacts onto host governments since
it is now their safeguard measures that are to be followed. Environmental
activists indicate that the institution may well be on a path of ‘downward
harmonisation’ of project standards to ensure that it does not lose its
infrastructure borrowing clientele.
The ADB has taken similar measures with regard to its public information,
inspection and safeguard policies. The newly revised public information
policy does not even recognise the ‘public’ as a principle target audience
and is tailored to meet the information needs of the private sector and
governments. The unfortunate story of the ADB’s inspection policy bears
telling. The very first project that the inspection policy was tested on was
the Samut Prakarn Wastewater Management Project (SPWMP) in Thailand.
Thai government officials and ADB staff responsible for the project not only
rejected the grounds for inspection, but also refused to cooperate with the
inspection team.
Despite numerous setbacks, the inspection team found grave violations of
the ADB’s operational policies and directives and made recommendations
accordingly. Senior ADB management and staff by and large dismissed the
findings of the inspection team and refused to acknowledge any wrongdoing
on their part. Most unexpected, however, was the response of the ADB’s
executive directors to the inspection report, most of whom rejected the report.
The strongest and most vociferous rejection came from Mr Zhao Xiaoyu,
the executive director for China, who called the SPWMP inspection result
skewed, biased and a ‘lousy course of dish’, and invoked the experience
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of the World Bank’s inspection of China’s Western Poverty Project as an
example of how multilateral development bank staff can be demoralised by
externally led investigation efforts. According to Director Zhao Xiaoyu, the
World Bank inspection result induced bank staff to maintain ‘big China maps
on the wall with little red flags pinned here and there … The marks stand for
regions with ethnic residents and the staff are constantly reminded to keep

Chinese representatives in IFIs and other
regional/global platforms are notorious for
being aloof and unapproachable to civil society
and other ‘non-official’ representatives.
away from these places.’21 As a result of the controversy surrounding the
SPWMP inspection process and the rejection of the inspection report by the
ADB’s most influential borrowers, the ADB’s inspection policy has become
so watered down that it may as well cease to exist.
The readiness of IFIs to make adjustments to their lending and governance
policies to suit borrowing governments poses important and tricky strategic
questions for civil society organisations who are fooled into believing that
IFIs are actually development institutions that can be made to stop bad
projects by operational directives, safeguard measures, etc.

Conclusion
The above arguments are not intended to valourise China’s dealings with
IFIs or its role as an external donor and investor. From a constructive start
possibly based on Southern solidarity politics several decades ago, China’s
current aid and foreign investment practices have begun to dangerously
resemble colonialism. For numerous countries in Africa and Southeast Asia,
China has been a donor, financier, investor, contractor, builder and market.
Certainly, China’s intentions, tactics and overall strategy should be closely
monitored by civil society actors and challenged as needed, much as we
would do in the case of any other country with colonial ambitions.
What is interesting in the case of the IFIs, however, is that China exposes
them for what they are – bankers and financiers whose first and last priorities
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are to push loans and financing regardless of the costs, and recoup money
and make profits for their shareholders.
China’s relationship with the IFIs defies easy categories. On the one
hand, China uses IFIs to leverage access to relatively cheap capital and
technical support to meet its own growing infrastructure, human and social
development, technological and institutional needs; here it is no different
from other middle-income developing countries. On the other hand, China
uses IFIs to expand its economic reach, and access markets and investment
opportunities in other developing countries through IFIs projects and
programmes; and here, it is no different from developed countries. In both
cases, China is using IFIs to shore up its economic, financial, political and
strategic advantages and potential.
China is too important a country in the world of development finance
and financial institutions for civil society to ignore. Rather than look
for clear ‘for’ or ‘against’ positions on China, we need to find and create
opportunities to engage with this newly emerging economic super-power.
Given the Chinese government’s recalcitrance over engaging in dialogue
with external civil society actors, this is indeed a daunting task. It is
crucial that researchers, academics and representatives from workers and
farmers’ unions, indigenous peoples’ organisations and other civil society
organisations from outside China build strong collaborative relationships
with their Chinese counterparts. In the long term, the voices of caution and
conscience that Chinese policy makers are most likely to listen to are those
of the Chinese public.
This paper is an adaptation of a presentation made by the author on the same subject
at the conference in Shanghai in May 2007.
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THE EQUATOR PRINCIPLES AND THE
ENVIRONMENTAL RESPONSIBILITIES OF
THE FINANCIAL INDUSTRY IN CHINA
YU XIAOGANG and DING PIN
The Equator Principles are a benchmark developed by the financial
industry for judging, evaluating and managing risk in project
financing. Yu Xiaogang and Ding Pin describe how the principles
have been used to try and ensure that financial assistance from
Chinese banks goes to projects in China that minimise damage
to the environment. He points out the crucial yet still developing
role of Chinese NGOs in helping this happen.
Behind every large-scale environmentally risky project sit investors,
private-owned and state-owned banks and financial institutions. In general,
enterprises contribute around 30 per cent of funding of a given project,
while banks contribute the remaining 70 per cent in the form of loans, and
it is only with the bank’s accreditation that projects can get loan funding
and be implemented. Banks, therefore, are strong supporters of companies’
behaviour.
Banking and financial institutions start from a consideration of the returns
to be made on an investment, and look to the size, not the quality, of a given
investment. However, environmental and social problems arising from
investment projects bring bad publicity for banks and financial institutions.
NGOs from both developed and developing countries have applied a lot
of pressure on banks and financial institutions and pushed the financial
industry to develop environmental and social policies.
Under developed market economy conditions, the importance of bank
financing of projects outweighs the importance of government approval
processes. For example, governments of all countries only invoke the right
to approve investment projects above a certain threshold, whereas banks
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base loan decisions on considerations of loan risk and benefit, normally
carrying out risk assessments for investments exceeding RMB10 million (or
sometimes even RMB500,000).
Consequently, countries around the world are tending towards a consensus
which treats financial assets as a scarce resource, and which seeks to improve
the efficiency of loan use through strengthening the impact of finance on social
investment, avoidance of risk, adjustment of the industrial structure and the
encouragement of reasonable consumption. Under these circumstances, it
is necessary to consider the social and environmental impact of investment
projects and to perfect financial risk evaluation and early warning mechanisms.
Therefore, when making and administering loans and managing projects, the
financial industry, financiers and banks should take responsibility for the
environmental and social impacts of the projects they support.
Let us look first at examples of the damaging environmental impacts of
some major projects financed by the international financial industry.

The negative environmental impacts of projects
At the beginning of this century, Citibank’s investment projects, notably
the Camisea Natural Gas Project, became the focus of public criticism. In
2000, America’s Hunt Oil and the SK Corporation of South Korea invested
US$1.6 billion in Peru for the development of the Camisea natural gas
project, including prospecting for oil in the Peruvian rainforest, setting up
of four drilling platforms, installing two natural gas pipelines to transport
gas to the Peruvian coast and building two natural gas processing plants
on the coast near Lima. Three-quarters of the project area is located within
the territory of indigenous peoples living in isolation from the rest of the
world. In the 18 months after the project started producing oil, the pipeline
ruptured four times and in at least three cases this caused major spills. In
May of 2004, a report from the Epidemiology Office of the Peruvian Ministry
of Health showed that 22 indigenous communities and a host of agricultural
communities could not avoid being affected, either directly or indirectly,
by the project. This impact includes the loss of fish species, landslides and
exposure to communicable diseases. Citibank, as the financial backer of the
Camisea project, also came in for fierce criticism from environmental NGOs,
most notably from the Rainforest Action Network.
In addition to the Peruvian natural gas project, Citigroup is also involved
in the logging of redwoods in California’s Headwaters forest, pipeline
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construction in Ecuador, and the development of oilfields in Papua New
Guinea, all of which investment projects damage already fragile forests and
local communities as well as accelerating global warming.
Citibank has been the subject of fierce criticism from environmental
NGOs for its role in providing investment to many such environmentally
damaging projects. As a result of this, Citigroup has adopted comprehensive
environmental protection policies, set new investment standards, carried out

When making and administering loans
and managing projects, the financial industry,
financiers and banks should take responsibility for
the environmental and social impacts of
the projects they support
capacity building with employees and industry partners, as well as setting
and constantly improving its environmental and social policies. In 2005,
of 21 projects in which there was a potential for significant environmental
damage, Citibank approved only three, and these were carried out in strict
accordance with the Equator Principles and environmental and social risk
management policies.
The Japan Bank for International Cooperation was involved in a number of
projects in Asia that had damaging environmental impacts. For example, as a
result of the construction of the Kotopanjang Dam in Indonesia, residents lost
their means of livelihood due to resettlement, and water and forest resources
were damaged. In the construction of the San Roque Dam in the Phillipines,
ethnic minority peoples were deprived of their means of livelihood, while in
the case of the Samut Prakarn wastewater treatment project in Thailand, no
prior evaluation was made of the impact on the fishery industry.
At this stage, international NGOs mounted an environmental campaign
severely criticising projects funded by export credit agencies and calling for
large-scale environmental and social reform. This campaign included not
only developed-country NGOs, but also those from developing countries,
such as Indonesia.
The Sakhalin-2 integrated oil and gas project was criticised by NGOs
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and indigenous peoples as a threat to the western grey whale (a species
facing extinction), for damaging the habitats of rare fish and bird species
and for pollution affecting the local fishing industry. Russian NGOs lodged
complaints in the courts and in 2005 indigenous peoples of Sakhalin Island
staged two protests against the project, garnering international attention.
They believed that Credit Suisse First Boston should not play the role of
financial consultant to a project which violates the Equator Principles in many
places. Other banks, such as ABN AMRO, were also involved in this project.
Under pressure, the project developers contracted the World Conservation
Union (IUCN) to organise an independent scientific evaluation of the impact
of the project on the western grey whale.
The Baku-Tblisi-Ceyhan crude oil pipeline (BTC) project was the first to be
classified as a category A project under the Equator Principles, and was their
first major test. The project was financed by nine banks, including the Royal
Bank of Scotland. A number of NGOs (including the Worldwide Fund for
Nature and Friends of the Earth) pointed out that the BTC project violated the
Equator Principles in a total of 127 places, and that as a consequence, Equator
Principles financial institutions should not be involved in its financing. At
the same time, the banks were under pressure from the media, and NGOs
appealed to the courts to protect human rights and the environment. As a result
of this pressure, the consortium of banks financing the project commissioned
an evaluation from an independent environmental consultant. In addition,
and for further peace of mind, the financing consortium contracted a second
environmental consultant to assist them in monitoring the project.
Due to resistance from local NGOs, ten years on the Asian Development
Bank’s Nam Theun 2 hydropower project (Laos) has still to get off the ground.

The safeguarding policies embodied in
the Equator Principles
The adoption of sustainable development principles and related policies by
the international financial industry is a historic trend of our times. The World
Bank, the Asian Development Bank, the International Finance Corporation
(IFC) and other multi-country regional development banks have already
voluntarily produced, committed to, and implemented relevant environmental
and social policies, and these are constantly being updated.
In January 2003, the Collevecchio Declaration on Financial Institutions and

40

Environmental responsibilities
Sustainability was released by more than a hunded NGOs. The declaration
sets out six principles which it is hoped financial institutions will adhere to.
These are commitments to sustainability, to do no harm, to responsibility, to
accountability, to transparency and to sustainable markets and governance.

In 2005, of 21 projects in which there was
a potential for significant environmental damage,
Citibank approved only three, and these were
carried out in strict accordance with the
Equator Principles and environmental
and social risk management policies
The influence of the declaration on the Equator Principles has been significant,
and it has subsequently become a reference standard used by NGOs to
evaluate the environmental and social impact of financial institutions.
In June 2003, ten major commercial banks from seven countries, including
Citibank, ABN AMRO and WestLB AG led the way in voluntarily committing
to respect norms for the sustainable development of the financial industry –
the Equator Principles. Following this, more and more major banks gradually
signed up to the principles, including HSBC, Standard Chartered and Bank
of America. In 2003, export credit agencies of all countries adopted the
Recommendation on Common Approaches on Environment and Officially
Supported Export Credits.
To date, more than 40 major private banks, with a presence in more than
a hundred countries have committed to respect the Equator Principles.
These banks together contribute more than 80 per cent of the global market
for project development financing, and include a number of banks from
developing countries, including four major Brazilian banks. Seven out
of ten South African banks and three out of twelve Nigerian banks have
incorporated environmental, social and environmental pollution and
management of ecological damage into their risk assessment procedures
used in loan approval and some banks have adopted stricter environmental
policies than those set out in the Equator Principles.
The Equator Principles are formulated in compliance with the policies of
the major world financial institutions, the IFC and the World Bank, and are
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an industry benchmark for judging, evaluating and managing risk in project
financing. When banks make investment decisions, they should do so based
on specific clauses and conditions, and these should include a basis for the
classification of risk. This is the core of the document, set out in ten articles
or principles. Principle 1 relates to the grounds for categorising project risk.

International NGOs mounted an
environmental campaign severely criticising
projects funded by export credit agencies and
calling for large-scale environmental and
social reform. This campaign included not
only developed-country NGOs, but also
those from developing countries
Principle 2 stipulates social and environmental assessment (SEA) requirements
for category A and category B projects. Principle 3 specifies principal content
of the SEA, while Principle 4 states requirements of the action plan. Principle
5 specifies a framework for open consultation with affected groups. Principle
6 gives information disclosure and public participation requirements and
requires the establishment of grievance mechanisms. Principle 7 states the
requirement for independent monitoring, while Principle 8 specifies that
compliance covenants be included in financing documentation. Principle 9
mandates the appointment of independent environmental and social experts,
and Principle 10 requires periodic and open reporting on the project.
The content of the principles deals mainly with the following areas:
environmental assessment requirements of different types of projects
(including environmental assessment, urban and engineering projects,
resettlement, indigenous peoples, natural habitats, forestry, pest
management, cultural property, safety of dams, roads and international
waterways); environmental and social impact evaluation (including health);
environmental management plan requirements (including reduction
of environmental and social risk); action plans; monitoring (including
timeframes); independent expert assessment; borrower covenants (including
adherence to environmental management plans in the course of project
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set-up and operation, periodic reporting of the status of implementation,
etc); grievance systems (including specifications for action to be taken by the
bank in cases where the borrower fails to comply with environmental and
social clauses) and periodic and open reporting by the bank.
Banks undertaking to comply with the Equator Principles formulate green
statutes, guidelines and handbooks governing their behaviour, and establish
environmentally and socially sustainable development departments, as well
as pools of consultants on environmental and social questions.
The Equator Principles have helped strengthen communication and trust
between banks, civil environmental organisations and the public, as well
as increasing the attention of shareholders and external interests towards
environmental and social safeguards. To a certain extent, they have also
reduced the probability of negative environmental and social impacts of
investment projects, reduced the overall volume of bad investments, and
increased investment efficiency.
The Equator Principles are a historic landmark in the development of
international finance, setting for the first time minimum environmental and
social standards applicable in international project financing and succeeding
in getting these applied.
In July 2006, banks from a number of countries jointly revised the Equator
Principles to incorporate the performance standards of the IFC. These
standards are an update of the World Bank’s environmental and social
safeguard policies, and target the private sector. In total, there are eight
standards: social and environmental assessment and management systems,
labour and working conditions, pollution prevention and abatement,
community health, safety and security, land acquisition and involuntary
resettlement, biodiversity conservation and sustainable natural resource
management and indigenous peoples and cultural heritage. In addition,
under Standard 3, rules relating to gas and wastewater emissions are taken
from the Pollution Prevention and Abatement Handbook of the World Bank.

Status of implementation
To date, the financial organisations of essentially all OECD countries have
formulated new environmental evaluation programmes, industry financing
directions and similarly detailed rules, as well as establishing dedicated
implementation organs and personnel. For example, chairs of the board
of directors of banks, chief executive officers, other high-level bankers
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and directors frequently take corporate social responsibility seriously,
and exert their influence at board meetings, believing that banks should
place emphasis on environmental and social risk and reduce financial risk.
In such cases, these high-level personnel actively take part in setting and
implementing internal corporate social responsibility policies, undertake

Under pressure, the project developers
contracted the World Conservation Union
(IUCN) to organise an independent scientific
evaluation of the impact of the project
on the western grey whale
related training, personally approve environmental and social policies, read
related government reports, and so on.
In addition to voluntarily implementing the Equator Principles, and in
order to clearly delimit minimum loan amount and investment standards
in environmentally sensitive industries, in 2004 HSBC’s Sustainable Risk
Advisory released the bank’s first industry-specific financing guidelines, on
forest land and forest products. Following this, the group released guidelines
on freshwater infrastructure and on the chemicals industry sector, and risk
policies on the energy sector and the mining and metals sector.
The energy sector risk policy, for example, specifies that HSBC should not
provide loans to enterprises whose activities cause pollution in a number
of specified areas, including UNESCO world heritage sites, locations
on the Register of Wetlands of International Importance (of the Ramsar
Convention on Wetlands), primary tropical moist forests, high conservation
value forests and critical natural habitats. In addition, HSBC expects client
companies in Kyoto Protocol Annex 1 countries to comply with the protocol
and EU companies to comply with their allowances under the EU emissions
trading scheme.
The policy also states:
HSBC is committed to supporting the energy sector. It will work
with clients who meet its sustainability standards and those who are
making credible progress towards meeting them. In line with its own
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commitment to reduce greenhouse gases and combat climate change,
HSBC will also encourage its clients to consider similar measures and
proactively support clients moving towards cleaner technology.

Problems with implementing the Equator Principles
Industry experts have raised the point that using the size of investment as
the criterion for applying the Equator Principles is unreliable, because a
small project, with an investment of only US$10 or 50 million or less can still
produce a major negative impact in a sensitive area or developing country.
The Equator Principles are also not always applied in earnest. Due to their
voluntary nature and the lack of a body for their enforcement, there are some
banks that do not operate in accordance with the principles.
Moreover, the principles are capable of being deliberately evaded. For
example, a powerful project developer could potentially raise funds from
shareholders and use these for project start-up until work was completed, at
which point they could secure limited recourse debt for ongoing financing.
Equally, a project developer can seek an alternative source of financing (or this
could be arranged by banks), such as bonds or similar financial instruments,
or the bank can use an alternative investment method, such as providing
a company loan direct to the company developing the project under the
guarantee of the project developer. Alternatively, the project developer can
also carve up a large project into smaller projects so that they fall under the
US$10 million threshold.
If the principles were strictly applied, category A projects would find it
hard to raise funds at all. Further, investment banks have only a limited
influence on the projects they finance. Because it is difficult to intervene
in the initial stages, investment banks normally come in once a project has
already been settled.

Other countries’ expectations of China
Following China’s ‘Going global’ strategy, the country is fast becoming
a major financer of large-scale development projects, with much of this
financing concentrated in Southeast Asia, sub-Saharan Africa and Latin
America. China’s Africa strategy is the most representative example of this
trend. Of the projects in which China is investing, a large proportion are in
fields with a major environmental impact, such as the extractive industries
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(oil, natural gas and minerals) and large-scale basic infrastructure projects
(including dams and electricity projects).
China’s largest providers of capital include the policy banks and the
commercial banks, in which the state retains a controlling share. Policy
banks include the Export-Import Bank of China, the China Export and
Credit Insurance Corporation, and the China Development Bank. By 2010,
the Export-Import Bank of China and the China Export and Credit Insurance
Corporation will have turned China into the world’s largest supplier of export

To date, more than 40 major private banks,
with a presence in more than 100 countries have
committed to respect the Equator Principles.
These banks together contribute more than
80 per cent of the global market for
project development financing
credit. By that time, long-term loans supplied by the Export-Import Bank of
China are expected to reach between US$40 billion and US$80 billion, while
insurance provided by the China Export and Credit Insurance Corporation
is expected to reach US$1.2 trillion. The Export-Import Bank of China has
already become one of the three largest credit exporting organisations in
the world, alongside the Japan Bank for International Cooperation and the
Export-Import Bank of the United States.
The China Export and Credit Insurance Corporation provides a combination of medium- and long-term investment to high-risk clients. For the
most part, the Corporation concentrates on countries with underdeveloped
economies, in which management is fairly lax, such as the Sudan, Cuba,
Angola, Nigeria, the Phillippines, Pakistan and Brazil. For the most part,
beneficiary countries are of the opinion that the Chinese banks provide loans
at low interest rates, and with rapid approval processes.
Violating banking and financial industry norms can expose Chinese
financial institutions to pressure and serious consequences. This has occurred
in a number of overseas investment projects.
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A number of Chinese financial institutions and companies have plans
to develop palm oil plantations in central Borneo. These number 18 in
all, with an average area of 100,000 hectares, though such development
could be a threat to seven rivers in the country, including the Rajang
river, as well as damaging the habitats of 200 bird species, 150 species of
insect and amphibian and 100 mammal species.
The China International Marine Containers (Group) Ltd is engaged
in logging hardwood in Surinam to produce trays for use in their
containers, and this is likely to have a negative impact on the local black
community.
At the beginning of the century, Jilin Provincial government invested in
the lumber business in Surinam, but due to their lack of understanding
of local forest and environmental protection laws, more than RMB70
million invested in equipment was squandered.
China National Machinery Import and Export Corporation is investing
US$3 billion in an iron ore mine, a port, railway and two dams in the
Belinga Mountains in Gabon. This could have an impact on a conservation
area home to western lowland gorillas and chimpanzees.

In 2006, the then World Bank president, Paul Wolfowitz, warned Chinese banks
that they must comply with the Equator Principles, and that they cannot make
the same mistakes in Africa that France and the United States did. In Africa,
there are people speaking out who want to drive China out in the same way
that India was driven out in the 1960s. Pollution and environmental damage
could well become an important reason for such attitudes.

The modernisation of Chinese banks and financial
institutions
For a long time, Chinese banks have paid insufficient attention to environmental and social issues, and a number of banks and high-level banking
figures do not understand the link between banking and these issues, seeing
them as problems for the State Environmental Protection Administration
(SEPA) or the Ministry of Labour and Social Security (MOLSS). In 2001, the
IFC took shares in the Nanjing City Commercial Bank (NCCB, now Bank of
Nanjing). The first point to be raised by the IFC during discussions was the
requirement that the NCCB produce an environmental protection charter in
line with international standards, and institute environmental management
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systems. For a domestic bank, there is no doubt that this was a conceptual
innovation. Not only did the IFC require the NCCB to provide the names of
two bank officials responsible for environmental issues, they also provided
these officials with specialist training. This is a vivid lesson for both the
NCCB and China’s other major banks.
Following reforms in China’s financial system, banks have independent
decision-making power over loan allocation, and decisions are made based
on the profitability of the company concerned. As banks’ investment policies

The then World Bank president,
Paul Wolfowitz, warned Chinese banks that
they must comply with the Equator Principles,
and that they cannot make the same mistakes in
Africa that France and the United States did
are centred on financial risk and the company’s ability to make effective use
of loaned funds, it is very easy for banks to chase quick returns, and pay
insufficient attention to China’s national situation and natural resource,
environmental and social challenges, and this can lead to poor investments.
At present, the credit policies of the Chinese financial industry pay
insufficient attention to environmental and social safeguards. This must
change, and for a number of reasons. Firstly, as independent corporate legal
entities, banks’ credit policies must obey the principles of sustainability
and demonstrate a commitment to social responsibility, in the same way
as other such entities do. To not follow such principles would be to expose
the bank to brand and reputational risk in the event of an environmental or
social problem. Secondly, if there are problems with the environmental or
social safeguards used by an investment bank investing in a given project,
environmental or social compensation must be paid, and this can create a
bad loan. Problems arise, not just because the borrower may be unable to
repay capital or pay interest, but because the bank as creditor (and those
associated with the bank) will face rising costs which they must cover. Today,
therefore, all successful banks around the world start from a principle of
sustainability and pay great attention to environmental and social safeguards
in their investment policies.
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Starting from 2007, China is coming into line with international banking
and financial standards, including transparency standards, and is starting
to apply the Equator Principles. All of China’s large banks are starting to
increase the size of loans for environmental protection projects; they are
actively working to reduce credit risk, make loans more socially useful and
raise awareness of social responsibility among companies in order to protect
the global environment and ensure harmony between different countries
and peoples of the world.
Following China’s entry into the WTO, increased contact with the
international financial industry and the building of a modern banking
industry, China must establish green investment policies and investment
policies for sustainable development. The government should legislate on
the basis of investment policies and bring auditing of investment budgets
into the orbit of the legal system. Banks must set up green auditing
mechanisms, and allocate responsibility to departments and specialist
personnel for environmental and social protection, and thereby put in place
green safeguards on investment. Banks should also put in place mechanisms
for public accountability and periodic reporting. These measures are
extremely important for the strengthening of risk management, increasing
competitiveness in world financial markets, maintaining the good name of
Chinese banks and promoting the harmonious and sustainable development
of China’s financial industry.

Negative impacts of domestic investment projects
There are several examples of the harmful impacts of investment projects in
China. In the 1990s, with the closure of enterprises engaged in 15 polluting
industries in the Huai river basin, the Agricultural Bank of China found itself
unable to recoup more than RMB1 billion in loans.
In January 2005, SEPA announced the closure of 30 projects guilty of
illegally starting construction, and with a combined investment of almost
RMB118 billion. Among these was the Xiluodu hydroelectric station on the
Jinsha river, with a total investment exceeding RMB44 billion, only a little
less than that of the Three Gorges Project. The projects were suspended for
lack of official approval of their environmental impact assessments. The
suspension or cancelling of these large and super-large projects must have
had a huge impact on the banks financing them.
The ADB Lingjintan hydropower project started contributing power to the
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grid on 26 December 1998 when the first generator was put into operation.
The project was completed in January 2001 and was judged by the ABD
to be a technical and economic success. However, because of lack of funds
and because resettlement plans had not been completed, the project had a
negative impact on those displaced during its construction (3,687 people
were formally resettled, though another 6,100 people were also affected).
Subsequent evaluation found that the incomes of 50 per cent of those resettled
suffered due to lack of land or other means of gaining a livelihood, while
only 8 per cent expressed satisfaction with the resettlement. The majority
said that it was hard to re-establish a livelihood following resettlement, and
most were dissatisfied with the compensation offered for this.
The first generator was installed in the ADB Mianhuatan hydropower
project in July 2001. The project was completed in March 2003, when it
was judged to be a technical and economic success. Those displaced by the
project were resettled according to China’s resettlement regulations and
a resettlement plan approved by the ADB. A total of 39,393 people were
affected by the project, of whom 36,640 lost land and 36,913 lost houses.
Although those resettled expressed satisfaction with the new houses
provided after resettlement, they expressed dissatisfaction with their ability
to re-establish a livelihood, and believed this was not adequately catered for
in the resettlement policy or compensation given.

Positive impacts of domestic investment projects
There are also a number of examples where the impacts have been positive.
The WWF (the global conservation organisation) and HSBC Yangtze river
programme was started in 2002, with RMB30 million provided by HSBC.
The project selected three lakes along the central section of the Yangtze river
and cut off from the river as demonstration areas – the Hong lake, Zhangdu
lake and Tian’e Zhou. The objective of the project was to restore seasonal
linkages between the lakes and the central section of the river, improve
water quality and help 296 pilot fishing households to develop sustainable
fishing methods. Following the combined efforts of the WWF and the local
government, 1.5 million nets and poles formerly used to demarcate fishing
areas on Hong lake have been decommissioned and water quality has
improved. According to calculations, 34 types of waterfowl have returned
to the lake and in great numbers. To date, a total of 450km2 of wetlands
have been rehabilitated, greatly exceeding the original target of 200km2
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over five years, while the establishment of ecological wetland industries
has resulted in a two- to threefold increase in the incomes of local peasants.
In addition, HSBC distributed free ‘I Love the Mother Lake’ environmental
education textbooks to more than 100,000 students at 258 schools in Hong
Lake City.
Between 2003 and 2006, the World Bank provided loan funding worth
several hundreds of millions of dollars for nearly 20 projects in Chongqing,
including construction of a water plant, a water treatment plant, a waste
disposal plant, railway, expressway, flood-prevention dykes and small
towns. In addition, the World Bank used this as a trial of the Equator
Principles in China. Following the requirements of the principles, the World
Bank established a project supervisory consultative committee, composed of

For a long time, Chinese banks have
paid insufficient attention to environmental and
social issues, and a number of banks and highlevel banking figures do not understand the link
between banking and these issues
NGOs, academics and professors, accountants, village-level cadres, retirees,
etc, with the remit of inspecting, overseeing and providing feedback on the
project. The committee was headed by a member of the Green Volunteer
League of Chongqing and received guidance from an international
engineering consultancy firm.
The committee was diligent in its work and carried out in-depth on
site investigations in situ and with people concerned with the project, and
organised a consultation meeting attended by members of the public to
evaluate the social and environmental impacts of the project. During this
process, the committee discovered a number of problems: destruction of
forests and protected dinosaur remains, forcible relocation of residents,
wanton filling in of wells and cutting off of drinking water supplies, lack
of compensation for appropriated land, artificially low relocation fees,
poor quality relocation housing with cracked walls and leaking roofs and
delays of several years between the demolition of residents’ old houses and
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building of new ones, etc. All of these problems made life difficult for those
relocated during the project, which generated dissatisfaction and some
protest. The problems uncovered by the committee were reported to the
local government and to the World Bank, following which they were dealt
with, greatly reducing the negative impacts of the loan.
At the same time as bringing to light problems in the World Bank
programme, the committee discovered a number of problems relating to an
ADB project in the province, including the lack of consideration given to the
opinions of the people being relocated over where they were relocated to
and the type of accommodation, the provision of poor quality housing, and
the inadequate provision of necessary facilities such as natural gas systems,

As banks’ investment policies are
centred on financial risk and the company’s
ability to make effective use of loaned funds, it
is very easy for banks to chase quick returns,
and pay insufficient attention to China’s
national situation and natural resource,
environmental and social challenges

toilets, rubbish dumps, sewerage facilities and paved roads. To date, some
people have still not been allocated housing. The committee reported these
problems and suggested measures to be taken to resolve them, as well as
recommending that supervision be included in the design phase of the
project in order to prevent such problems.
The World Bank Nantai island (Fuzhou) project resulted in a conflict
between the need to restore a local road and the protection of several
hundred hectares of wetlands. Following two years of negotiations between
the World Bank and the local government, the wetlands, which are of great
ecological and economic importance, have been preserved.
Assessment of the ADB’s Wenzhou (Zhejiang) Shanxi water control
resettlement project and plan were good. A total of 37,199 people were affected
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by the project, and they were relocated to 123 places in 10 counties of Wenzhou
City. The main reason for the success of the relocation programme was the high
degree of participation in its formulation, as well as the fact that people were
largely relocated from mountainous areas to the coastal plains, where living
conditions are better. In addition, many people were moved out of agriculture
during the relocation, freeing up land and space for immigrants. Today, of
those affected by the project, 89 per cent have managed to re-establish their
livelihood or have achieved higher incomes following relocation. Of those
affected by the project, 89 per cent expressed satisfaction.

China’s ‘green credit’ policy
In mid-July, the SEPA, the People’s Bank of China (PBOC) and the China
Banking Regulatory Commission (CBRC) issued the ‘Opinions on
implementing environmental protection policies and rules and preventing
credit risks’. According to this regulation, environmental protection agencies
at all levels must investigate, publicly report on and deal with projects in
the following categories: those that have been constructed without prior
approval and those for which approval bypassed the correct level of
government administration; those in which environmental facilities were
not installed at the time of construction or those constructed having failed to
pass environmental checks. Financial institutions should act according to the
rules set out by SEPA, and carry out strict management of loan evaluation,
disbursement and supervision, and they should provide no financial support
to projects which have not passed an environmental assessment or whose
environmental facilities have not been checked and accepted. Financial
institutions should rigorously control applications for working capital from
enterprises listed by environmental authorities at all levels as falling into
the following categories: those having exceeded pollution indicators or
permitted total discharge volumes; those that have not acquired pollution
permits in accordance with the law, or which have not complied with their
permit; and those companies which have not completed specified governance
tasks within a set timeframe.
It has been reported that in the first half of this year, SEPA and the PBOC
shared environmental information on companies, including those in the
PBOC’s national credit database.
As stipulated by the opinions and the ‘Trial measures for the
disclosure of environmental information’, environmental protection
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departments should provide financial institutions with the following
information: results of evaluation of environmental impact assessment
documents examined and results of the environmental assessment of
finished projects; lists of enterprises discharging pollutants in excess
of national or local standards, or whose total pollutant discharge
exceeds control indicators established by local governments; lists of
enterprises responsible for major environmental pollution accidents;
lists of enterprises which refuse to comply with administrative penalties
in force; enterprises which have received a warning, been required to
mend their ways or been closed down; lists of environmentally friendly
enterprises; appraisal of the environmental behaviour of enterprises;
and other environmental supervision information as needed by the
financial institutions.
The opinions also make specific demands of the PBOC, the bank
supervision and management organisations, and the commercial banks:
commercial banks have a duty to contribute environmental information to
the national credit database, and this is to be overseen by branches of the
PBOC at all levels. Banking regulatory bureaus at all levels should ensure
that commercial banks refer to documents detailing companies’ compliance

All of China’s large banks are starting to
increase the size of loans for environmental
protection projects; they are actively working to
reduce credit risk, make loans more socially useful
and raise awareness of social responsibility
among companies
with environmental law when making lending decisions and ensure
that commercial banks work together with the environmental protection
authorities to control the credit risk of polluting companies and bring them
within the supervision system. Regulators should thoroughly investigate
cases in which companies’ poor environmental performance has led to bad
loans. All commercial banks must place utmost importance on companies’
compliance with environmental law when making lending decisions, and
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use control of credit to polluting enterprises as a means to fulfil their social
responsibility and to avoid credit risk.
The opinions clearly specify the establishment of a meeting framework
jointly chaired by both the environmental and financial regulatory bureaus,
and that this should periodically convene coordination meetings for
the exchange of information. The opinions also specify research into the
establishment of environmental guidelines for credit management, the
provision of training, and consulting on new environmental policies, laws
and regulations in order to increase financial institutions’ abilities to judge
environmental risk. The opinions also specify investigation and punishment
of commercial banks which lend to projects in breach of environmental
regulations.
The CBRC must publicise to all commercial banks the list of enterprises
blacklisted by SEPA and the list of all river basins that are subject to restrictions
on development. The banks are required to rigorously control loans to these
companies and for work in these areas. In addition, the CBRC should organise
investigation into cases in which environmental violations by enterprises
have resulted in bad loans. In areas in which it has not been possible to reach
energy-saving and emissions reduction targets and in restricted river basins,
the CBRC should guide the banks and financial institutions to adjust the loan
structure. In areas in which it has been possible to reach these targets, the
CBRC should encourage banks and financial institutions to further improve
their credit services.
At the same time, the CBRC requires that banks and financial
institutions strengthen their systems for evaluating enterprises in energyintensive and highly polluting industries at all stages in the loan cycle, as
well as periodically checking the final destination of investment funds,
and attempting to make energy-saving, emissions-reduction and related
loan work an important part of the performance evaluation of banks and
financial institutions.
Figures show that by the end of May 2007, growth in medium- and longterm loans provided to the petroleum processing, coking, chemical and other
high-energy and highly-polluting industries by the main financial institutions
was down RMB52.7 billion year-on-year (or down 9 per cent from the end of
2006). However, in the first half of 2007, loans still grew by RMB150 million.
By the time the opinions were released, the PBOC had already received
the names of more than 10,000 infringing enterprises, but because of the
inadequacy of technical equipment used by the reporting environmental
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bureaus around the country, these lists of names did not include company
identification codes and could not be processed by the bank’s systems,
meaning that it was impossible to identify the offending enterprises. This
problem still awaits resolution.
At the same time, SEPA released the ‘Guidelines on environmental
assessment of companies applying for first stock market listing or refinancing
listed companies’, which extend to 36 months the period of examination for
companies applying to list or to refinance using credit markets.
Following on from the green credit policy, SEPA has also been collaborating
with the Ministry of Finance, the China Insurance Regulatory Commission,
the China Securities Regulatory Commission and similar government
departments in order to carry out policy research and experiments in green
taxation, green insurance and green securities, and promoting these as
they become ready. In addition, they have been setting laws and policies
to progressively establish systems for green credit and environmental
risk management, green risk investment, ecological funds, environmental
financing tools, environmental insurance, environmental performance

The projects were suspended for lack of
official approval of their environmental impact
assessments. The suspension or cancelling of these
large and super-large projects must have had a
huge impact on the banks financing them
evaluation, environmental accounting and reporting for listed companies, etc.
Financial industry experts have even suggested the establishment of a new
system to more faithfully reflect the effectiveness of national savings, gross
social credit and bank efficiency, based on environmental considerations.
The China Development Bank’s environmental policy mandates that only
projects included in SEPA approval lists are eligible for credit. The governor
of China Development Bank, Chen Yuan, has said that the bank will from
now on refuse credit to projects that violate international norms.
Starting in June 2007, the Shenzhen branch of the PBOC committed
to periodically make public lists of names supplied by SEPA specifying
environmentally sound and unsound companies, and to incorporate this
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information in their credit information systems used to evaluate loan
applications and into the national credit database. The Shenzhen branch of
the PBOC has already circulated notices to all financial institutions in the
city requiring them to refuse credit to environmental offenders included
in the database. Enterprises included on SEPA’s list of offenders should be
the subject of influence and control on the part of banks when they apply
for funds or government support, when they bid for public procurement
contracts, engage in import and export, renew their registration with the
State Administration of Industry and Commerce, and list on stock exchanges.
Financial institutions can make use of the national credit database to check
companies’ environmental status and from there adjust their lending
behaviour and mitigate credit risk.
During the first two months of Shenzhen’s credit information system, the
Shenzhen Environmental Protection Administration had provided a list of
names and information on 90 companies with exemplary environmental
records and 82 offending companies. Of the latter, three companies have
been subjected to administrative punishment for illegal polluting and
one company has been punished for direct discharge of wastewater. Both
of these companies have been ordered to correct their behaviour within a
specified period. After the inclusion of these two companies in Shenzhen’s
credit information system, the city branch of the PBOC ordered that all loans
to the companies be frozen – a total of more than RMB11 million and US$13.6
million. In order to regain their creditworthiness, the four companies have
invested a total of RMB7.31 million and carried out comprehensive reforms.
Under Shanxi province’s evaluation indicators, all financial institutions in
the province have made environmental factors an important indicator used in
loan applications. In July 2007, five enterprises had already been blacklisted by
the Shanxi province branch of the Industrial and Commercial Bank of China
(ICBC), and the Taiyuan branch of the Huaxia Bank refused a project loan
worth several tens of millions of RMB for a coking plant. In the entire province,
50 enterprises have so far been denied loans as a result of the new practices.
According to incomplete statistics, following the implementation of the
‘Stop credit, prevent pollution’ programme, Shanxi province has closed down
more than 1,200 enterprises and facilities of different types, has reduced
electricity consumption by around 1 billion units, provincial transport by
around 30 million tonnes, pollution fees by RMB1.55 billion and losses
arising from bank loans by around RMB2.3 billion.
Rural credit cooperatives (RCCs) in Wuxi, Suzhou and similar locations
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are offering credit support to industry leaders and outstanding companies
with sound financial means, saleable products and low levels of debt which
meet environmental standards. At the same time, the RCCs are carrying out
strict supervision of polluting companies lacking ‘three waste’ treatment
facilities (waste gas, water and industrial residues), on the one hand urging
them to join the government’s integrated wastewater treatment system, while
on the other establishing high-risk management methods, increasing credit
guarantee measures, and decreasing loan risk. Regarding those enterprises
that must be subject to strict government control and that must be shut down,
the RCCs are resolute in withdrawing credit and in using legal means when
necessary in order to guarantee the security of their loan capital.
Wujiang Rural Commercial Bank lending emphasises support for green
agriculture, flax growing and other independent innovative industries,
while stopping credit to small-scale chemical, printing and dyeing, and jet
weaving enterprises. Rural cooperative financial institutions of Changzhou,
Zhenjiang and such places have set entry conditions and withdrawal
measures for enterprise loans in the chemical and textiles industries, in
accordance with national industrial policy and specific government control
measures applicable to the chemical industry, etc. The ‘One infraction refusal
system’ applies to highly polluting industries and enterprises that do not
pass environmental standards or which have a poor record. Highly polluting
industries such as the chemical industry and smelting are to be refused
loans, without exception. For those enterprises found to be polluting in
contravention of regulations, loans will be recalled and they will be banned
from receiving further credit. As soon as the Yixing Rural Cooperative Bank
received the government’s list of chemical companies to be closed, have
their operations suspended, merged or made to switch industries, they acted
forcefully, taking legal action against enterprises with bad loans, realising
their assets, etc.
After the outbreak of blue-green algae in Lake Taihu, the Jiangsu Rural
Credit Cooperative immediately released the ‘Opinions on the work of credit
guidance’ for the implementation of environmental policy. Rural cooperative
financial institutions in Wuxi, Suzhou and other places ringing Lake Taihu
also instigated emergency forecasts.
In August and September, Jiangsu provincial government circulated the
‘Opinions regarding financial institutions’ guidance of the integrated cleanup of Lake Taihu of the Nanjing branch of the PBOC’, according to which
Jiangsu financial institutions should use multiple methods and channels to
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support the clean-up of pollution in Lake Taihu. The opinions require that
all financial institutions support adjustment of the industrial structure and
optimise their credit structure in order to achieve socially and economically
beneficial results. As concerns major projects for prevention and control
of water pollution and environmental rehabilitation, financial institutions
should be actively involved in the early stages of planning and debate in
order to understand the project’s organisation and financing needs and to be
able to provide integrated financing plans in a timely manner, and support

The China Banking Regulatory Commission
requires that banks and financial institutions
strengthen their systems for evaluating enterprises
in energy-intensive and highly polluting
industries at all stages in the loan cycle
increases in technological capacity. Pollution projects with a public benefit
which comply with national industrial and credit policies, and are listed
in national or provincial key support plans, should be supported through
‘green credit channels’ and should benefit from preferential interest rates
and diversified financial products.
In the case of large-scale investment projects like the Yangtze-Taihu
diversion, a variety of methods should be used to satisfy the financing needs
of pollution control projects, including bank consortium loans, trusts, loans
with toll fees as collateral, issuance of bills and securities, etc. In the case of
smaller investment projects, such as the extension or building of wastewater
treatment plants, laying of auxiliary pipe networks, construction of ecological
screens, etc, methods such as grouped financing with standardised costs
should be used. All financial institutions, especially the Jiangsu Bank,
the Bank of Nanjing and the rural credit cooperatives should increase the
coverage of their guaranteed small loans service, and make these available
to peasants who have lost their land as a result of programmes for restoring
farmlands to forest, lake and wetlands. Financial institutions should make
use of their individual strengths to support projects that fulfil the relevant
conditions and raise funds through multiple channels.
The opinions require that all financial institutions of Jiangsu province
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should do their utmost to support the clean up of Lake Taihu. Financial
institutions should optimise their credit structure and increase support to
high-tech, high-efficiency, resource-extensive and non-polluting industries.
They should make it more difficult for industrial enterprises to get credit,
weed out backward production capacity, promote the optimisation of
the industrial structure in the Lake Taihu basin and put in place rigorous
environmental evaluation systems.
Credit demands of projects that cannot pass environmental evaluations
should be subject to the ‘One infraction refusal system’. Banks should
implement strict supervision systems following loan disbursement, and new
loans should be refused to projects that do not reach environmental standards
and do not improve within a specified time period. Those enterprises
in the Lake Taihu basin which have been closed, merged, transformed or
declared bankrupt should be rigorously checked, and appropriate credit
policies should be instituted. Banks should support the policy of relocation
of industry from cities to development zones, should encourage technical

The problems uncovered by the committee
were reported to the local government and
to the World Bank, following which they
were dealt with, greatly reducing the
negative impacts of the loan

upgrading and should give appropriate financial support to water treatment
and separation systems and pollution reduction and elimination projects
and treatment of non-point source pollution. They should withdraw credit
from small-scale textile, printing and dyeing and chemical plants and other
similar energy-intensive and polluting industries.
The opinions stress the pressing need to protect financial assets and to
establish a reporting system containing information on the pollution status
of enterprises. Environmental protection agencies at all levels should
strengthen their working relationship with financial institutions, and
provide information on enterprises’ pollution emissions status to the local
branch of the PBOC in a timely manner for input into the credit rating system

60

Environmental responsibilities
and circulation to financial institutions, and systems should be instituted
to report those enterprises that have ceased activity. Related government
departments at all levels should set up and perfect information distribution
platforms and circulate information on enterprises that have closed, merged,
transformed or been declared bankrupt to financial institutions in a timely
manner, allowing them to formulate relevant policies to deal with these.

Media and expert criticisms of the opinions
Following the release of the ‘Opinions on implementing environmental
protection policies and rules and preventing credit risks’ by SEPA, the PBOC
and the CBRC, media evaluations made a number of points, the first of which
was that banks were to be commended for starting to marketise, after many
years of effort and after long maintaining only a poor separation between
their official and commercial functions.
After the stormy process of capital injection, restructuring and listing that
Chinese banks have been going through, it is perhaps the incompleteness
of recent reforms that has given rise to two problems, similar in the short
term, but divergent in the long term. On the one hand, for listed banks,
the effectiveness of corporate governance is mainly expressed in the share
price, which becomes the most direct indicator for measuring managers’
performance, with the result that high growth, high profits and high
dividends basically become the sole objective of these banks. On the other
hand, the highly monopolistic nature of the banking market in China and the
high degree of control under which it operates, combined with an abundance
of cheap capital and high demand make it easy for banks to achieve high
returns. The greatest consternation arising from this is that not only do banks
not perform the gatekeeper function they should in a market economy, but
they also compete to invest cheap money in already overheated industries.
For example, fixed asset investment in aluminium smelting and similar
industries recently rebounded. Meanwhile, as the rapid rise in China’s
trade surplus is closely related to the great growth in exports of electrolytic
aluminium, steel and similar energy-intensive industries, this has the effect
of worsening China’s already loose money supply situation.
On the other hand, there is no shortage of places in which individual
company taxes are of great importance to the locality. If the local government
does not dare offend the enterprises, how can the banks? If the bank says
‘No’ and their formerly functioning loan suddenly becomes a bad debt, what
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happens then? What’s the real legal authority of so-called ‘opinions’ from
these three government departments? Are foreign-invested banks going
to abide by them? And what about domestic banks? Are they going to be
punished if they do not correctly implement the opinions?
A proportion of Chinese financial institutions undervalue future risk, and
under these conditions it is hard to control their tendency to blindly provide
credit. All in all, this makes macro adjustments, such as the green credit
policy, hard to carry out. Such imperfectly commercial behaviour on the part
of commercial banks should be nipped in the bud.
A number of points are made by industry experts. First, the Equator
Principles are currently only applicable to project financing. While there

Highly polluting industries such as
the chemical industry and smelting are to be
refused loans, without exception
are a number of financial institutions that apply the principles to company
financing and in other contexts, this practice has not been extended
throughout the industry.
Secondly, in contrast to the voluntary nature of the Equator Principles, the
opinions are a key policy document issued jointly by the banking industry
management and supervisory institutions and are a form of governmental
administrative intervention. The opinions, however, are mainly concerned
with setting up systems allowing environmental agencies to report
enterprises’ compliance with environmental laws and regulations to banking
institutions, but there are no regulations specifying the acceptable degree of
financial institutions’ exposure to project financing, concrete provisions for
disciplining commercial banks, etc, and this is a weak point in the opinions.
Consequently, experts suggest the need to make the opinions more
implementable and operational. Simply having the Equator Principles
and green credit policy is not enough; there is also a need for supporting
frameworks and measures to ensure their implementation. For example,
first there is a need to legally require commercial banks to publicly
disclose information on their investment projects in order to open this up
to shareholder and public scrutiny. Second, a number of significant listed
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banks could publicly launch and sign voluntary green credit declarations,
declaring to the public and to shareholders their promise to uphold their
social responsibility, and thereby create a good image and reputation both
domestically and internationally.
Third, banks and financial institutions pay insufficient attention to reports
from the environmental agencies. These institutions should set up their
own environmental and social protection departments and publicise their
internal social and environmental policies and auditing systems, in addition
to setting up databases and dossiers allowing tracking of all stages of a given
project, from investment and construction to production, consumption and
pollution discharge. In addition, the banks and financial institutions should
expedite the setting up of industry-wide effective modern systems to tackle
these concerns.
Fourth, a system for third-party authentification of corporate social
responsibility in the banking industry should be set up, and industry
standards such as the Equator Principles should be written into national
law and specific regulations should be formulated to address the social
responsibility of financial institutions, etc. Fifth, there is a need to speed
up legislative action on the Government Investment Law, the Overseas
Investment Law and the Interim Measures for Examining and Recording
Enterprise Investment Projects, and to develop policies on issuance of green
stocks and bonds and green industry funds and to develop green land, green
tax, green pricing, and green industries and funds policies. Only in this way
will it be possible to fully bring into play the green credit policy.

Participation and oversight by Chinese NGOs
In the last ten plus years, Chinese NGOs have developed significantly and
made great progress, and they are increasingly becoming a third force,
independent of government and enterprise and able to perform a supervisory
role in reflecting the general public mood and opinion. This is apparent from
the following examples.
At the beginning of the 1990s, environmental volunteers, Yang Yong and
Yang Xin walked around 1,000km (along with the head of the Ertan branch
of the China Construction Bank, Chen Lianyue, and another member of staff,
Liao Guohong) to carry out two inspections of forest resources upstream
from the Ertan hydropower plant on the Yalong river. The results of the
investigation showed that from the start of large-scale logging in the 1960s,
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the forests upstream of the dam had been largely destroyed, and that the
construction of a mechanical log pass in the dam, at great expense to the
Ertan plant, would prove to be useless. Subsequently, related government
departments convened a meeting to discuss the results of the investigation
and decided to stop the logging (with an annual volume of 800,000m3) in the
higher reaches of the Yalong river, and to stop the building of the log pass,
with a saving of RMB300 million in construction fees. Those who took part
in the investigation were awarded prizes for their work.
In 2001, the Chongqing Green Volunteers Union wrote to the city branch
of the Industrial and Commercial Bank, calling on the bank not to provide
loans for the construction of an environmentally destructive cableway on
Jinshan mountain.
In June 2003, the Chongqing Green Volunteers Union called on the city
government to halt renovation and extension of Chongqing’s 300 MW
Jiulongpo power plant and safeguard the city’s air quality. In August, the
project was discontinued for failing to pass SEPA’s environmental impact
assessment. As a result, the RMB20 million loan contract between the
Pudong Development Bank (Shanghai) and the plant was dissolved, though
the previous loan of several tens of millions of RMB, for laying foundations,
underground pipes, etc, was effectively squandered.
The examples above show domestic NGOs starting to participate in or
assume a supervisory role with regard to investment projects of the financial
industry.
Chinese NGOs first found out about green credit at the Greater Mekong
subregion summit of the Asian Development Bank, held in Phnom Penh in
2002. From then onwards, Chinese NGOs started to actively collaborate with
Mekong basin NGOs in lobbying the ADB Greater Mekong subregion on
sustainable development. In 2004, Green Watershed translated and officially
published the ‘Handbook on the environmental and social guidelines
of the Japan Bank for International Cooperation’ (JBIC), produced in
collaboration with Mekong Watch (Japan). The book systematically sets out
the environmental and social responsibilities of JBIC, alongside means of
public supervision and complaint against the bank in case of need. At NGO
meetings and training sessions following this, Green Watershed advocated
for NGOs to pay more attention to the financial and banking industries.
At the meeting of Chinese NGOs held in October 2006 by the All China
Environmental Federation, Green Watershed took the opportunity to present
an NGO perspective on green credit to domestic environmental NGOs.
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In December 2006, Green Watershed, Friends of Nature, Mekong Watch
and Oxfam Hong Kong jointly organised the China Finance, Environment
and Harmonious Society conference in Beijing. This was the first international
conference on green credit to be held in China, and gave Chinese government
departments, NGOs and the academic world a chance to systematically
understand this topic. The conference not only invited NGOs with many years
of experience of lobbying banks about green credit to share their experience,
but also invited the World Bank as representative of the multilateral banks,
the JBIC as representative of the international import-export credit banks
and Japan’s Mizuho Bank as representative of commercial banks signed up
to the Equator Principles and then chair of the Equator Principles.
At the meeting, the case was made that Chinese environmental NGOs’
advocacy activities should be more broadly targeted. First, activities should
include the domestically financed policy banks, foreign-funded banks with

Industry standards such as the
Equator Principles should be written
into national law and specific regulations
should be formulated to address the social
responsibility of financial institutions
activities in China, and the multilateral development banks, as the projects
financed by these banks, and the impacts of these projects, are close at hand
and easy to monitor. Second, the overseas investments of Chinese banks
should be included. This implies the setting up of channels of communication
between Chinese NGOs, international NGOs and NGOs in countries in
which China invests in order to jointly monitor overseas investment, to
make China’s ‘Going global’ strategy more sustainable and to ensure that it
contributes to the development of a more harmonious world.
NGOs should call on government to perfect investment auditing systems,
while also calling on banks and the financial industry to actively take up
their social responsibilities and help banks develop environmental and social
policies to put limits on their own behaviour, as was the case with cooperation
between Mekong Watch and the Japan bank for International Cooperation,
whose environmental and social safeguards policy is a very good example.
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Conclusions
Green credit policies, as well as advocacy for and promotion of these policies,
have opened a window of activity for environmental NGOs. Improving
investment evaluation procedures and banks’ internal environmental and
social safeguard policies is dependent on public supervision. In order to
make this possible, not only should government and banks make available
relevant environmental and social impact assessment information, but they
should also create the necessary conditions, including information disclosure,
necessary outlays and genuinely equal dialogue mechanisms. Second,
capacity building for NGOs themselves is also sorely needed. Third, NGOs
are relatively unfamiliar with the banking and financial industries. Advocacy
around green credit not only requires a basic understanding of loan policies
and programmes and risk management, but also requires an understanding
of the macro development concepts that lie behind investment. It is especially
important when overseas investment and diplomacy are interwoven (which
greatly increases the complexity of issues) to understand environmental
diplomacy and distinguish long-term strategic national interest and shortterm realist calculations of national interest.
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SINO-AFRICAN RELATIONS: NEW
TRANSFORMATIONS AND CHALLENGES
XU WEIZHONG
China’s relationship with Africa has changed over the past 50
years from the period when China was viewed as a supporter
of Africa’s independence movements. Xu Weizhong considers
the challenges to implementing the shift to its current role and
argues that careful management of the changing Sino-African
relationship is crucial to its healthy development.

Wide-ranging Sino-African relations
At the beginning of 2006, the Chinese government published ‘China’s African
Policy’, which represents a milestone in Sino-African relations, symbolising
a period of comprehensive development of relations between China and
Africa. The policy offers a retrospective of friendly Sino-African relations
and sets out China’s views on the position and status of Africa. It also
plans for a new era in Sino-African cooperation across a range of spheres,
including the political, economic, cultural and social. The document makes
clear that the Chinese government’s point of departure is the basic interests
of both the Chinese and African people. The Chinese government is working
to establish and develop a new type of Sino-African cooperative relations
built on political equality and mutual trust, win–win economic cooperation
and reciprocal cultural cooperation, in order to further consolidate relations
between China and Africa.
In recent years, Sino-African relations have been developing fast. As
well as the release in early 2006 of ‘China’s African Policy’, President Hu
Jintao visited Morocco, Nigeria and Kenya in April. During these visits,
President Hu advanced five proposals for the strengthening of Sino-African
cooperation: strengthening mutual political confidence; expanding mutually
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beneficial economic activity; taking one another as cultural reference points;
strengthening security cooperation; and close international coordination. In
June, Premier Wen Jiabao carried out formal visits to Egypt, Ghana, CongoBrazzaville, Angola, South Africa, Tanzania and Uganda. During his visits,
Premier Wen signed implementation outlines for deepening strategic and
cooperative relations with Egypt and South Africa, as well as issuing joint
statements with the other five countries included in his visit. In addition,
China signed a total of 71 agreements with the seven African countries,

Throughout their visits to Africa, President Hu
and Premier Wen expressed the consistently high
degree of importance the Chinese government and
leadership attached to Africa
covering political, economic and trade ties and the construction of basic
infrastructure, as well as agreements in the fields of culture, education and
science and technology. Throughout their visits to Africa, President Hu and
Premier Wen expressed the consistently high degree of importance the Chinese
government and leadership attach to Africa and African relations and the
important place occupied in China’s foreign relations by the development of
traditionally friendly and cooperative Sino-African relations.
According to statistics, between 2000 and 2007, more than 100 African
leaders visited China, while Chinese leaders visited 35 African countries,
giving impetus to the comprehensive development of Sino-African ties. In
November 2006, the Third Ministerial Conference of the Forum on China–
Africa Cooperation was convened in Beijing, at which both sides expressed
their commitment to strengthening a ‘new type of strategic partnership’,
while at a meeting of heads of state, President Hu put forward eight policy
measures for the strengthening of Sino-African cooperation. The main themes
of the conference were ‘friendship, peace, cooperation and development’, and
the Conference passed the ‘Declaration of the Beijing Summit of the Forum
on China–Africa Cooperation’ and the ‘Forum on China–Africa Cooperation
Beijing Action Plan (2007–2009)’. This meeting took place under changed
conditions for China, Africa and the international community, lending it
added significance and influence.
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In 2007, Sino-African relations continued to deepen. Early in the year,
President Hu paid state visits to eight African countries, in a trip that covered
almost 40,000km and took in Cameroon, Liberia, Sudan, Zambia, Namibia,
South Africa, Mozambique and the Seychelles. This African tour marked
President Hu’s first foreign visit in 2007 and was his third goodwill visit to
Africa since taking up office, clearly showing the importance attached by
China to developing relations with Africa. This visit served to consolidate
the traditional ties of friendship between China and Africa, concretise the
results of the Beijing summit, expand practical cooperation and advance the
goal of shared development. As such, it represents an important chapter in
the annals of Sino-African ties.

Economic and trade ties
Alongside the strengthening of political ties between China and Africa,
economic and trade ties have been given a significant boost. According to
statistics from Chinese Customs, in 1950 trade between China and Africa
stood at only US$12.14 million. By 1990 and 2000, this figure had increased
to US$935 million and US$10.6 billion, respectively. In 2005, the figure hit
US$39.75 billion, making China Africa’s third largest trading partner, while
in 2006, total trade reached US$55.5 billion. Chinese products are reasonably
priced and have brought benefits to African consumers, while breaking the
stranglehold of Western countries’ high-priced products in these markets.
According to Ministry of Commerce figures, Chinese trade with Africa at
present contributes around 20 per cent to Africa’s economic growth, and it is
estimated that by 2010 total bilateral trade will hit the US$100 billion mark.
Rapid development of Sino-African trade has been accompanied by rapid
development of Chinese investment in Africa. By the end of 2006, China had
an accumulated total investment of US$11.7 billion in Africa, across many
different industries, but with a particular focus on agricultural development,
value-added manufacturing, transport, telecommunications, water
conservancy, power generation and other basic infrastructure projects.
To date, China has signed trade agreements with 41 African countries,
and has set up bilateral economic and trade mechanisms with 37 more.
China has also signed bilateral accords for the promotion and protection
of investment with 29 African countries as well as bilateral double-tax
avoidance agreements and tax evasion prevention agreements with nine
countries. Twenty-three African countries have granted China full market
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economy status. In addition, in the last 50 years, China has assisted Africa
with a total of 900 projects. In the coming three years, China will assist Africa
by building 30 hospitals, 100 rural schools, 30 malaria prevention centres
and 10 agricultural demonstration centres. In addition, China will broaden
the scope of its aid work in Africa, reduce and write-off debts, and open
markets.
In the field of engineering contracting, in May and November of 2006,
Chinese companies not only signed framework contracts worth US$6.25
billion for part construction of the East-West Algerian Highway, but also
signed a contract worth US$8.3 billion for the modernisation of Nigeria’s
railway. These two projects are the largest ever won by Chinese companies
on the international market, and are simultaneously the most high-tech and
have the shortest timeframe of any large-scale Chinese international design
and build contract projects to date.
On 4–5 November 2006, Chinese and African leaders and high-level
representatives of the business community convened the second Conference
of Chinese and African Entrepreneurs in Beijing. During the conference, the
establishment of the China–Africa Joint Chamber of Commerce was officially
announced and African governments and companies signed 14 contracts
and agreements worth a total of US$1.9 billion with 11 Chinese companies.
Projects range from basic infrastructure construction, telecommunications

Chinese citizens’ understanding of Africa is
relatively one-sided. Equally, African citizens’
understanding of China is not well rounded
and equipment export to resource exploitation and financial insurance, to be
carried out in a total of 11 countries, including Ethiopia, Egypt, South Africa,
Nigeria, Kenya, Ghana, Zambia, Uganda, the Seychelles, Lesotho and Cape
Verde.
The year 2007 saw the further development of Sino-African economic
and trade ties, with the holding of the annual meeting of the governors of
the African Development Bank group in Shanghai in May. The opening
ceremony was attended by Wen Jiabao, China’s premier, who also delivered
a speech. Due to the importance attached to this meeting by both sides, this
year it was the largest and of the highest standard ever, with more than 2,000
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representatives of national and international organisations – more than
three times the number of participants in 2006 – making it a milestone in the
history of Sino-African economic relations.
On 26 June, the China–Africa Development Fund Company (hereafter,
China–Africa Development Fund), financed and presided over by the
China Development Bank, was inaugurated in Beijing, symbolising the
increased deepening of Sino-African economic and trade relations. The
China–Africa Development Fund is a specialist fund dedicated to support
Chinese companies’ establishment and development in Africa. The focus of
the fund’s activities is assisting companies intending to invest, or engage in
economic and trade activities in Africa by taking shares in these companies
and helping them overcome capital limitations, while at the same time
helping them make effective investments and providing consultancy
services to those companies intending to invest in Africa. The fund will
have an important role in the economic and social development of African
countries, continually helping them improve their basic infrastructure, basic
industries, agriculture, manufacturing, etc.

Educational and cultural exchanges
In recent years, Sino-African social, cultural and educational exchange
have seen breakthroughs of quantity, scale and form. China has always
attached great importance to cultural cooperation with Africa. According to
incomplete statistics, from 1955 to the end of 2005, China signed 65 cultural
accords with African countries and 151 implementation plans, while more
than 50 government cultural delegations have visited Africa and more than
160 African cultural groups have visited China. In recent years, Sino-African
cultural and artistic exchange has increased in frequency. One example is
the holding of the Meet in Beijing International Art Festival, at which Africa
was the ‘guest of honour continent’. Other examples have included the
Chinese Cultural Tour of Africa, covering 11 countries, a China–Africa Youth
Festival, as well as a television series entitled The Road of Friendship, shot to
commemorate the 40th anniversary of Premier Zhou Enlai’s visit to Africa.
China has already established educational exchange relations with more
than 50 African countries. The Chinese government has also provided around
20,000 (person/time) government scholarships to 50 African countries. In the
next five years, the number of overseas African students expected to receive
Chinese government scholarships is expected to double from its current
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figure of 1,200. China has established a total of six Chinese cultural centres
overseas, of which three are in Africa. A total of 26 African countries have
become tourist destinations for Chinese people, while last year the number
of Chinese people visiting Africa for private (i.e. not official) reasons was
twice that of the preceding year. According to plans of the Forum on China–
Africa Cooperation, the Chinese government will increase its involvement
in Africa in fields such as human resources training and educational and
health cooperation, thereby broadening and deepening the development of
Sino-African ties.

Three changes in Sino-African relations
The release of Chinese government documents dealing with Africa and the
holding of the Beijing Summit of the Forum on China–Africa Cooperation
have provided powerful policy guidance and strengthened the ‘platform
for cooperation’ between China and Africa, thereby favouring ‘friendly
and cooperative relations’ and strengthening the ‘new type of strategic
partnership’ between China and the African continent. The principles of
‘enhancing friendship, treating each other as equals and extending mutual
support and promoting common development’ are bringing new impetus
to Sino-African relations. The period following the closing of the Beijing
Summit of the Forum on China–Africa Cooperation is a key time for the
strengthening of Sino-African relations. The three largest challenges facing
China in its relations with Africa are the three major transformations in SinoAfrican relations: a transformation from elite to mass diplomacy, from official
to civilian diplomacy and from bilateral to multilateral ties.
The first transformation is the broadening of diplomacy from elite to mass
activities. For a considerable period of time, Sino-African diplomacy has
largely been constrained to elite figures from both sides, giving little scope
for the participation of ordinary citizens in diplomatic processes. However,
following the continued deepening of Sino-African ties, the increase in
business activities of small and medium enterprises as well as businesspeople
and traders in Africa and the increase in the numbers of ordinary Chinese
citizens travelling to Africa, the influence of ordinary citizens on Sino-African
relations is increasing.
For a variety of reasons, however, mutual understanding between ordinary
Chinese and African citizens has remained at a relatively low level. For
example, the channels through which Chinese citizens can acquire knowledge
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about Africa are relatively few, and Chinese citizens’ understanding of Africa
is relatively one-sided. Equally, African citizens’ understanding of China
is not well rounded. Taking a long-term view, insufficient understanding
on both sides, and the distorted perspectives resulting from this are
unfavourable to the development of Sino-African ties. If in the future, both

The government needs to introduce Chinese
enterprises to current international norms in
order to prevent the inappropriate behaviour of
some enterprises having a negative influence on
Sino-African economic and trade ties
China and Africa pay insufficient attention to ‘mass diplomacy’, and do not
broaden their knowledge of one another’s history, culture and customs, the
danger is that cultural misunderstandings and a gulf between the citizens of
both sides will develop, which could set back the continued development of
Sino-African ties. For this reason, we should increase the degree of exchange
between both sides and put in place a solid basis of popular support for the
healthy development of Sino-African relations.
The second transformation is to extend Sino-African relations from official
to civilian diplomacy. The fact that enterprises are playing an ever greater
role in Sino-African relations is no longer disputed. Wu Bangguo, chairman
of the National People’s Congress, when visiting Africa this year, explicitly
made the point that:
We should make strengthening cooperation between enterprises the
priority direction of Sino-African economic and trade cooperation.
Enterprises make up the main body of the market and of investment,
and they are also the main body of economic and trade cooperation.
It is only with the full cooperation of enterprises that the full potential
of Sino-African economic and trade cooperation can be fully realised.
Henceforth, with the enlargement of Sino-African cooperation, a large number
of Chinese enterprises and individuals are travelling to Africa. However,
due to differences in background, aims and concepts of management, a
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number of problems have arisen, with some people even being opposed
to the continued deepening of economic and trade ties, due to a poor
understanding of the nature of the new economic and trade cooperation that
exists between the two regions. The Chinese government should therefore
broaden its conception of diplomacy to include civilians in future. This
should include inculcating respect for market rules, bringing into play the
motivating power of enterprises and absorbing the advanced experience of
foreign governments in dealing with enterprises. The government needs
to introduce Chinese enterprises to current international norms in order to
prevent the inappropriate behaviour of some enterprises having a negative
influence on Sino-African economic and trade ties.
In addition, future exchanges between non-governmental organisations is
likely to be more and more frequent. Africa is an area of intense NGO activity,
and NGOs from all countries have done a lot of work in the continent in areas
such as poverty alleviation, environmental protection and education. With the
deepening of Sino-African relations, it is possible that more NGO members

Western countries have to recognise that
China has proved perhaps more popular than them
in Africa and they envy the successes achieved in
Sino-African relations
and volunteers will take part in Sino-African exchange. In this scenario, the
Chinese government needs to think about how to incorporate NGOs into its
diplomatic position, and how better to develop the effectiveness of NGOs
in bilateral relations. In fact, the activities of Chinese NGOs, volunteers and
charitable organisations are becoming stronger and stronger. For example,
China has been carrying out aid activities in Ethiopia, providing voluntary
assistance to Ethiopian youth volunteers in studying Chinese, computer and
network education, agricultural and herding skills, health and hygiene and
industrial techniques. This is a pioneering programme in the area of Chinese
volunteering. In May 2007, the China Foundation for Poverty Alleviation’s
‘Action 120 for the Safety of Mother and Baby’ programme included,
alongside the plan for assistance to impoverished mothers and babies in
Tibetan areas one for assistance to mothers and babies in impoverished areas

74

Sino-African relations
in Africa. In the course of this project, the China Foundation for Poverty
Alleviation and Care action Macau donated RMB6 million worth of goods
to Guinea-Bissau.
The third transformation is to extend Sino-African relations from bilateral
ties (those involving Chinese and African participation only) to multilateral
diplomacy. For a long time, Western countries have paid very little attention
to Sino-African relations; however, this has changed in the last two to three
years, especially with the holding of the Beijing Summit of the Forum on
China–Africa Cooperation. Now Sino-African relations have become a
very hot topic in the West and China’s diplomacy towards Africa has been
increasingly coming under the spotlight of Western scholars and politicians.
On the one hand, the increased attention of Western countries to Sino-African
relations stems from an anxiety that these could damage Western interests
in Africa; it is seen as important to be on guard amid fears of the threat of
a rising China. On the other hand, Western countries have to recognise that
China has proved perhaps more popular than them in Africa and they envy
the successes achieved in Sino-African relations. They wish to strengthen
cooperation with China on African issues in an attempt to bring China into
the Western orbit and make China play by the West’s rules and share the
costs of work in Africa. In fact, a number of Western experts already see
Sino-African relations as a touchstone of future relations between China and
the world.

Opportunities provided be these changes
In light of the above, Sino-African diplomacy should be broadened from
bilateral diplomacy to multilateral diplomacy; China should strengthen
multilateral cooperation with Western countries and with the UN agencies
on African issues. Although Sino-African relations should not be completely
within the Western orbit, China should neither exclude third parties. The
Chinese government should think about how to make Western countries
better understand its policies towards Africa, while the Chinese government
should also study the good methods used by Western countries in dealing
with Africa – there are obviously lessons to be learned from Western
experience. It is only in these ways that the space for dialogue on African
issues between China and Western countries can be expanded. In fact, the
opportunities for cooperation between China and Western countries on
African issues are considerable. For example, in future projects in Africa,
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say in poverty alleviation, a cooperative model could be employed in which
Western countries contribute more in funding, while China contributes more
in people. In ways such as this, cooperation can be strengthened.
China can adopt a more open attitude towards other big powers and
international organisations on African issues, thereby creating greater scope
for cooperation for the benefit of all parties. In recent years, with the highspeed and continued development of the economy, China has increasingly
been cooperating with a range of international organisations. In May 2004,
the World Bank organised the Shanghai Conference on Poverty Reduction,
which was run by the Chinese government. China’s Premier Wen Jiabao
attended the opening ceremony and gave an address. This was a high-level
and large-scale international meeting focusing on global poverty reduction,
the objectives of which were to exchange international poverty reduction
experience, bring forward new poverty reduction measures, mobilise
international development finance and the overall development of global
poverty alleviation efforts. This meeting demonstrates the willingness of the
Chinese government to engage more actively in multilateral cooperation for
poverty alleviation. The China–Africa Joint Chamber of Commerce was set

In future projects in Africa, say in poverty
alleviation, a cooperative model could be employed
in which Western countries contribute more in
funding, while China contributes more in people
up in 2005 with the support of UNDP for the purpose of encouraging SinoAfrican economic and trade activity. It has offices in a number of African
countries, including Nigeria, Ghana, Tanzania, Mozambique, Cameroon
and Kenya. A number of Western organisations are currently in contact with
relevant Chinese government agencies and are preparing to establish greater
cooperation with them in several fields of work in Africa.
The three major transformations currently facing Sino-African relations
are a source of opportunity for greater development, but also pose challenges.
Therefore, as well as effectively carrying out the work arising from the
Beijing Summit of the Forum on China–Africa Cooperation, the Chinese
government should strengthen the education of Chinese citizens and meet
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the need for greater mass, and civilian, diplomacy. To achieve this, China
needs to strengthen cooperation with the African media and also strengthen
educational cooperation with African countries. In this way it will increase
mutual sympathies and through greater media and educational exchange take
Sino-African mutual understanding to a new level. In the process of extension

Giving play to the positive role of NGOs and
volunteers will give life to Sino-African relations
from official to civilian diplomacy, it is necessary to strengthen external
economic legislation and to guide the behaviour of Chinese enterprises and
individuals in Africa, thereby promoting the healthy development of SinoAfrican relations. At the same time, giving play to the positive role of NGOs
and volunteers will give life to Sino-African relations.
In the process of transformation from bilateral to multilateral diplomacy,
China and Western countries should increase their mutual understanding
and cooperation on African issues. One Western scholar has pointed out that
China and Western countries competing to increase investment in, trade
with, and aid to, Africa is a good thing, but an even better thing would be
for both parties to cooperate on these issues. The 21st century will be a period
of great development of Sino-African relations, but it will also throw up
considerable challenges. However, if China can successfully manage these
three major transformations, then it will be possible to develop a new type
of healthy and stable Sino-African strategic partnership.
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THE ROLE AND IMPACT OF CHINESE
ECONOMIC OPERATIONS IN AFRICA
DOT KEET
Civil society organisations are beginning to ask critical questions
about the effects of Chinese enterprises operating in Africa. What
are China’s real intentions in Africa and how do China’s economic
operations in Africa differ from those of the imperialist West?

China’s activities in Africa
Evidence and information is gradually accumulating in Africa of the full
extent of China’s interest in the continent. China’s growing role is not only
evident in its export penetration of African markets (as elsewhere in the
world) but also in many other sectors such as the following:
•

•

•

•

•
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Domestic consumer commerce, that is in the wholesale trade through
large-scale Chinese importers and suppliers located within Africa, and in
the retail trade, through the growing presence of small Chinese traders,
street vendors, etc
Extractive mining, focused mainly on fuel supplies, above all oil (and
coal-to-fuel technology from South Africa) and uranium, and in industrial
minerals such as platinum, chrome, manganese, cobalt, nickel, tin, lead,
zinc, copper
Construction, such as in large-scale infrastructural projects, including roads,
railways, dams, hydro-schemes and power lines, and major social projects,
such as public housing, hospitals, clinics, schools and sports stadiums
Capital equipment supply, including large-scale heavy construction
machinery and transport equipment, and information and communication
equipment
Production, that is in some agricultural projects especially in basic food

Economic operations in africa

•

crops, which is expected to increase, and the start of some processing
related to minerals, which is promised to increase
Finance, including large-scale interest-free grants to governments and
parastatal bodies, and concessional or ‘soft’ loans attached to many of the
above projects.

There are also some Chinese projects in Africa that combine many of
these areas in complex integrated projects on a very large scale (such as in
Gabon). Others operate in special economic zones set up for them by African
governments (for example in Zambia).

Chinese organisations
Further research is needed on the precise nature of the Chinese entities that
operate in Africa. This is complicated by the fact that most governments
in Africa are not open and transparent about their international economic
relations and investment agreements. The Chinese government and
economy are similarly, or even more, opaque and difficult to access and
assess.
Many questions face analysts in Africa who are concerned about the
current methods and aims of the Chinese government in Africa and what
the ‘accountability’ of Chinese enterprises might be. Such questions relate
to whether:
•

•

•

•

These companies are independent private enterprises operating on the
same bases as their counterparts in the ‘West’, and which can therefore be
expected to operate on the same straight ‘profitability’ criteria in Africa
These are private companies but heavily subsidised by national (or
provincial) governments in China, which therefore gives them important
competitive advantages over African companies
Apparently ‘independent’ enterprises are, in fact, directly supported and
assisted in their operations abroad by Beijing through political accords and
through ‘tied’ financial agreements with African governments
Some are semi-state or state enterprises that are not only backed by
the Chinese government but could, in significant ways, be potentially
accountable to political/economic directives, conditionalities and
requirements set by the Chinese authorities.
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Given the very active, one might even say directive, role of the Chinese
authorities in their own domestic economy, these points, particularly the last,
could be significant. The significance relates to the degree to which, or even
whether, it is strategically worthwhile and feasible for African activists to
engage with African governments, separately or together through the African
Union (AU), and with other continental African bodies (such as the African
Development Bank – AfDB), in order to approach the Chinese authorities
to influence or determine the nature of, and criteria for, Chinese company
operations within Africa

The effects of Chinese activities
Civil society organisations – and even some governments – are beginning to
ask critical questions about the effects on Africa of such Chinese activities in
Africa. The main questions and criticisms concern:
•

•

•

•

•

•

Commerce – where Chinese imports and Chinese traders on the ground
are ousting small local traders, which is, in turn, resulting in pronounced
anti-Chinese feelings or xenophobia
Mining – where little attention is given to health and safety standards and
workers rights, or to damaging pollution of neighbouring communities,1
and broader environmental effects
Forestry – where vast extractive operations of precious woods and timber
are being carried out by Chinese companies with no local processing and
with highly destructive effects
Construction – where many such projects rely on imported Chinese
workers, skilled and unskilled, and therefore do not create much local
employment and do not transfer production/management skills
Capital equipment supplies being brought in from China – which
therefore exclude possible local suppliers – and, being subsidised in
China, discourages the local production of capital goods
Manufactured goods – which are flooding into African markets and
displacing small, and even relatively larger producers that do not enjoy
the (direct and indirect) subsidies that Chinese industries receive from
their authorities.

Questions also need to be asked about financial flows from China to Africa.
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These flows take various forms:
•

•

•

Enterprise investment in the above projects, which raise questions about
the capital transfer rights back to China attached to such investments.
How will the growing scale of such investments affect African countries’
international reserves and financial security and stability?
Unconditional government grants given to unaccountable and even
corrupt governments, which will strengthen such governments, reinforce
these characteristics and help to entrench such abusive or authoritarian
regimes in power
‘Soft’ loans, provided to these governments or attached to projects, as
above, which will over time inevitably accumulate into growing African
indebtedness to the Chinese government and Chinese banks, repeating
the patterns of indebtedness that were previously created by Western
governments and banks.

What are China’s intentions?
In the light of this, fundamental questions are being posed about the so-called
partnership and ‘brotherly’ relationships declared between the Chinese
and African governments, as in the Forum on China–Africa Cooperation
(FOCAC) in Beijing in November 2006. Looking past the formal declarations
and South–South rhetoric, the overriding question is whether the rapidly
growing role of China in Africa is one of partnership and cooperation, or more
akin to colonial or neocolonial patterns, or reflective of a new imperialism.
Alternatively, is China trying to contribute towards new South–South tactical
and strategic alliances with regard to the North?
The first point is that, whatever good intentions the Chinese government
may say it has, the objective and fundamental problem is that these relations
are based upon highly uneven levels of development and a very different
capacity to benefit from such interactions and cooperation. This pronounced
inequality will result in China making very much greater gains from what
it obtains from Africa, even if this is undertaken ‘fairly’ and with some
generous gestures. Africa may indeed receive (some) quantitative returns,
but it is China that will achieve the further vast qualitative transformation of
its economy, using the material and financial resources it gains from Africa.
There cannot be genuine win–win development scenarios in such a
situation. These grossly uneven gains are not necessarily the result of
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deliberate bad intentions but are intrinsic to relations between such very
uneven ‘partners’, unless deliberate efforts are made to compensate for
such very different situations and capacities, to consciously counter the
unbalanced effects, and to conscientiously avoid (or undo) damaging social
and environmental impacts.
In the political sphere, major problems reside in Beijing’s assurance that
it does not interfere in the internal affairs of other countries. This, of course,
means that it does not concern itself with the nature of the governments
with which it enters into large-scale economic and ‘aid’ relations. But this by

Most governments in Africa are not open and
transparent about their international economic
relations and investment agreements. The Chinese
government and economy are similarly, or even
more, opaque and difficult to access and assess
itself constitutes an ‘interference’ in the internal affairs of African countries
through the financial and other support provided to highly questionable
regimes, thus helping them to entrench themselves in power. Without the
full democratisation of African countries, the kind of domestic role that
civil society organisations want their governments to play, and the kind of
‘developmental’ proposals that they want their governments to put to the
Chinese authorities (see below) will be prevented.
Other questions must be posed about China’s perceptions of Africa and
the location of Africa within its own geo-economic and geopolitical strategies,
and in relation to the powers of the North. This is posed particularly clearly
with regard to China’s role in the World Trade Organisation, especially within
the G20 and the G33 groupings of developing countries. Both groupings
reflect tactical alliances of resistance against the majors, but they also reflect
differing economic/social interests and strategies vis-à vis the North within
and between the respective groupings/countries.
The major question is why China has identified with both these groupings,
even though not very actively and certainly not in any leadership roles.
Such positioning by Beijing may reflect not only China’s specific economic
interests and international aims – which all the world is focusing on – but
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also some possible emerging geopolitical positioning with the rest of the
South in relation to the interests of the North. The question is whether this
represents mere tactical positioning to gain political allies in the South in
what are bound to become increasing rivalries between China and the older
industrialised economies in new versions of wider inter-imperialist rivalries.
The alternative question is whether this could be used to the advantage of
the South in general, and how civil society organisations can intervene and
influence this geopolitical potential, if at all?
It is similarly important to obtain some insights into China’s role in
relation to the G77 in the UN. For a start why does China insist on the ‘G77
plus China’ designation rather than simply joining the G77? Also, of course,
have China’s role and veto powers in the Security Council been used in
ways that reflect concerns to politically support Africa or other countries
of the South? Such analyses would inform a more nuanced perception of
China’s positioning and political role in the world today as a purported
emerging super-power. It is not only its economic interests and role that are
important.

Developmental challenges by civil society
The political and economic dimensions go together. The Chinese political
authorities have to be challenged about their practice in political and essential
human rights and social issues, abroad as at home. There are also, however,
developmental demands that independent African analysts need to make of
African governments, and that official African institutions have to present to
the Chinese authorities. These relate to the economic, environmental, and social
terms and conditions under which Chinese companies operate in Africa.
During the ‘development era’ of the 1960s and 1970s the common demand
from development analysts and activists was that Western foreign investors
in the Third World should include some significant undertakings that would
increase the ‘gains’ from their investment for the host countries, and minimise
or reduce the losses or negative effects. The investment conditions that were
applied by many Third World governments in various combinations included:
•
•
•

Defined durations for such investment projects
Agreed reinvestment of (a proportion of) profits, for defined periods
Agreed return of foreign exchange earnings from exports from the host
country
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•
•
•
•
•
•
•
•
•
•
•

Payment of company and other taxes, and appropriate royalties
Limitations on the geographical areas/zones and spheres open to foreign
investment
A defined proportion of shares to be held by the host government and/
or local shareholders
Joint ventures or partnerships with local enterprises and/or parastatal
bodies
A defined proportion of production inputs, and services, to be acquired
from local companies
Payment of import taxes on equipment and other imported production
inputs
Transfer of technology with accompanying training and maintenance/
services capacities
Employment of local management and active transfer of management
skills
Employment of local technicians and active skills transfers
Employment creation for local labour, and active skills development
Observance of specified wage rates, health and safety regulations.

The much weaker – or non-existent – requirement that foreign investors
observe full trade union organisational and collective bargaining rights,
at best reflected the frequently paternalistic and substitutionist nature of
many of the ‘developmental’ governments of the time; or in some cases their
active suppression of such rights. Similarly, the almost total silence on the
observance of gender rights and appropriate environmental regulations also
reflected the shortcomings of the development paradigm of that era. Overall,
the terms of the development paradigm sought to ‘improve’ the benefits of

‘Soft’ loans … will over time inevitably
accumulate into growing African indebtedness
to the Chinese government and Chinese banks,
repeating the patterns of indebtedness that
were previously created by Western
governments and banks
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foreign investment in Africa, as in other Third World countries, but those
terms could not fundamentally substitute for internally generated capacities
and resources. Some African governments saw these foreign investment
policies and terms as providing an interim basis for industrial take off in
their countries, although, in practice, the major gains still accrued to the
foreign investors and their home economies.
Nonetheless, even those regulatory investment conditions that some of
the more determined African governments (such as Tanzania) implemented
have been largely swept away in recent decades under the International
Monetary Fund and World Bank structural adjustment programmes (SAPs)
imposed in most African countries. This onslaught has also been reinforced
by various World Trade Organisation trade and trade-related agreements,

Africa may indeed receive (some) quantitative
returns, but it is China that will achieve the
further vast qualitative transformation of its
economy, using the material and financial
resources it gains from Africa
and through the even more demanding liberalisation terms within bilateral
trade and investment treaties between African governments and the home
governments of the major international investors. These, together, are
central to the neoliberal counter-offensive that has displaced the so-called
development partnerships of earlier decades, limited and inadequate though
those were.
However, a very important ‘test’ question to be put to Chinese investors
and to the Chinese government is whether they accept that it would be
justifiable for African governments to require the above terms and conditions
of them, and whether they would be prepared to agree, instruct and require
all Chinese projects and investments in Africa to abide by all these terms.
In this scenario, much will depend, of course, on the will and capacity of
African governments, supported by institutions such as the AfDB and the
United Nations Economic Commission for Africa (UN-ECA), to establish and
to monitor such terms. Without them, African governments and countries
will simply be exchanging one set of long-standing Western neocolonial
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‘partners’ for a new set of South ‘partners’.
If, indeed, these new partners from the South are, or intend to be, different
to the established masters from the North, then the question to be put by
African civil society organisations to African governments and, through
them, to the Chinese authorities, is whether Beijing will accept and actively
commit to all these very reasonable developmental terms. Failing this, the
further question must then be asked: How do China’s economic operations
in Africa differ from those of the imperialist West?
These issues also pose a significant challenge to emerging Chinese civil
society. However, this is not just about their responsibility to and solidarity
with their counterparts in Africa – important though that is. It is also about their
responsibility to themselves and their own people. The terms and conditions
posed within the development paradigm of earlier years – and now being
revived in many debates in the South – can be posed, just as importantly,
within China itself. These questions have to be asked about China’s own
economy, about the damaging effects and impacts of international investors
in China, and about the regulatory terms and developmental conditions that
the Chinese authorities should be presenting to internal and international
corporations operating within China.
The author wrote this paper in her capacity as a fellow of the Transnational Institute
and as part of TNI’s Asia Programme <www.tni.org>.
Note
1 The very neo liberal government in Zambia was even recently forced to close down a
Chinese manganese mining operation in that country owing to the outrageous pollution in
the neighbouring community.
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Friends and interests: China’s
distinctive links with Africa
Barry Sautman and Yan Hairong
China’s expanded links to Africa have created much debate on
how to characterise those ties. Western political forces and media
have criticised every aspect of China’s activities in Africa, while the
Chinese, with significant support from Africans, have mounted a
spirited defence. Barry Sautman and Yan Hairong examine two
sets of factors that make distinctive China’s links with Africa: the
Chinese model and Beijing consensus, and aid and migration. They
argue that distinctive aspects of China’s links with Africa make the
People’s Republic of China seem a lesser evil than the West on key
issues in Africa’s development and African dignity.
Between countries, there are no friends, only interests.
Senegalese President Abodoulaye Wade, paraphrasing Lord Palmerston,
in a 2005 letter to President Chen Shui-bian, announcing Senegal’s
de-recognition of Taiwan and establishment of diplomatic relations with
China (Chang and Ko 2005).1
China has no friends, only interests.
African diplomat, commenting on President Hu Jintao’s 2004 visit to oilrich Gabon (Cheng 2004: 5)

Introduction
A remarkable and telling exchange on Chinese policies in Africa occurred
in 2006 between the United States Council on Foreign Relations (CFR) and
the Chinese government. A CFR report on enhancing US influence in Africa
devoted a chapter to the People’s Republic of China. It charged that China
protects ‘rogue states’ like Zimbabwe and Sudan, deploys its influence to
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counter Western pressures on African states to improve human rights and
governance, and unfairly competes with US firms in contract bids in Africa
(CFR 2006: 49–52). These same points have been made by veteran critics of
China in the US Congress and US analysts who see China as a competitor
(Smith 2005; Eisenman and Kurlantzick 2006).2
China’s elites have long regarded the CFR as a ‘superpower brain-trust’
and ‘invisible government’ shaping the US global role (Shambaugh 1993:
195–197). They responded in a paper that argued that China has a ‘strategic
partnership with Africa that features political equality and mutual trust,
economic win–win cooperation and cultural exchange’ (PRCMOFA 2006).

China’s practice then of supporting developing
state initiatives and giving aid that did not enrich
elites still resonates with Africans today, even
though, since the 1990s, China’s activism on
behalf of developing states has waned and much of
what it does in Africa is now profit-centred
The paper backed Africa’s desire for a more democratic international order
and detailed the aid activities of the Forum on China–Africa Cooperation
(FOCAC), which convened African and Chinese ministers in Beijing in 2000,
Addis Ababa in 2003, and Beijing again in 2006 (see UN 2003; Liu 2004).
The CFR report and China’s paper present single-minded visions. One
Western stock idea is that China practices neocolonialism in Africa (Norberg
2006). The CFR paper fosters this notion by presenting China’s actions as
deleterious to African interests in ways that it does not acknowledge with
regard to the West: it singles out China’s activities as uniquely supportive
of illiberal regimes and harmful to the environment through purchases of
illegal African timber. Elsewhere, China is accused of especially promoting
corruption in Africa and trade that damages African anti-poverty efforts
(Lyman 2005; Widdershoven 2004). Western powers, however, have long
supported authoritarian regimes in Africa, as does Taiwan with states that
recognise it, rather than the People’s Republic of China (AC 2005; Kaplan
2005).3 The most-praised African US ally, Yoweri Museveni, for example,
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incarnates ‘competitive authoritarianism’, having tried his main opponent
for rape and treason and changed the constitution to stay in office after 20
years as Uganda’s president (Economist 2006; Levitsky 2002). China’s support
for Zimbabwe and Sudan is much discussed in the West (Mawdsley 2007).4
Less is said about US support for authoritarian African states, especially oil
producers such as Gabon, Angola, Chad and Equatorial Guinea (Peel 2003;
Max 1997). That support extends to Sudan, through intelligence and other
military cooperation (Economist 2005; Hari 2005).5
There is no indication African regimes have become more corrupt since
China’s presence began to rise around 2000 (Goldstein 2006: 53). Both China
and the European Union (EU) buy much illegal African timber and Western
drug firms engage in bio-piracy in Africa.6 Chinese exports compete with
African exports almost solely in textiles and clothing (Kurlantzick 2006).7
China supplies most of the cloth African firms need to compete in their main
market, the US. Some 60 per cent of China’s exports, moreover, are produced
by foreign-owned firms. Cheap China-made household goods brought to
Africa by Chinese and Africans do inhibit light industry formation and may
harm the poor as potential producers; yet, machinery, electronic equipment
and ‘high- and new-tech products’ made up nearly half China’s 2005 exports
to Africa (Barboza 2006; XH 2006a).8 Chinese goods are much cheaper than
Western imports and many local products, benefiting the poor as consumers.
Only seven sub-Saharan states receive a significant share (5–14 per cent) of
their imports from China (Edwards and Jenkins 2005; Kennan and Stevens
2005). African industrialisation was already severely damaged by Western
imports following imposition in the 1980s and 1990s of World Bank/
International Monetary Fund (IMF) structural adjustment programmes
(SAPs) (Melamed 2005; Woods 2006: 141–178).
The CFR report is representative of the common Western moral binary in
discourses of China’s Africa policies, exemplified by a German foundation’s
ad for its panel on ‘China in Africa’ at the NGO forum of the World Trade
Organisation (WTO) 2005 ministerial meeting. It queried:
Are China–Africa trade investment relations following a pattern of
South–South cooperation, guided by development needs of both
sides? Or are [they] just replications of the classical North–South
model, where Africa’s hope of building a manufacturing sector gets
another beating? Will the Chinese ‘no political strings attached’
approach help the African development state regain posture or is it
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a recipe for closed-door business with autocrats to get a competitive
edge over Western economic interests (FES 2005).
In its own paper, China presented it policies as unlike the West’s ignoring of
African aspirations for a more equitable international distribution of wealth
and power. It eschewed, however, the obligation of states to indicate the
rights of especially oppressed people. The paper also indicated China will
follow the West’s path of forging bilateral free trade agreements (FTAs) in
Africa that go beyond WTO requirements in opening developing states to
higher levels of penetration by overwhelming external economic forces (see
Draper and le Pere 2005; Cockayne 2005).9
This paper focuses on two sets of China–Africa links that contrast with
what the West has had on offer through the Washington consensus and postWashington consensus, which adds to Washington-consensus neoliberalism
a discourse of democracy, good governance, and poverty reduction (Fine and
Jomo 2005). These links make China soft power a lodestone for African elites,
including 1) a ‘Chinese model of development’ and a ‘Beijing consensus’ that
supposedly takes seriously developing state aspirations ignored by the West
and 2) China–Africa aid and migration policies which, unlike those of the
West, many Africans see as not exclusively serving foreign and elite interests.
These distinctive links stem from China’s semi-colonial and socialist
legacies and developing country status, as well as from its late entry into
Africa as a resource-seeking state, in the midst of a decades-long decline
in African fortunes associated with Washington consensus privatisation,

Chinese bids for resources fare well because they
are packaged with investments and infrastructure
loans typically at zero or near-zero interest. Such
loans are often repaid in natural resources, if
they are not entirely cancelled
liberalisation, deregulation, and austerity policies (Teunissen and Akkerman
2004; Ahmed 2004; Broad 2004). Chinese leaders are usually depicted as
having an instrumental approach to dealings with foreigners and are said to
have interests, but no friends abroad (Lorenz 2005). The distinctive features
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of its links with Africa, however, often position China as a perceived lesser
evil among powers that interact with the continent, a perception that may
allow Chinese leaders to make good on their claim to have Africans among
their ‘all-weather friends’ (Liu 2005).
China’s Africa policies should not be reduced to either ‘China is the best’
or ‘China is just like the rest.’ China is now a trade-driven industrial power
integrated into the world system and practices a realpolitik of aggrandising
national wealth and power (Guang 2005). It implements a ‘neoliberalism
with Chinese characteristics’ (Harvey 2005: 120–151). China thus increasingly
replicates in key ways longstanding developed-state policies in Africa of
disadvantageous terms of trade, exploitation of natural resources, oppressive
labour regimes, and support for authoritarian rulers. The commonalities
of Chinese and Western approaches are now fundamental, but important
distinctions also exist.

The ‘Chinese model’ in context
Before the 1990s, China’s Africa policy was purely political: China fostered
anti-colonial and post-colonial solidarity (Hutchinson 1976). Such efforts
were repaid through African states’ recognition of China (Nwugo 1977).
The symbol of China–Africa links from the 1960s to 1980s was the Tanzania–
Zambia railway (Tazara) built by 50,000 Chinese (Hall and Peyman 1976;
Monson 2004–2005). China’s practice then of supporting developing state
initiatives and giving aid that did not enrich elites still resonates with
Africans today, even though, since the 1990s, China’s activism on behalf
of developing states has waned and much of what it does in Africa is now
profit-centred (Chen 2001; Alden 2005).
Post-colonial Africa is often understood as burdened by civil wars,
epidemics, and venal regimes that aggravate endemic poverty, a perception
that led to a post-Cold War Afro-pessimism or even Afrophobia and to
Africa’s downgrading as a concern for developed world policymakers and
investors (Rieff 1998; Economist 1997; Andreasson 2005). In part because of
China’s increased presence which, over the 1990s, saw China–Africa trade
grow by 700 per cent, Western leaders began to again give attention to
the continent. Yet, even as China’s activities compete with British, French
and US interests, many Africans still find Africa remains in many respects
invisible, especially to the US (Jaffer 2004; Pan 2006). That is so even though
it is the second largest continent and has the fastest-growing population:
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with 900 million people in 2005, less than a seventh of the world’s people, it
is projected to have nearly a quarter of global population by 2050. Africa’s
economy may double in a generation (EH 2005; Dyer 2007).
Africa is the most resource-laden continent, with every primary product
required for industry, including 10 million (m) of the globe’s 84m barrels
per day (bpd) oil production in 2005. Most is light, sweet, highly profitable
crude and much is off-shore, away from politics. Some 85 per cent of new
oil reserves found in 2001–04 were on west/central African coasts. Strong
competition for African oil exists because 90 per cent of the world’s untapped
conventional oil reserves are owned by states, 75 per cent of known reserves
are in states that exclude or sharply limit outside investment in oil, and
world demand may hit 115m bpd by 2030. The US imported 60 per cent of
its 20m bpd of oil used in 2005, 16 per cent from Africa. In 2006, however,
US imports of oil from Africa slightly surpassed those from the Middle
East, with both at 22 per cent of total imports (2.23m bpd). Oil accounts
for more than 70 per cent of all US imports from Africa.10 China imported
48 per cent of the 7.2m bpd it used in 2005, with 38 per cent of imports from
Africa (1.33m bpd). By 2025, its imports should reach 10.7m bpd, 75 per cent
of consumption. More than 60 per cent of the output of Sudan, Africa’s third
largest oil producer, went to China and supplied 5 per cent of China’s oil
needs. Angola and Nigeria, the next largest producers, each sent a quarter
of their production to China and in 2006 Angola overtook Saudi Arabia as
China’s greatest source, supplying 15 per cent of China’s oil imports. Overall,
however, China consumed less than a tenth of oil exported from Africa.11
Chinese bids for resources fare well because they are packaged with
investments and infrastructure loans typically at zero or near-zero interest.
Such loans are often repaid in natural resources, if they are not entirely
cancelled (Brautigam 2007). In Angola, China offered $2 billion (b) in aid for
infrastructure projects and secured a former Shell oil block that the largest
Indian company had sought (Hurst 2006: 10). In Nigeria, a promised $7b in
investments and rehabilitation of power stations secured for Chinese firms
oil areas sought by Western multinationals (Alden and Davies 2006). Chinese
companies outbid Brazilian and French firms for a $3b iron ore project in
Gabon after pledging to build a rail line, dam and deepwater port (CI 2007;
SCMP 2007).
There were more than 800 Chinese enterprises in Africa in 2006, 100
of them medium and large state-owned firms (XH 2007a). China recently
accounted for only a tiny part of Africa’s foreign direct investment (FDI).

92

Links with Africa
Its firms invested $135m and $280m in Africa in 2004 and 2005, of $3.6b and
$6.9b in total Chinese overseas direct investment. Africa’s average annual
2001–04 FDI intake was only $15–18b, despite the continent providing
the world’s highest FDI returns, averaging 29 per cent in the 1990s and
40 per cent by 2005. FDI in Africa in 2005 jumped to $29b (of $897b in global
FDI), but China’s FDI stock in Africa was still only $1b of Africa’s $96b in
FDI (two-thirds of it European – half British or French – and one-fifth North
American). By late 2006, however, China’s investments in Africa were pegged

Even such US allies as Museveni
see Africa’s ‘donating’ of unprocessed raw
materials to the West as allowing a small part of
humanity to live well at Africans’ expense; they
contend Africans need investment that will permit
them to sell coffee and not just beans, steel
and not just iron ore
at almost $8b, as pledged investments were actualised. China will soon
become one of Africa’s top three FDI providers. Since the 2006 FOCAC, that
effort has been aided by a $5b China–Africa Development Fund to spur China
investment. Trade with Africa was a tiny part of China’s 2006 $1.76 trillion in
world trade, but had grown from $3b in 1995 to $10b in 2000, $40b in 2005 and
$55b in 2006, balanced slightly in Africa’s favour. Yet, while China is the
third largest trader with Africa, after the US and France, its trade was wellbehind the US’s $91b and only a tenth of Africa’s world trade, most of which
remains with the EU and US.12
In the 1970s, Africa’s share of world trade was 5 per cent and of global
FDI inflows 6 per cent; in 2005 the figures were 1.5 per cent and 3 per
cent (AFP 2006a; Herald 2005; RTE 2005; UNCTAD 2006: 40). Chinese and
African analysts contend that increased Chinese trade and investment eases
Africa’s dependence on the West and is highly complementary (Losing Africa
2006; Itano 2005; Li Yong 2003). The UN Development Programme agrees
and underwrites a China–Africa Business Council that promotes China’s
investment in Africa (CABC 2006).
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Talk of a ‘Chinese model’ in which trade and investment play prominent
roles, is common in Africa.13 Some analysts argue that most facets of the
model cannot apply to Africa (Addis Fortune 2004; BD 2005). Many Africans
find aspects of it appealing, however. The UK Centre for Foreign Policy
Analysis’ director has observed that:
[T]he phenomenal growth rates in China and the fact that hundreds
of millions have been lifted out of poverty is an attractive model for
Africans, and not just the elderly leadership. Young, intelligent, welleducated Africans are attracted to the Chinese model, even though
Beijing is not trying to spread democracy (Moorcraft 2007; see also
Zhang 2006).
The African Development Bank’s president has said of the Chinese that ‘we
can learn from them how to organise our trade policy, to move from low to
middle income status, to educate our children in skills and areas that pay off
in just a couple years’ (WEF 2006).
Many Africans view China’s political economy as differing from that of
the West in ways that matter to Africa. A Nigerian journalist has argued that
China’s strategy:
is not informed by the Washington Consensus. China has not allowed
any [IMF] or World Bank to impose on it some neoliberal package
of reforms … [T]heir strategy has not been a neoliberal overdose
of deregulation, cutting social expenditure, privatising everything
under the sun and jettisoning the public good. They have not branded
subsidy a dirty word (TD 2005).
African analysts contrast the Chinese government’s massive investment in
infrastructure and support services within China with their governments’
failure to provide these requisites of development and contend the difference
stems from ‘strictures imposed by multilateral and bilateral financiers’ (TN
2006). Some note that China has had high growth rates and reduced poverty
without adopting Western liberal democracy (Vanguard 2006).
Many Africans find Chinese and Western economic practices distinctive.
They decry Western states’ use of ‘unequal and disparate exchange’ to lock
in underdevelopment (Williams 1985; Raffer 1987; Srkar 2001).14 Some accuse
Western firms of destructive actions, such as buying natural resources, but
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selling weapons (Colombant 2004). African analysts agree that China wants
Africa’s oil, but argue that ‘the way in which China’s demand for oil is
framed in Western media – in breathy, suspense-filled undertones … smacks
of racist double standards’ (Wanyeki 2006; see also M&G 2006). Indeed, while
three-fourths of US FDI in Africa has been in oil, 64 per cent of China’s FDI in
Africa from 1979 to 2000 was in manufacturing and 28 per cent in resources
(Ferguson 2003; WBGAR 2004: 63).15
Lack of infrastructure inhibits FDI and Africa’s exports (UN 2007: 105).
China, it is said, pre-eminently invests ‘in long-neglected infrastructure
projects and hardly viable industries’ (NE 2006). Its firms had $6.3b in

Examples of US, UK and French direct
exercises of hegemony in Africa are legion. In
contrast, China is said to allow African states to
vote as they please at the UN and it deploys
troops only as peacekeepers
construction contracts in 2005 (Singh 2006) and now employ many African
workers.16 A Nigerian official has also noted that ‘the Western world is never
prepared to transfer technology – but the Chinese do [and] while China’s
technology may not be as sophisticated as some Western governments’, it is
better to have Chinese technology than to have none at all’ (FT 2006a).
Even such US allies as Museveni see Africa’s ‘donating’ of unprocessed
raw materials to the West as allowing a small part of humanity to live well at
Africans’ expense; they contend Africans need investment that will permit
them to sell coffee and not just beans, steel and not just iron ore. They regard
China’s surging demand for African exports – China’s share as a destination
rose from 1.3 per cent in 1995 to 10 per cent in 2005 – as aiding that effort
(Goldstein 2006; Broadman 2006:11; NV 2005).17 Africans also find Chinese
goods to be cheaper than Western imports and, often, local goods: a 50kg
bag of local cement costs $10 in Angola, but imported Chinese cement costs
$4 (Donnelly 2005).
Talk of Chinese colonialism or imperialism in Africa is thus inapt.
‘Imperialism’ is often ‘indiscriminately applied to any foreign policy …
to which the user happens to be opposed’ (Morgenthau 1960: 45), but is
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commonly equated with ‘informal empire’, where a stronger state determines
a weaker one’s external policies and influences domestic matters (Motyl
1999).18 Yet, claims that China has ‘substantial influence’ over several African
states, notably Sudan and Zimbabwe (FT 2006b; Observer 2007; WP 2007),
remain unproven.19 China’s influence is limited by its sovereigntist stance. Its
actions also differ from those of longstanding practitioners of imperialism.
Examples of US, UK and French direct exercises of hegemony in Africa are
legion (Jarrett 1996; Milburn 2004; Ayittey 2007).20 In contrast, China is said
to allow African states to vote as they please at the UN and it deploys troops
only as peacekeepers (Lafargue 2005).
Other characteristics that Africans attribute to China concern her position
in the international system. A South African scholar has noted that China is
the first country from the so-called marginalised developing fold
to occupy centre stage in the global political economy. In terms of
political ideology and approaches to socio-economic development,
China is closely aligned to countries of the south … creat[ing] a
somewhat idealistic impression of the distant partner or big brother in
the East that is still evident on the continent today (Whi 2006).
For many Africans then, there is a ‘Chinese model’ and not just of FDI/
export-led rapid industrial expansion (Li 2005; Cao 2005). It is also an image
of a developing state that does not fully implement Washington consensus
prescriptions, does not impose onerous conditions on African states’ policies
and is more willing than the West to help develop predicates of industrialism
in the global South, including by opening many factories in Africa.21 Whether
this positive view of a ‘Chinese model’ is warranted is less important than
the fact it exists and plays a role in how Africans appraise the policies of the
main Western states. This perception is now part of an image often labelled
‘the Beijing consensus’.

The Beijing consensus as a ‘competing framework’
China’s self-representation as Africa’s helpmate is often dismissed as
propaganda designed to curry favour with African elites. The Washington
consensus/post-Washington consensus, however, has a more than twodecade history in Africa (Sandbrook 2005) and the Beijing consensus is now
seen as competing with Washington consensus/post-Washington consensus
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instruments set up by the EU, US and South Africa around the year 2000.22
The Cotonou agreement of 2000, the EU framework with 77 African,
Caribbean and Pacific (ACP) states, is based on free trade (WTO compliance
and sub-continental regionalism), private enterprise, export production, FDI,
austerity measures, and conditioned aid. It gives a leading role to the European
Commission and individual political, not group and socio-economic, rights.

In the global South, there is a sense of
grievance with neoliberalism, seen as an
aggravated form of worldwide unequal
exchange and embodied in the EU,
US and NEPAD mechanisms
Poverty reduction is seen as a concomitant of trade and capital liberalisation
and FDI secured by compliant labour. Quintennial conferences serve to
renegotiate the EU–ACP relationship, which also includes bilateral and
regional free trade economic partnership agreements. These pacts, like those
the US negotiates, weaken solidarity among developing states in the WTO
(Nunn and Price 2004; Hurt 2003; Bensah 2003).
The US African Growth and Opportunity Act (AGOA) of 2000 provides that
states that marketise, liberalise, privatise, de-subsidise, deregulate and do not
undermine US foreign policy interests may receive trade preferences. Some 37
African countries, many of them authoritarian, have been declared eligible. US
and African ministers meet every two years in an AGOA forum. AGOA trade
concessions only go slightly beyond the US General System of Preferences,
in part because oil and minerals are more than 80 per cent of the value of
African exports to the US. Only a few countries have gained under AGOA,
mainly by exporting agricultural products not plentiful in the US, such as cut
flowers. Most African products remain barred by competition from subsidised
US agriculture and non-tariff health and safety barriers, while Asian firms
produce many goods entering the US from Africa. AGOA is also a platform for
free trade agreements between the US and African regional entities (UNCTAD
2003:1–2; Rice 2004; Melber 2005; Lall 2005). Its appeal for African rulers lies not
so much in direct benefits, as in closer political ties to the US, resulting in aid,
including military training useful in quelling oppositions (Hallinan 2006).23
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Since 2001, neoliberal principles also have been embodied in the New
Partnership for African Development (NEPAD). NEPAD is based on the idea
that there is no alternative to neoliberalism and that integration into the world
market is the antidote to poverty. It is African Union-endorsed and backed
by global and South African firms. Critics compare NEPAD as implemented
to IMF/World Bank SAPs (Lesufi 2004; Adesina 2004, 2006; Bond 2005).
Its representation as ‘by Africans for Africans’, however, provides another
mechanism for implementing developed countries’ Washington consensus/
post-Washington consensus frameworks. US firms in Africa link AGOA
and NEPAD (Hayes 2002) and US leaders praise NEPAD as ‘extend[ing]
democracy and free markets and transparency across the continent’ (WH
2003). EU endorsements of NEPAD link it to the Cotonou agreement (Lake
2003). China too voices support and says it implements NEPAD through
FOCAC (Liu 2004).
In the global South, there is a sense of grievance with neoliberalism, seen
as an aggravated form of worldwide unequal exchange and embodied in the
EU, US and NEPAD mechanisms. At the 2000 FOCAC opening ceremony,
Zambia’s president stated:
[Developed countries] are not prepared to discuss the issues of justice
and fair play concerning the international trade and commercial
sector, which imposes considerable suffering and privation on
developing countries … [T]he developing world continues to subsidise
consumption of the developed world, through an iniquitous trade
system. The existing structure is designed to consign us to perpetual
poverty and underdevelopment … It is unrealistic to expect support,
relief or respite from those who benefit from the status quo (Chiluba
2000).
Those Africans who are disenchanted with Western neoliberalism plausibly
regard China as an alternative, based on experiences and needs it shares
with Africa (Tull 2006).
China’s creation of an attractive (although not necessarily accurate) image,
termed the Beijing consensus, itself distinguishes China’s links with Africa.
The Beijing consensus notion originated with Joshua Cooper Ramo, ex-Time
magazine foreign affairs editor and Goldman Sachs China advisor, and now
managing director of Kissinger Associates. While there is no consensus on
the Beijing consensus (A. Leonard 2006), it is often discussed as China’s

98

Links with Africa
investments, aid, and trade not conditioned by demands of Western states
and international institutions. US neoconservatives, who are especially
exercised by it, reduce the Beijing consensus to ‘economic growth without
the constraints of democratic institutions’ or ‘economic development
without political change’ (Wortzel and Stewart 2005; Craner 2005). Others

US neoconservatives, who are especially
exercised by it, reduce the Beijing consensus to
‘economic growth without the constraints
of democratic institutions’ or ‘economic
development without political change’
describe it as liberal trade and finance with strong state leadership (Alert
Unit 2004: 117), a strong state role in industrial development, but caution
toward liberalisation and deregulation (Dauderstadt and Stetten 2005: 7) or
state guided development and concern with stability (Lieberthal 2006).
Washington consensus/post-Washington consensus ‘market fundamentalism’ is about Western prescriptions for the world’s economies and
politics and the ordering of global power relations. The Beijing consensus is
about lessons of articulation of state and economy in China and her approach
to international relations. Ramo presents it as a multifaceted policy set
forefronting constant innovation as a development strategy (instead of onesize-fits-all neoliberal orthodoxy) and using quality-of-life measures, such
as equality and environment (not just GDP) in formulating the strategy. He
asserts that it opposes the hierarchy of nations embodied in the Washington
consensus-related international financial institutions (IFIs) and WTO (Ramo
2004a).24 China’s leaders are said to reject ‘a US-style power, bristling with
arms and intolerant of others’ world views’, in favour of ‘power based on the
example of their own model, the strength of their economic system, and their
rigid defence of ... national sovereignty’ (Ramo 2004b).
Ramo himself cannot be written off as ‘radical.’ He is a CFR member
and was declared a ‘Global Leader of Tomorrow’ by the neoliberal World
Economic Forum. Ramo is affiliated with the Tony Blair-founded Foreign
Policy Centre in London and the World Bank has praised his book on the
Beijing consensus (FPC 2005). Not surprisingly, the Beijing consensus, as

99

China’s new role in Africa and the South
Ramo conceives it, is a ‘model’ within the neoliberal paradigm, yet he
approvingly quotes an Indian sociologist who has stated that ‘China’s
experiment should be the most admired in human history. China has its
own path‘ (Ramo 2004c).
China’s government denies it touts any model (French 2005). Asked about
Rwanda’s development, the Chinese ambassador said only that Chinese
experience shows Rwanda should encourage local and foreign investment
(Akanga 2006).25 Yet soon after Ramo coined the Beijing consensus concept
and world economic forum chair Klaus Schwab contrasted it with the
Washington consensus (RW 2004), a leading Chinese economic journal
published an article by Ramo and a TV programme on his book was
telecast in China (FPC 2005). His work was circulated to the top 5,000
Chinese leaders. Some of China’s media argued that the Beijing consensus
is challenging the Washington consensus (Jing Bao 2004; BR 2006). China’s
leading newspaper carried an article in which economists Wu Shuqing
(former head of Beijing University and now a Ministry of Education
advisor) and Cheng Enfu (Academy of Marxism head and proponent of

Africans go to China to learn how
to build the infrastructure themselves
or how to work in it as doctors,
teachers, officials
the ‘socialist market economy’ as a world model) endorsed the ‘theoretical
scientificity and practical superiority’ of the Beijing consensus. Opposing
it to the Washington consensus, they spoke of its ‘growing influence in the
world, particularly among developing countries’ (Wu and Cheng 2005).
Other Chinese works counterpose the Beijing consensus and Washington
consensus (Zhang 2004; Huang and Cui 2005; Wang 2005; Mao 2005).26
That contrast has also been taken up by US analysts (Nye 2005; Thompson
2005). Since 2006, Chinese writers have praised Africans’ supposed move
from Washington consensus to Beijing consensus (Liu 2006; 21SJBD 2006).
Their enthusiasm for the Beijing consensus reflects a desire to make China
the world’s leading state, while in some Western circles it may stem from
the view that the Beijing consensus is a more saleable variant of the post-
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Washington consensus or that any ‘consensus’ is better than one enforced
by the US.27
The Beijing consensus appears as an alternative to strictly neoliberal
‘consensuses’. China’s aid comes without the strings attached by AGOA
and other programmes. China approves African states focusing their
investment on infrastructure and human capital, rather than just primary
products. It supports the state addressing development problems not solved
by neoliberalism’s favoured corporate initiatives. Jim McDermott, the US
Congressman known as the ‘Father of AGOA’, has implicitly drawn this
contrast:
[T]he US cannot rely solely on the private sector to help support
Africa’s endeavour to develop. Private companies may invest in new
manufacturing plants or mineral extracting facilities, but they usually
do not drill water in remote villages, or build schools to educate young
Africans. Do you know of many venture capitalists who buy malaria
or TB drugs for the world’s poor to enhance their trade opportunities
(de Figueiredo 2003)?
To some analysts, Washington consensus–Beijing consensus differences
amount to a US–China ideological struggle, e.g. between a ‘neoliberal
Anglo-Saxon credo’ and an Asian-derived ‘socially oriented’ approach
(Cheow 2006). A UK journalist has said the Washington consensus–Beijing
consensus confrontation is ‘the biggest ideological threat the West has felt
since the end of the cold war.’ Expressing no doubt about which ‘model’ will
prevail, he opined that in two decades ‘the press will be full of articles about
“Asian values” and the “Beijing consensus’’ (M. Leonard 2005a, 2005b). Arif
Dirlik, who emphasises the Beijing consensus’s lack of ideological coherence,
has argued, however, that its appeal may be its acknowledgement of the
desirability of a global order ‘founded, not upon homogenising universalisms
that inevitably lead to hegemonism, but on a simultaneous recognition
of commonality and difference’ (Dirlik 2006). That recognition magnifies
China’s soft power in Africa, the putative Beijing consensus’s main testing
ground. Yet, while China is seen as offering a new approach, its institutions
related to Africa do mirror the form and some of the content of developed
country frameworks.28
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Distinctive aid and migration
Chinese aid to Africa, as well as patterns of Chinese migration to Africa and
African migration to China, differ from Western practices, but relate to each
other. Infrastructure development, the centrepiece of China’s aid, facilitates
China–Africa migration. Over several decades, China has sent 16,000 medical
personnel to Africa to develop hospitals and clinics and treat 240m patients
(XH 2006c). Chinese have long aided African agricultural development
(Brautigam 1998): 10,000 Chinese agro-technicians have been sent to Africa
since the 1960s and worked on 200 projects, including setting up farms and
agricultural stations and personnel training (BD 2004a). For example, in
Tanzania, Chinese-built Ubungo Farm Implements Factory (UFI) turned out
85 per cent of hand tools, while the Mbarali Farm produced a quarter of

The US is now heavily involved in
African politics, for example through
multimillion dollar programmes to support
or undermine the governments of Angola,
Burundi, Sudan and Zimbabwe, carried out
by the self-described ‘overtly political’ Office
of Transition Initiatives of the US Agency
for International Development
the rice eaten by Tanzanians (Ai 1999). China is to train 10,000 agricultural
technicians for Africa in 2007–10 (Macauhub 2007). Some 530 Chinese
teachers have worked in African schools and many Chinese are in Africa to
train government staff (XH 2005; Ryu, 2004; Kuada, 2005). Many more go
for contract labour service – building railways, roads, telecommunications
systems, hospitals, schools and dams – or to do business that uses that
infrastructure.
Africans go to China to learn how to build the infrastructure themselves
or how to work in it as doctors, teachers, officials, etc. Some 16,000 African
professionals were trained in China in 2000–06; 15,000 will do so in 2007–09
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(XH 2006d; TD 2007). From 1956 to 1999, 5,582 Africans studied in Chinese
universities. By late 2004, 17,860 Africans had received Chinese scholarships
and 15,000 had graduated, two-thirds within the preceding decade. China
provided 1,500 scholarships to Africans in 2005 and 2,000 in 2006; there are
to be 4,000 a year by 2010. By 2007, more than 20,000 Africans had graduated,
including several political leaders.29 Despite difficulties presented by a
commonplace racism, a few Africans remain in China after graduation, some
engaging in China–Africa business (Leu 2007; Nyamwana 2004; Gillespie
2001: 98–108, 169–179; interviews with Africans in Beijing, Shanghai,
Shenzhen, 2006; Guangzhou, 2007).
China’s aid to Africa, while not disinterested, is not used as a political
tool in the same way as aid from Western political actors to Africa is. This
approach is longstanding: Tanzania’s first leader Julius Nyerere (1974:235),
commenting on the loan for building Tazara stated that ‘The Chinese people
have not asked us to become communists in order to qualify for this loan
… they have never at any point suggested that we should change any of
our policies – internal or external.’ In contrast, during the Cold War, the US
and UK pressured Tanzania to take the West’s side and later to accept IMF/
World Bank SPAs. The US is now heavily involved in African politics, for
example through multimillion dollar programmes to support or undermine
the governments of Angola, Burundi, Sudan and Zimbabwe, carried out
by the self-described ‘overtly political’ Office of Transition Initiatives of the
US Agency for International Development (USACOC 2005; USAID 2005;
USAID/OTI 2005; McGreal 2002; CSM 2006).
Chinese aid has also differed from US aid in terms of whether the recipient
or donor decides the projects on which aid monies are spent. China’s
approach is more commercial than formerly, but contrasts with US and UK
insistence on aiding only private enterprise development. For example, the
UK Commission on Africa 2005 report states that Africa should adopt the
Private Finance Initiative: all major projects should be built in conjunction
with the private sector (Nelson 2005). China continues to support state-run
projects in industry and agriculture. There is no evidence China politically
conditions its aid, except that recipients must maintain full diplomatic
relations with the People’s Republic of China, rather than Taiwan, as all but
five African countries do (Mukandala 1999; Liu 2001).
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Tied and untied aid
Much developed state aid is subject to conditions that benefit the donor
economically and politically, including its security interests. A study notes
that:
Tied aid is a particularly inefficient form of development assistance
because it does not help poor countries develop their economies.
Instead of creating new businesses and jobs in recipient countries, most
of the benefits remain in the donor nations. Tied aid is also inefficient
because often goods and services would be available at a lower price
from local producers or world markets (Hirvonen 2005: 8, 12).
About 80 per cent of US grants and contracts to developing countries must
be used to buy goods and services from US firms and NGOs. Some 90 per
cent of Italy’s aid benefits Italian companies and experts; 60–65 per cent
of Canada’s aid and much of that of Germany, Japan and France is tied to
purchases from those states. A UN study found such ties cut by 25–40 per
cent the value of aid to Africans, who are required to buy non-competitively
priced imports (IPS 2004; Pawson 2005). Actual costs of tied direct food aid
transfers are 50 per cent higher than local food purchases and a third higher
than buying third-country food (OECD 2005).
The popular view in the West nevertheless is that it is generous with
Africa, in response to NGOs seeking to help Africa through debt relief and
increased aid (IPS 2005).30 Yet, from 1970 to 2002, Africa received $530b in
aid and loans and repaid $540b. The G8 and IFIs subsequently cancelled
the debt of only 14 states and Africa’s debt still stands at about US$300b.
An additional $50b in aid was promised in 2005, but more than half was
either double-counted or involved money already pledged. Debt relief and
refugee-related expenditures in developed countries are also counted by
them as part of increased development assistance (Hertz 2005; Hirvonen
2005; Abila 2005).
China’s aid to Africa provides it with political benefits, such as support on
sovereignty issues and for China gaining ‘market economy status’ that will
enable it to better resist anti-dumping actions in WTO (Ching 2005). If China
were ever to directly confront Western states in international forums, support
could be expected from African states. China, however, does not need other
states’ support for such activities as control of international institutions or
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war-making, in contrast to the US, which in 2003 pressured the three African
UN Security Council members to endorse the war in Iraq (IPS 2004).
Chinese firms secure many contracts on projects in Africa financed
by China’s soft loans. An analyst speaks of ‘indirect conditionalities’, an
understanding that Chinese firms will secure a portion of work financed by
Chinese loans (Kuada 2005). The $2b credit line China extended to Angola
in 2004, used for railroad repair, road building, office construction, a fibreoptic network and oil exploration, was guaranteed by a contract for the sale
of oil from a field that generates 10,000 bpd. The loan, originally at 1.5 per

China’s winning bids are based on low labour
costs and profit margins and quick turn-around.
Most Western firms expect 15–25 per cent profits
rates; most Chinese firms expect less than 10 per
cent and many accept 3–5 per cent
cent interest, but lowered to 0.25 per cent, is to be recouped over 17 years,
including a five-year interest free period. Its terms reserved for Angolans 30
per cent of the value of contracts paid for with its funds. Angolans feared
Chinese firms would win the other 70 per cent, engendering resentment
among them (APA 2004, 2006c; IRIN 2005a, 2005b; CCS 2006).31 Chinese
firms do in fact secure many contracts, even apart from those financed
by China’s aid: in Botswana by 2005 they were winning 80 per cent (UPI
2005a). A study of 505 contracts opened by African states for international
bids in 2004 showed Chinese firms won 2.6 per cent of the total, but these
amounted to 18 per cent of the value of all contracts (ADB 2005: 23). In 2001,
Africa-based contracts were 17 per cent of all contracts Chinese firms had
outside China, but by 2005, they were 28 per cent and in 2006, 31 per cent. In
that year, Chinese-won contracts ranked first in new contract value among
the totality of contracts secured by foreigners in Africa (Zhu and Xu 2007).
In 2006, there were over 600 Chinese infrastructure projects in Africa and
financing by China’s Exim Bank for African infrastructure had increased to
$12.6b, much more than the developed countries’ total infrastructure aid to
the continent (NA 2006; White 2006).
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China’s winning bids are based on low labour costs and profit margins
and quick turn-around (Kurlantzick 2006). Most Western firms expect 15–
25 per cent profits rates; most Chinese firms expect less than 10 per cent
and many accept 3–5 per cent (CCS 2006). In Ethiopia, some Chinese firms
have been instructed by their government to make unprofitable bids to get a
foot in the door. Lower salaries and profits margins also arise from China’s
state-owned firms competing with each other. Chinese contractors building
Ethiopia’s roads seek a 3 per cent profit; Western businesses seek 15 per cent
or more (Shinn 2005; Lyman 2005; Leggett 2005). Efficient, low-cost Chinese
construction softens the image of China’s participation in the overall unequal
trade and investment relationships between Africa and more developed
states, including China.
While China’s aid to Africa is thus not entirely untied, it is distinct from
Western aid in a key way that stands at the intersection of aid and migration.
As one analyst explains:
Chinese aid is often dispensed in such a way that corrupt rulers cannot
somehow use it to buy Mercedes Benzes … [It] is often in the form
of infrastructure, such as a railroad network in Nigeria or roads in
Kenya and Rwanda. Or in the form of doctors and nurses to provide
health care to people who otherwise would not have access … China
provides scholarships for African students to study in its universities
and, increasingly, funds to encourage its businessmen to invest in
Africa (Ching 2005).32
Speaking of China’s activities in Africa, Sierra Leone’s ambassador to China
has said ‘The Chinese are investing in Africa and are seeing results, while
the G8 countries are putting in huge sums of money and they don’t see very
much’ (UPI 2005b). This difference advantages China in African eyes even
when altruistic motives are discounted.

Draining and gaining migrations
Migration patterns set another key distinction between China–Africa links
and Western connections with the continent. Africans generally perceive
Chinese who work in Africa as less privileged and exploitative than
Western expatriates (Wainaina 2006).33 Chinese construction personnel and
agricultural advisors live more like their African counterparts than do expats,
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Table 1 Number of Chinese in select African countries,
circa 2001 and 2003–07
Country	Ohio U. Database 2001
Algeria
Angola
Benin
Botswana
Burkina Faso
Cameroon
Cape Verde
Congo (Democratic Rep.)
Cote d’Ivoire
Egypt
Ethiopia
Ghana
Guinea
Kenya
Lesotho
Liberia
Madagascar
Malawi
Mali
Mozambique
Namibia
Nigeria
Senegal
South Africa
Sudan
Tanzania
Togo
Uganda
Zambia
Zimbabwe

2,000
500
—
40
—
50
—
200
200
110
100
500
—
190
1,000
120
30,000
40
—
700
—
2,000
—
30,000
45
600
50
100
150
300

Estimate for 200X
20,000
20,000 –30,000
4,000
3,000–10,000
1,000
1,000 – 3,000
600–1,000
500
10,000
6,000–10,000
3,000–4,000
6,000
5,000
5,000
5,000
600
60,000
2,000
2,000
1,500
5,000–40,000
100,000
2,000
200,000 – 300,000
5,000–10,000
3,000–20,000
3,000
5,000–10,000
4,000 – 6,000
5,300–10,000

(2007)
(2006)
(2007)
(2006–07)
(2007)
(2005)
(2007)
(2007)
(2007)
(2007)
(2006)
(2005)
(2007)
(2007)
(2005)
(2006)
(2003)
(2007)
(2007)
(2006)
(2006)
(2007)
(2007)
(2007)
(2004–05)
(2006)
(2007)
(2007)
(2007)
(2005 – 07)

Sources: Ohio University 2001; Becker 2004; Chen 2003; AFP 2005; Tull 2005, fn. 98; Sudan
Tribune 2005; Xinhuanet 2007; Daily News (Gaborone) 2006; AFP 2006d; PD 2002; DTe 2005;
Weidlich 2006; Namibian 2006a; IRIN 2006b; Ren 2007; DPA 2007; XH 2007b; Tian 2007;
Hoffmann 2007; CCS 2006:19; Guineenews 2007; interviews with Chinese in Ghana, 2005,
Tanzania, 2006; information from Chinese embassies in Mozambique, Liberia, Ethiopia, 2006;
communications with Chinese living in Benin, Botswana, Burkina Faso, Cape Verde, DR Congo,
Egypt, Malawi, Mali, Senegal, Kenya, Togo, Uganda and Zambia, March–August 2007 (for S.
Africa, see next fn).
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in keeping with the eighth Principle on External Economic and Technical
Assistance set out by Premier Zhou Enlai during a 1964 trip to Africa: ‘The
experts dispatched by the Chinese government to help construction in the
recipient country should enjoy the same living conditions as the experts of the
recipient country. The Chinese experts are not allowed to make any special
demands and ask for any special amenities’ (Donnelly 2005).34 Similarly, the
small, mostly short-term, African migrations to China are seen as benefiting
Africa, while many Africans view the large, permanent migration of African
professionals to the West as harming Africa’s development.
A surge in Chinese migration to Africa began in the mid-1990s and
accelerated in the present decade, soon rendering population estimates
obsolete. An Ohio University (OU) database shows 137,000 Chinese in Africa,
the same figure provided for 2001 by Taiwan’s government.35 Its estimates
for 34 African states are now very out-of-date. While some discrepancies may
reflect differing conceptions of residence, the magnitude of the differences
indicates a very rapid growth in Africa’s Chinese communities.36
The growth of South Africa’s Chinese population is especially significant.
The 10,000 ‘indigenous’ or ‘South-African born Chinese’ (SABCs) were
almost the whole Chinese population until 1980, when an immigrant
community, 90 per cent from Taiwan, began to form. By 1993, there were
36,000 Chinese in South Africa. A decade later, the Chinese embassy in
South Africa stated there were perhaps 80,000 Chinese residents, while
South Africa’s ambassador to China has said there are many more than
100,000. Almost all the increase since 1993 has come from Chinese mainland
migrants, as the Taiwan-origin community shrank by half to 10,000 and the
SABC population declined. Estimates in 2004–07 ranged from 100,000 to
400,000 legal and illegal Chinese residents.37
A Belgian diplomat in Tanzania once told a Japanese diplomat in the 1970s
that his African employee had queried, ‘Why are there two kinds of Chinese
in Tanzania? One kind wears dirty clothes, looks poor, but works very hard;
another kind wears a good suit, rides in a modern car with a camera on his
shoulder, and looks like an American.’ The African worker was conflating
as ‘Chinese’ those who had come from China to build Tazara and Japanese
visiting Tanzania for very different purposes (Michiaki 1979).38 Only a small
number of Chinese in Africa today perform service of the kind rendered
by their 1970s compatriots, yet substantial differences remain between the
positions of Chinese and citizens of developed countries in Africa. A South
African university official has advanced a common, implicitly comparative
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view in noting that China provides low-cost technology and its people are
willing to work in inhospitable places (Muekalia 2004).
Most developed country citizens in Africa are managers or professionals.
Some work for large corporations, others are among 40,000 NGO-employed
expats (Ayodele 2003). They generally command salaries that allow a lifestyle
very different from most Africans and usually better than local occupational
peers. Larger Chinese communities in Africa also have well-off members,
usually business people. Most long-term Chinese residents in Africa, however,
are small merchants, with little capital, who sell what one Kenyan has called
‘down-street merchandise’ (TN 2005; TP 2005; Mayanja 2005). In Zimbabwe,
Zambia and South Africa, there are also Chinese farmers (Asianews 2006;

Africans generally perceive Chinese who
work in Africa as less privileged and exploitative
than Western expatriates
Ncube 2005; Ryu 2004).39 Some Chinese study in Africa, mostly in South
Africa: in 1999, there were only 19, but by 2004, 3,300 Chinese had attended
South African tertiary institutions, where in late 2005, 3,196 Chinese were
studying (PRCMOC 2006).
Many Chinese work in Africa under labour service contracts.40 They are
paid much less and live more frugally than Western expats doing comparable
work. In 1992, Africa employed 100,000 developed country expats at a cost of
$4b per year, i.e. $40,000 per expat or nearly $800 per week (Kollehlon and Eule
2003). They generally work for African governments or NGOs; Westerners
employed by multinational firms have even higher salaries. Chinese wages
are even now not nearly so high. Chinese ‘workers’ (i.e. managers, engineers
and skilled craftsmen) for one construction firm in Angola receive $500 a
month, live two to three to a room, and cook for themselves, while Europeans
each rent a house and eat out. Chinese supervising African workers on
construction sites dig along with them (Donnelly 2005; BBCRF 2006). China’s
largest contract in Africa, worth $650m, is to build Sudan’s Merowe Dam,
where in 2003–05, 1,800 Chinese and 1,600 Sudanese worked. A Chinese firm
won the bid because it kept expected profit margins and Chinese staff costs low.
All project managers, 90 per cent of engineers and 75 per cent of technicians
are Chinese; locals are 20 per cent of skilled workers and all general labour.
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Expats earn $220–$600 per week, Sudanese $22–$350 (XH 2006f; Reina 2004).
Chinese firms in Africa ‘reportedly provide good quality projects at a price
discount of 25–50 per cent compared to other foreign investors’ due to lower
profit margins, access to cheap capital, and low wages and living standards
for Chinese employees (Kaplinsky 2006: 18–19).
While many Chinese now live in Africa, a growing number of Africans live
in China. Guangzhou had 10,000 or more Africans in 2006, mainly China–
Africa traders and students (BD 2006; Zatt 2007).41 Beijing in 2005–06 was
said to have at least 600 Africans, Shanghai 500, and Shenzhen 100 (Simpson
2006).42 Most were students of medicine, engineering or natural science,
expected to return to Africa in four or five years. That small brain gain

China provides a model for developing states based
on rapid industrialisation fuelled by a high-level
of investment and concentration on exports and,
unlike the West, its low-tariff, low-subsidy regime
allows other developing countries to export freely
to China and compete with it in world markets
contrasts with Africa’s brain drain to the West that originated with structural
adjustment programmes that required deep reductions of state expenditures.
Up to 1980, Africa had a dozen high growth countries, averaging 6 per cent.
A third of African states had savings rates higher than 25 per cent, which
sustained human resource development. Structural adjustment programmes
curtailed state funding, including for universities, and costly expats had to
replace local intellectuals. Savings rates plummeted to 10 per cent, too low
for industrialisation or adequate education (Mamdani 2002). Thus, Africa
yearly produces 83 engineers per one million people; China graduates 750
and developed countries 1,000 (NMI 2006; NA 2006). Many African engineers
emigrate: more are in the US than in Africa (ACBF 2004: 15).
From 1985 to1990, 60,000 African professionals emigrated. In 2000, 3.6
per cent of Africans, but 31.4 per cent of Africa’s emigrants, had a tertiary
education. By 2005, 300,000–500,000 professionals, including 30,000 doctoral
degree holders, had left and 20,000 more emigrate each year to the US or
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Europe. The half million figure would mean a third of African professionals
had left. On average each represents a loss of $184,000 to Africa.43
Of 400,000 African immigrants age 16 and above in the US in 2000, 36
per cent were managers or professionals. Many were brought in through
the Diversity Visa Program (‘Green Card Lottery’), most of whose winners
are Africans. By 2005, 50,000 Africans a year were migrating to the US, with
perhaps four times that number entering illegally. While such migrants send
remittances home, a leading African scientist in the US estimates Africans
there contribute 40 times more to America than to Africa’s economy (Mazrui
and Kaba 2004; Herbert 2005; Roberts 2005; Manda 2004).44 Others stay on
after graduation from US universities, which had 34,000 African students in
2000–01, 6.25 per cent of their international students (Coffman and Brennan
2006). Most were graduate students and a survey of Africans who received
US PhDs from 1986 to 1996 showed that 37 per cent remained there after
graduation. The percentages staying were higher in fields key to development:
engineering (54 per cent), physical sciences (44 per cent), health sciences (44
per cent) and management (67 per cent), and higher also for two of the three
top PhD-receiving peoples, Nigerians (62 per cent) and Ghanaians (61 per
cent) (Pires 1999). Because education levels among entrepreneurs correlate
with private enterprise growth and human capital is a key determinant
of FDI inflows, the brain drain plays a role in continued poverty in Africa
(Kapur and McHale 2005: 102). For example, austerity measures and faculty
out-migration have collapsed Nigerian tertiary institutions, rendering the
country’s 50,000 engineers severely under-trained (TD 2006b).
Africa, with 14 per cent of world population has 24 per cent of the global
burden of disease (WHO 2006), so poaching of Africa’s human resources is
most apparent among medical workers, of which Africa has 1.4 per 1,000
people, while North America has 9.9 (Mallaby 2004). Of Africa’s estimated
800,000 ‘trained medical staff’, 23,000 a year leave for developed countries.
The doctors among them cost on average $100,000 to train (Jack 2005). Their
immigration saves a receiving country like Britain $340,000–$430,000 in costs
of training a doctor. Ghana, with six doctors for each 100,000 people, has lost
30 per cent of the MDs it educated to the US, UK, Canada and Australia, all
of which have more than 220 doctors per 100,000. South Africa, Ethiopia and
Uganda have lost 14–19 per cent of their doctors. In 2001, Zimbabwe graduated
737 nurses; 437 left for Britain (Eastwood et. al 2005; Mullan 2005; Mallaby
2004). There are more Ethiopian-trained doctors in Chicago than in Ethiopia
and more Beninese doctors in France than in Benin (DTr 2004; IOM 2003).45
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Conclusion
In 2005, a Chinese official working on WTO affairs, Wu Jiahuang, made
a presentation to a UN agency on industrialisation, trade and poverty
alleviation through South–South cooperation (Wu 2005). He argued that
China’s high growth rate was fuelled by Chinese saving 44 per cent of their
income and encouragement of FDI (half from Hong Kong and Taiwan),
which contributed 28 per cent of value added to industry in 2004. He said
China’s industrial and trade growth are related, with over half of industrial
exports produced by foreign investors. Wu noted China does not overprotect domestic industry: average Chinese tariffs dropped from 43 per
cent in 1992 to 10 per cent in 2005, lower than those of its trading partners.46
Primary agricultural products and textiles tariffs averaged 15.5 per cent
and 12.9 per cent, while those of China’s trading partners averaged 24.5
per cent and 17.7 per cent. China provides world-class resources and ‘the

As one scholar has observed, Africa is
for the West a ‘haven for terrorists’, the ‘cradle
of HIV/Aids’, and a ‘source of instability’, but for
China it is a ‘strategically significant region’
and place of opportunity
cheapest domestic labour’, so its businesses can market the world’s most
competitive products, leading to greater incomes, state revenue and social
welfare. Wu called on WTO to remove trade-distorting subsidies to farmers
in the North to enable farmers in the South to sell their products at a higher
price. He explained that Chinese farms are very small, averaging 0.7ha of
land, compared to Europeans’ 20ha and US farmers’ 200ha. Wu noted that
China’s agricultural tariffs averaged 15.8 per cent, compared to 23 per cent
in the US and 73 per cent in Europe. Meanwhile, state support for China’s
farmers was only 1.5 per cent of their income, while in the US it was 18
per cent and in the EU, 33 per cent. China and other developing states
were thus in the same boat in needing cuts in developed world agricultural
subsidies.
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Wu’s presentation summed up a commonly-held perception of Chinese
practices that relates to distinct China–Africa links: China provides a model
for developing states based on rapid industrialisation fuelled by a high-level
of investment and concentration on exports and, unlike the West, its lowtariff, low-subsidy regime allows other developing countries to export freely
to China and compete with her in world markets. The official thus essentially
argued that Chinese policymakers are more consistent economic liberals
than those of the West and that this greater liberality fulfills the common
needs of Chinese and citizens of other developing countries. Wu did not
explain how China’s extraordinary savings rate and its FDI inflow mainly
from co-ethnics on its periphery can be duplicated by most developing
states. Nor did he recognise that these states are scarcely positioned to
take advantage of China’s economic liberality by competing with Chinese
producers, either in their domestic market or the world. Still, one point was
doubtless convincing: that China, unlike Western states, is not obstructing
development in the world’s poorer countries. That point, whether it relates
to the Beijing consensus or aid and migration, epitomises the distinctiveness
of the China–Africa link for many Africans.
It is the practices of Western states associated with past colonialism
or present imperialism that make Chinese practices appear distinctive
to Africans. Most prominent among these are impositions of neoliberal
structural adjustment programmes that have resulted in diminished growth,
huge debt, declining incomes, and curtailed social welfare for most Africans;47
the use of aid to compel compliance with structural adjustment programmes
and the foreign policies of Western powers; protectionism (despite free trade
rhetoric) in developed states that inhibits African exports; and support for
authoritarian leaders (despite talk of democracy and human rights) to secure
resources and combat ‘radicals’. Western disparagement of Africa, through
an unremitting negative discourse overlaid with strong implications of
African incompetence, remains prevalent (Araya 2007).48 The ideas that on
balance colonialism benefited ‘the natives’ and that Africa’s troubles have
all been post-colonial, are popular among elites of the ex-colonial Western
states (Sautman and Yan 2007; Nyang 2005).
The experience of Africans in China has been less than positive due to
popular racism, which Chinese in Africa also often display (Segal 2006).49
The Chinese government bears some responsibility, due to its propagation
of social Darwinism (the richer, the fitter) and representations of Africa as
uniformly poor. It is nevertheless careful to recognise the main cause of
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Africa’s problems as the legacy of colonialism, broadly construed to include
states captured for elite enrichment (BD 2004b; Li Xing 2003). Chinese leaders
would never term Africa a ‘hopeless continent,’ as did The Economist (2000).
They would never state, as a US House Subcommittee on Africa member did
to a Rwandan human rights activist during the 1994 genocide, that ‘America
has no friends in Africa, only interests, and it has no interests in Rwanda’
(Ghosts of Rwanda 2005).
Chinese leaders, officially at least, celebrate Africa’s culture and
achievements and China’s 65 cultural agreements with 46 African states
have led to hundreds of exchanges (PD 2004; DTr 2006b). Meanwhile,
the culture and achievements of Africa are often implicitly denigrated
by Western politicians. As one scholar has observed, Africa is for the
West a ‘haven for terrorists’, the ‘cradle of HIV/Aids’, and a ‘source of
instability’, but for China it is a ‘strategically significant region’ and place
of opportunity (Gu 2006). China, moreover, acknowledges its political
indebtedness to Africa for her support of China’s entry into the UN and
continued backing in international forums. That contrasts with Western
states’ total lack of acknowledgement of their indebtedness to Africa for
its contributions to the West’s industrialisation and cultural development
(see Inikori 2002).
Unlike during the Mao era, China today provides no radical solutions
to Africa’s predicament and its ‘neoliberalism with Chinese characteristics’
likely provides no solutions at all. China instead avails itself of the historically
determined disadvantages of Africa in trade (Holslag 2006), although much
of what it sells to Africa is useful to developing manufacturing and providing
affordable consumer goods (Soderbom and Teal 2004). While China differs
from the West in that a greater proportion of its investment seemingly
goes to non-oil sectors, part of that is imbricated with the continent’s harsh
labour regimens, in places like Zambia’s Copperbelt (Lungu and Mulenga
2005; TZ 2006). China nevertheless is perceived as different in providing
some investments of direct benefit beyond elite circles, in not insisting that
Africa’s political economy steer a required course, and in contributing to,
not draining Africa’s talent pool. For that reason, US neoconservatives have
increasingly expressed alarm about China’s gains in Africa (Brookes and Ji
2006; Bartholomew 2006).
It is not clear whether the differences outlined here will persist over
the long-term. Among major powers at any given time, there are always
differences in approach to subaltern states. The very process of differentiating
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superordinate and subordinate states and dominant and subaltern peoples
tends over time, however, to make the conduct of great powers and their
elites more similar than different. In a decade or two we should be able to
determine whether that will be the case as well with China in Africa.
This research has been generously funded by the Hong Kong Research Grants
Council.
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Notes
1 Queen Victoria criticised her foreign minister Lord Palmerston for sympathising with
Poles seeking independence from Britain’s ally Russia. He replied, ‘We have no eternal
allies, and we have no perpetual enemies. Our interests are eternal and perpetual, and
those interests it is our duty to follow.’ Palmerston (1848). Ironically, Palmerston is best
known in China for prosecuting the two Opium Wars.
2 Eisenman and Kurlantzick (2006) put it that to avoid a ‘Chinese victory on the continent
… Washington needs to convince Africans to work more closely with the US, EU and
international financial institutions.’
3 See Kaplan (2005) on Taiwan and US support for Chad’s authoritarian regime.
4 The UN, EU, Medecins sans Frontieres and leading Darfur specialists dispute US
claims of genocide in Darfur (Cornwell 2005; Carroll 2004; Birchall 2006; Waal 2007). For
a penetrating analysis of the politics of the claim, see Mamdani 2007. China has sought,
seemingly successfully, to persuade Sudanese leaders to accept UN troops to serve
alongside African Union peacekeepers in Darfur (Shichor 2007).
5 The US improved political relations with Sudan in 2001–05. In 2006, it initiated
international military education and training programmes for Sudanese officers (The
Twisted … 2006; allAfrica.com, 2006).
6 Butler (2005); WWF (2005); Commey (2003); Turner and Kim (2007); Thornton (2005:65);
Greenpeace (2000); Illegal Logging (2006). Three-quarter of China’s imported timber comes
from the Asia Pacific. Much of the remainder is from Africa and amounted, in 2003, to
42 per cent of Africa’s timber exports. Many developed countries also import a high
percentage of their tropical timber from Africa, e.g. 83 per cent of Spain’s in 2000 and 98 per
cent of Germany’s in 2002.
7 The overall China–Africa Export Similarity Index is 4 per cent (IADB 2006: 8).
8 About 85 per cent of cloth used in African apparel exports to the US is made with third
country, mainly Chinese, fabric (L’Express 2005; EAS 2006).
9 Both China and the US are seeking FTA’s with the Southern African Customs Union.
Bilateral FTAs weaken poor countries’ power in multilateral trade negotiations by
fragmenting their coalitions and also harm third parties (Bhagwati and Panagariya 2003;
McDonald and Walmsley 2003).
10 Akinjide (2005); USDOE (2004); Jaffer (2004); USSD (2005); IEA (2004); Lee (2006); PE
(2006); Booker and Colgan (2006); WSJ (2007); Houston Chronicle (2007).
11 Reuters 2005; Pan 2006; Konopo 2005; Shichor 2005; DTr 2006a; Thiong’o 2006; IRIN
2006a; Klare 2006.
12 PD (2006); UNOSAA (2005); UNCTAD (2006a); AMPlify Wharton (2003); Harsch (2003);
Konopo (2005); Shinn and Eisenman (2005); Thomsen (2005); Thiong’o (2006); PTI (2007);
Sutte (2005); USDOC (2006:4); Pan (2006); CD (2006a); Economist (2004); Dixon (2007); EH
(2007); CSM (2007).
13 Shinn (2005); DTr (2005); DC (2006); interviews with scholars and officials in South Africa
and Ethiopia, 2004; Ghana, 2005; Tanzania, 2006.
14 Studies of unequal and disparate exchange deem the concept empirically robust (Custers
2002).
15 In a half-dozen major African states, all or almost all US investment is in oil, yet the
US officially criticises China for focusing too much investment in Africa on raw materials
(Knight 2002; AFP 2006b).
16 See APA (2006a) (PRC builders used 90 per cent Angolan labour); APA (2006b) (PRC firm
uses 80 per cent Angolans to build 5,000 apartments); CCS (2006: 64) (PRC firms use mainly
African labour in construction); ST (2006a) (PRC firms use only local labour in South Africa
construction).
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17 Meles Zenawi, the Ethiopian president and US ally, has criticised neoliberal market
reforms and praised East Asia’s ‘strong developmental states’ (FT 2007).
18 See also ‘imperialism’ in AHD (2000): ‘The policy of extending a nation’s authority by
territorial acquisition or by the establishment of economic and political hegemony over
other nations.’
19 Stephen Friedman of South Africa’s Centre for Policy Studies has said of China in
Zimbabwe that ‘the political effect so far is less than might have been imagined. The
argument is that they have helped Mugabe. But they haven’t much. It has been more of a
symbolic gesture’ (T. Leonard 2006). Since 2006, China has obviously distanced itself from
Mugabe (Kleine-Ahlbrandt and Small 2007).
20 France has over 10,000 troops in five African ex-colonies (AP 2006).
21 Ni (2006) (Chinese-owned conglomerate employs 20,000 Nigerians); TD 2006a (PRC
factories in Nigeria make 90 per cent of country’s motorcycles, as well as air-conditioners,
machines, consumer electronics, telecommunications equipment); Timberg 2006 (2,000worker Chinese-owned shoe factory in Kano, Nigeria); AFX News, 21 Jan. 2007 (1,100 to be
employed in Chinese-owned Nigerian appliance factory); XH 2006b (Chinese firms employ
more than 10,000 Zambians, some as managers).
22 On neoliberalism in Africa, see Harrison (2005; 2006); Ayers (2006).
23 China has military missions in or sells major weapons to seven African states (Pan
2006). Chinese small arms are sold in many other African states (Curtis and Hickson
2006). Overall, ‘China’s involvement in military affairs on the continent has made little
headway’ and ‘China’s security and strategic role in Africa … pales in comparison to that
of the United States’ (DeLisle 2007). US military aid and major arms go to 47 African states
(Hartung and Berrigan 2005).
24 On hierarchy in the IFIs and WTO, see Woods (2003: 92-114) and Milanovic (2005: 150-1)
25 Seeking FDI is itself a key neoliberal prescription for developing countries, despite its
potential displacement of domestic industry (Chandra 1999).
26 See also the Wangfang Shuju database, http://scholar.ilib.cn/abstract.
aspx?A=sjjjyzzlt200501016.
27 Mittelman (2006) has questioned whether there is a Chinese consensus on development.
For a leading Chinese scholar’s critique of the prevailing model, see Wang (2003).
28 France has held quadrennial summits with African leaders for five decades. See TEA
(2007). Japan pioneered the Tokyo International Conference on African Development in the
1990s (Japan Journal 2005). In 2006, an India Africa Partnership Conference was held in New
Delhi, while the presidents of Brazil, four other South American countries and 20 African
states summited in Nigeria (TN 2007a and 2007b).
29 XH (2007c); PD (2000); Ministry of Education (2003:13); Ching (2005); CD (2006b);
Qi(2005); interviews with Dr Teshome Mulatu, speaker, Ethiopian House of Federation
(Beijing University PhD) and Jirma, general manager of Administration Bureau of City
Transport, Addis Ababa (Fudan University one year course), Addis Ababa, July 2004.
30 By 2005, China had cancelled debt totalling $1.3b from 31 African countries. In
2007, it cancelled $1.4b more African debt. ‘Chinese Investment … ,’ 2007. Africa’s total
indebtedness to China is unclear, but as of late 2004 all developing countries together owed
China $5b (WB and IMF 2006: 8).
31 China granted Angola additional loans in 2004–06. While official statements now place
the total Chinese loans to Angola at $6b, ‘independent estimates put the total amount at
$9b (Moorcraft 2007). The interest on China’s loan to Angola can be compared with that on
a 2004, $2.35b loan to Angola by British banks at 2.5 per cent above the base London bank
rate. The mid-2004 base bank rate was 4.5 per cent; the interest was thus around 7 per cent
(Pallister 2005; Reuters 2004).
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32 Western grants often are in the form of direct budget support, paid into government
treasuries, where they are more easily pilfered (SCMP 2006; Dowden 2005).
33 Western analysts, in contrast, often subtly shift the focus away from the West’s business
and political practices in Africa by focusing on the Chinese presence. Wainaina (2006)
satirically advises Western writers, ‘When talking about exploitation by foreigners, mention
the Chinese and Indian traders.’ See Hilsum (2006) and Peel (2006) on Chinese workers’
basic-level living working conditions in Africa
34 The Eight Principles were followed in 1983 by four principles, including that ‘The
experts and technical personnel sent by the Chinese side do not ask for any special
treatment’ (Ai Ping 1999).
35 The Taiwan government 2004 figure is 154,000 (Zhonghua Minguo (Taiwan) Qiaowu
Weiyuanhui 2005).
36 The total number of Chinese in Africa has been estimated at perhaps 500,000 (Jeune
Africque.com 2006). Another estimate puts the number as high as 2 million (DN 2006). A
PRC source with official links has stated that 750,000 Chinese have an jia li ye (settled down
and built careers) in Africa. Zhang (2007).
37 XH (2006e); Poston (1994); Chen (1996); Liu (2003); Thomas (2004); Johannesburg Star
(2004); Wilhelm (2005); AFP (2006c); ST (2006b); Davies (2007); O’Neill (2007); Interviews
with South African Chinese, Johannesburg and Cape Town, June-July 2004.
38 On Tanzania’s ‘Friendship Mill,’ see Black Panther (1969: 3). In the mid-1990s, the mill
still had 4,000 workers and received technical assistance from China. In 1997, it became a
joint venture of Dieqiu Textiles of China (51 per cent) and Tanzania’s government (49 per
cent) and in 2000 was declared an Export Processing Zone (XH 1997; 2000; Bagachwa and
Mbelle 1995).
39 More than 10,000 farmers from Baoding, Hebei have moved to Africa (CD 2007).
40 By 2005, the accumulated value of PRC firms’ construction contracts in Africa had
reached $34b, with 74,000 Chinese workers involved. PRC workers in Africa are however a
small part of the 3.2m Chinese sent abroad to work (CF&F 2005).
41 Hong Kong’s Customs Service estimates 80,000 Africans in Guangzhou (Parwani 2006).
Interviewees in Guangzhou in January, 2007 deemed 10,000 plausible. Nigerians are the
largest group of Africans in China and Guangzhou. At least 2,000-3,000 Nigerians reside in
Guangdong province (Leu 2006).
42 Interviews with Africans in these cities, 2005–06. Such figures refer to longer term, legal
residents. If shorter term and legallyproblematic migrants are included, the numbers are far
larger.
43 Federici and Caffentzis 2004; Mazrui and Kaba 2004; Makokha 2005; MacGregor 2005;
Docquier and Marfouk 2004: 9-12.
44 Remittances to sub-Saharan Africa amount to US$8b a year, i.e. about $10 per African
(Dowden 2006)
45 Much higher figures are collected in a dataset of bilateral migration flows of African
doctors and nurses to nine receiving countries (Clemens 2006). Only African doctors
and nurses who continue to work in these professions are included in statistics. See, e.g.,
Hagopian (2004). The figures would be higher still if all emigrating health professional
emigrants were included. See ECA (2006): 7–8
46 ‘Because China exempts so many of its imports from actually paying tariffs, much
comes in duty free. Actual tariff collections relative to the value of imports are only 2 per
cent’ (Lardy 2007). From 1820 to 1945, US average tariffs on manufactures exceeded 40 per
cent (Chang 2002). Applied average tariffs on manufactures in Africa are now 12 per cent
(Nankani 2005).
47 One editoriallyAfrican newspaper said of SAPs: ‘Economic liberalisation, deregulation
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of capital movements, suppression of subsidies, privatisation of valuable public assets …
fiscal austerity, high interest rates and repressed demand became the order of the day …
Structural adjustment programmes … ended up transforming these countries into dumping
grounds for over-subsidised Western agricultural surpluses and over-priced and obsolete
manufactured goods’ (Namibian 2006b).
48 In contrast, Hu Jintao has said ‘Both China and Africa have a brilliant and colourful
culture that has made important contributions to the progress of human civilisation’
(BBCMIR 2006).
49 Our interviews with Africans in PRC cities indicate, however, that it is not dangerous
to be African in China, at least not in the same way it is to be non-white in some European
countries, such as Germany (133 racial murders from 1990 to 2006) or Russia (54 racial
murders in 2006 alone) (Segal 2006; Kramer 2007).
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CHINA’S STRATEGIC INFRASTRUCTURAL
INVESTMENTS IN AFRICA
LUCY CORKIN
Over a remarkably short time, Chinese multinationals have begun to
claim their share of the increasingly promising African market. Is their
engagement primarily of benefit to Chinese commercial interests or
do they also bring benefits to the countries where they work?

Introduction: Africa as a strategic partner for China
The People’s Republic of China has become an important and influential
player in Africa and an increasing source of political and financial support
for governments across the continent, particularly countries rich in natural
resources. This is a fairly recent development in diplomatic relations spanning
several centuries. China’s pragmatic policy shift to economic concerns has
been deeply reflected in the drive behind China’s foreign diplomatic relations,
particularly with regard to African countries. Increased diplomatic activity
has thus, by design, paved the way for the entry of Chinese companies of all
sectors into Africa’s economies.
By the end of 2006, there were over 800 officially registered Chinese
companies active in Africa, engaged in a variety of sectors.1 Such enthusiastic
Chinese commercial interest on the Africa continent has several explanations.

Energy security
While not the only reason,2 one of the most important motives for Chinese
commercial forays into Africa is the growing need for raw materials and
oil to feed China’s burgeoning economy. China became a net oil importer
in 1993. It was ranked as the second largest oil importer after the US in
2004.3 China currently imports 28 per cent of its oil from Africa, primarily
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from Sudan, Congo, Angola and Nigeria.4 Particularly due to its strategic
importance for economic growth, the procurement of secure oil supplies are
a principal national interest and form a fundamental part of China’s foreign
policy. Unsurprisingly, all China’s oil companies are state owned, and have
worked in close concert with China’s Exim Bank in several key African oil
acquisitions in countries such as Nigeria, Angola and Sudan.
China’s interest in African oil has been encouraged by the established US
presence in the Middle East, consolidated by the invasion of Afghanistan
in 2001 and Iraq in 2003. In addition, despite affirmations of cooperation
with China, Russia has decided to direct the proposed East Siberian-Pacific
oil pipeline to Japan and not China.5 While a dog-leg tributary to China
has not been ruled out, the oil supply that China will receive from Russia is
considerably less than originally expected, further prompting China to look
elsewhere to procure oil supplies.
These developments in global oil dynamics have spurred China’s stateowned oil monoliths to court Africa’s petro-states with increased ardour.

Political consolidation
While China’s oil companies negotiate oil agreements in Africa, other no less
strategic deals are worked out in other sectors. The state-directed nature of
Chinese investment in Africa, channelled through the larger state-owned
enterprises, lends itself to being used as a political tool. In previous years,
this was aimed at achieving recognition of China by African states, at the
expense of Taiwan. With only five African countries continuing diplomatic
relations with the latter,6 this political goal has been all but achieved. China’s
most recent political convert is Chad, which severed diplomatic relations
with Taiwan to recognise the People’s Republic of China in August 2006.
Shortly thereafter Chad received a packet of debt relief, economic cooperation
agreements and medical donations worth US$80 million.7
As the largest group of developing countries in the world, the ‘African
bloc’ is also being courted by China as the largest collective voice in the
United Nations General Assembly, to block Japan’s possible ascension to the
United Nations Security Council (UNSC) in favour of an African candidate.
Despite healthy trade relations, there is little love lost between China and
Japan,8 with historical colonial tensions too fresh to be forgotten. Having
usurped Japan’s role as the growth engine of Southeast Asia, China is eager
to consolidate its position as the emerging Asian power.
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A commercial launch pad
Aspirant Chinese multinationals which are not yet confident enough to
attempt penetration into developed countries have adopted the approach
of entering less competitive developing countries’ markets. In the wake of
increased diplomatic and commercial traffic between China and Africa, the
latter has become a favoured ‘testing ground’ in which aspirant Chinese
multinationals can cut their teeth.
In addition, Africa consumers are more likely to be swayed by the price
tag than the brand name of products on the shelves. Chinese companies
are extremely price competitive, but weak in terms of branding. This has
led to Chinese companies manufacturing under licence for European
markets, in order to get an (unacknowledged) foothold in the fiercely
competitive European markets.9 In African markets, branding is not as
much of an issue, allowing Chinese firms to expand market share in
several sectors, under their own names, thus promoting their own brand
recognition.

The need for new markets
Decades of an industrially-led command economy have resulted in gross
oversupply in many sectors in China’s domestic market, driving down
prices. In addition, regional competition between companies is consequently
so fierce that products sold but not made in any given province are heavily
taxed. Expansion into international markets provides more scope for a
product to attain greater market distribution with fewer tax obligations.10
It also stimulates foreign demand for products substantially cheaper than
the global average, due to Chinese domestic market saturation. The need to
find new markets for products that are in oversupply has become a matter of
survival for many Chinese companies.
African countries, for their part, have been experiencing the highest rates
of economic growth in several decades, fuelled in no small part by China’s
appetite for African oil and raw materials.11 Consequently, African markets
are promising ones for Chinese firms, as there is a growing market of African
consumers. While far from wealthy, they are nevertheless now more able to
afford the kinds of products that Chinese companies can produce. As market
entry into developed countries’ markets has been particularly challenging,
Africa’s markets are being targeted.

136

Infrastructural investments in Africa
Chinese companies have made large commercial strides into several
sectors across the African continent.

Telecommunications
An industry traditionally dominated by British Vodafone, France Telecom12
and South Africa’s Vodacom and MTN, African telecommunications have
recently seen the arrival of Chinese companies such as state-owned Zhong
Xing Telecommunication Equipments Company Limited (ZTE) and the
private Chinese multinational Huawei.
Mundo Startel, the Angolan fixed line telecommunications utility,
has signed a framework agreement with ZTE for the purchase of
telecommunications equipment worth US$69 million.13 ZTE is to put US$400
million into the Angolan telecommunications industry. This investment will
be used for the construction of Angola’s telecom network, improvement in
military telecommunications system, construction of a mobile phone factory,
the creation of a telecommunications institute for the training of Angolan
staff, and the establishment of a telecommunications research laboratory.
The company’s products are also used in 15 other African countries.14
Although Huawei and ZTE are actually equipment manufacturers, in
Africa they have been bidding for telecoms operation tenders. ZTE is part of
the consortium that won the tender for Sonitel in Niger15 and is also reportedly
near to acquiring Zambia’s Zamtel.16 Huawei meanwhile has, in partnership
with Canadian Nortel, won a US$100 million contract as the leading code

The procurement of secure oil supplies is
a principal national interest and forms a
fundamental part of China’s foreign policy
division multiple access (CDMA) provider for Nigeria’s fixed wireless phone
operator, Multilinks.17 State-owned enterprise China Mobile has also tendered
a US$4 million bid for Nasdaq-listed Millicom International, a global mobile
operator with African subsidiaries in Chad, Democratic Republic of Congo
(DRC), Ghana, Mauritius, Senegal, Sierra Leone and Tanzania.18
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Energy sector
The energy sector is possibly where Chinese multinationals have left their
most high-profile footprint in Africa. Chinese multinationals involved in the
energy sector have received particular support from the Chinese government
in overseas acquisitions. Especially since China National Offshore Oil
Corporation’s (CNOOC) failed bid for American Unocal in August 2005,
Chinese oil companies have increasingly been looking for African assets.
In January 2006, CNOOC bought a 45 per cent stake in Nigeria’s OML
130 oil area, also known as the Akpo field, for US$2.27 billion from privately
owned Nigerian company South Atlantic Petroleum Ltd. In March 2006 the
company announced a further purchase of a 35 per cent stake in the Nigeria
OPL 229 oil contract to explore oil in Nigeria for US$60 million.19 CNOOC’s
subsidiary, CNOOC Africa Ltd, has also signed oil production sharing
contracts in Kenya.20
In March 2006 Chinese state-owned enterprise Sinopec and Angolan
state-owned Sonangol announced the formation of Sonangol-Sinopec
International (SSI). The joint venture involves the development of a new
refinery at Lobito in Angola (Sonaref), requiring a total investment of
US$3 billion. According to reports in May 2006, Sonangol held 45 per cent
and Sinopec 55 per cent.21 Work on the oil refinery, Angola’s second, will
begin before the end of 2007 and is estimated to have a total capacity of
approximately 240,000 barrels per day; 80 per cent of which will be for
the general export market. Through the joint-venture SSI, Sinopec thus
acquired the stakes of 27.5 per cent, 40 per cent and 20 per cent in the offshore blocks 17, 18 and 15 respectively.
China National Petroleum Corporation (CNPC) has begun operations at
two oil blocks in Sudan with annual output estimated at 10 million metric
tons of crude in total, equivalent to 200,820 barrels a day.22

Construction
This is possibly the sector in which China has made the largest inroads, as
many Chinese companies have become heavily involved in road and railway
rehabilitation in Africa, as well as several other large infrastructural projects.
These projects are usually undertaken by Chinese state-owned enterprises.
Following the ‘going global’ strategy and dove-tailing with the Chinese
government’s foreign aid programmes to African countries, these projects
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are often financed by Chinese government loans. Listed below are several
examples of this kind of engagement.
In Angola, the China Road and Bridge Corporation (CRBC) is rebuilding
a 371km stretch of road between the capital Luanda and the northern
agricultural and mining province of Uige, connecting the Angolan localities
of Kifangondo (Luanda), Caxito (Bengo), Uije and Negage (Uije); as well
as a 172km stretch of road between the towns of Ondjiva and Huambo.

African countries, for their part, have been
experiencing the highest rates of economic growth
in several decades, fuelled in no small part by
China’s appetite for African oil and raw materials
These projects are being financed by a US$211 million loan from the Chinese
government to Angola to assist with post-war reconstruction.23 CRBC also
has permanent representation in Burundi and Rwanda, while in the latter the
company has been contracted to undertake all major road refurbishments.24
In addition, in January 2006 Hong Kong-based China International Fund
Ltd began a US$300 million refurbishment of the Benguela railway line,
which was almost completely destroyed during the civil war. The railway
line, on restoration, will run 1,300km from Benguela to Luau, on the border
with the DRC. The railway also has a link to Lobito, 700km south of Luanda.
This is significant as there is a strong possibility that extensions to Uige and
Zambia maybe be envisaged, providing a direct line of transport from the
Zambian copper mines to the Angolan ports.
In May 2006, China National Electronics Import and Export Corporation
(CEIEC) won the tender for the renovation and widening of the water
distribution network in Caxito, Bengo province in Angola. The work, which
began in February 2006, will take approximately 18 months to complete at a
cost of US$4 million. An additional US$3 million is to be used to upgrade the
Dande district by the same company. In Tanzania, China Civil Engineering
Construction Corporation has been involved in water infrastructure projects
in the Shinyanga (2004) and Chalinze (2001) areas, collectively worth nearly
US$90 million.25
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China’s edge in the infrastructure sector
China’s increasing activities particularly in Africa’s telecommunications and
energy sectors has facilitated the entry of Chinese construction companies
into African markets due to the extensive infrastructure upgrades required
for investment in these sectors. Chinese construction firms have since
branched out into housing and civil engineering projects across the continent,
illustrating the competitiveness of these relative newcomers.
One of Chinese construction companies’ biggest advantages is the
facilitation of their access to capital, often through Chinese government
concessional loans. Chinese companies can secure the necessary funds for
advance payment and performance bonds from their head offices in China.

The quality of work by Chinese construction
companies is widely perceived to be inferior, but
in some cases, very little distinguishes the quality
and standards of Chinese construction companies
from the other firms, whether local or foreign

They and other smaller private companies can also secure loans at flexible
rates from Chinese banks such as the Bank of China, the China Development
Bank and the China Exim Bank.26
This has significant implications for the companies’ overheads. Thus,
while local and foreign construction companies operate on profit margins
of 15–25 per cent, Chinese companies usually operate on margins of under
10 per cent, thereby making them extremely competitive. There have also
been reports of a large Chinese state-owned enterprise in Ethiopia slicing
projected profit margins to as low as 3 per cent.27 Chinese companies may
occasionally undercut competitors by up to 50 per cent on the price of the
overall bid.28 While this may not be a hard and fast rule, it is clear that Chinese
companies’ entry into African country’s construction sectors has intensified
market competition.
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Quality and standards
The quality of work by Chinese construction companies is widely perceived
to be inferior, but in some cases, very little distinguishes the quality and
standards of Chinese construction companies from the other firms, whether
local or foreign. As with the price of the overall bid, the level of standards
among Chinese companies varies. Therefore supervision is of critical
importance. Non-compliance or irregularities in the procurement of materials
and problems in workmanship can only be the result of poor supervision
and/or collusion between the contractor and the consultant. This is true of
both Chinese and Western firms.
Thus, while there are instances of Chinese companies completing work
of substandard quality, they have clearly proved themselves capable of
achieving extremely high quality work, as demonstrated in Zambia.29
This underlines the importance of supervision with regards to quality
and standards. In countries such as Sierra Leone and Angola, where the
government authorities lack the capacity or political will to enforce building
codes, structures of sub-standard quality are more common than in countries
where the authorities effectively enforce the law.

Procurement of materials
There is a general trend of construction companies increasingly buying
materials imported from China due to the cheaper prices.30 Although opinions
on the quality of these Chinese materials vary, the majority of construction
contractors in African markets agree that quality is improving.31 In smaller
markets such as Sierra Leone only lower quality materials are available. This
has led to a situation where lower-end quality Chinese goods have pushed
out many foreign competitors while high quality Chinese products are simply
not readily available. Although several knowledgeable respondents insisted
that a market for better quality materials exists, albeit at higher prices, the
market appears to judge otherwise.
Chinese companies in each of the countries surveyed have been granted
tax breaks on the importation of construction materials. Yet there were
widespread reports that these tax breaks are being abused. For example
consumer goods such as clothes and electrical items for local distribution
are being smuggled in along with construction materials. Such allegations
remain difficult to verify.
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Labour
Labour has been an extremely contentious issue in all the countries where
Chinese companies have a presence. The general perception is that Chinese
companies not only bring in their own labour, but also underpay the local
labour they do employ. On closer examination, this is not necessarily the
case. While predominantly employed as unskilled casual labourers, there
were many instances of locals employed in administration and managerial
positions. This is a phenomenon that was more common in companies with a
longer in-country presence such as Tanzania and Zambia as opposed to Sierra
Leone, and more especially Angola, that had very few local employees.
Chinese worksites are usually highly organised and all the personnel,
from the executive down, invariably live and work on the site full time.
This ‘hands on’ style of management saves considerable time and provides
management with a profound understanding of the project and the ability to
handle challenges as they occur.32
Chinese workers often live on-site in very simple accommodation. Chinese
managers, engineers and labourers usually live together with little visible
difference between them. This facilitates understanding and communication,
drastically reducing costs. A good number of Chinese managers have
suggested that the low cost of labour was the main advantage they had over
other foreign companies that paid expatriate engineers exorbitant salaries
and provided them each with their own housing and transport.33 Without
exception, all the Chinese construction companies commented on the lack of
skills and extremely high turn-over of local workers.
Chinese workers are well trained and considered skilled; their skill levels
are recognised across the industry. They usually undergo an intensive training
programme, prior to expatriation. In addition, they are multiskilled and will
be involved in each section of construction. Whereas it is normal practice to
employ tiered hierarchies of workers, it has been found that Chinese artisans
can also double up as site diggers and participate in manual labour as well
as the more skilled undertakings of an artisan. Thus one Chinese worker
will dig the foundations, lay the cables and orchestrate the electrics of a
construction site. Such a modus operandi drastically reduces the number of
workers required on a site.
In addition, the ‘hot bed’ shift strategy employed by some Chinese
companies ensures that workers can be on site around the clock. In some
compounds, there is a ‘one bed, two workers’ policy whereby a night-
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shift worker and a day-shift worker share the same bed, ensuring 24-hour
productivity.
The rate of absenteeism of Chinese construction workers is very low. The
majority of contractors using local labour reported that absenteeism is rarely
less than 20 per cent. This effectively increases labour costs by one-fifth.
Chinese workers by contrast have absentee rates of practically nil.34 Aside from
countries like Angola and Gabon, where the price of local labour is already
relatively high, Chinese companies in the other three countries surveyed
appear to be gradually increasing salaries to retain ‘good’ employees.
The labour dynamic that exists within China must, however, be examined
in order to understand current trends as regards Chinese construction firms
operating in Africa. Salaries for unskilled labourers in China vary enormously,

Chinese managers have suggested that the low
cost of labour was the main advantage they had
over other foreign companies that paid expatriate
engineers exorbitant salaries and provided them
each with their own housing and transport
generally ranging between US$1–3 a day depending on location, ownership
of the company and the legal status of the workers. There are over 100 million
migrant workers from rural areas in Chinese cities without work permits
supplying approximately 80 per cent of China’s construction labour.35 The
conditions are usually poor and underpaid by global labour standards.
Chinese workers can expect a salary increase of between 30 and 400 per
cent as an incentive to work overseas. Chinese employees interviewed also
explained that working in their company’s overseas operations provides
an opportunity to broaden the scope of their responsibilities, such as the
management or supervision of local employees, enabling them to work on
a single project from beginning to end. Several respondents also pointed
out that working overseas enables them to look for opportunities to
establish their own business as traders or restaurateurs. There are, however,
exceptions to this kind of enthusiasm: one senior manager of a prominent
state-owned enterprise suggested that working overseas was detrimental to

143

China’s new role in Africa and the South
his career development because in his company’s Africa operations, he was
not exposed to the cutting-edge technology used in China.
Since Chinese companies compete on price they will continue to push
down the price of labour, although they will have to contend with wage
increases to retain competent workers. With regard to Chinese companies’
employment of skilled local labour, Chinese companies rely more heavily
on certificates and professional papers to evaluate the capability of potential
employees. Few construction workers in Africa possess formal training and
qualifications, thereby putting them at a disadvantage for recruitment. It
has been suggested that due to their longer presence and better knowledge
of the market, European companies are more thorough and able to identify
capable local personnel.
There are widespread rumours of Chinese construction companies in all
countries surveyed using Chinese prison labour. We found no evidence to
support these rumours. It must also be borne in mind that the respondents
who provided the information were not independent observers, having been
put at a disadvantage due to Chinese companies’ entry into both the market
and the political arena concerning Angola.

African economic and trade cooperation zones
In late 2006, the Chinese government announced its intention to develop
between three and five special economic zones within Africa, in order to
encourage investment in the continent by Chinese companies. This is in line
with a pledge made by China’s President Hu Jintao during the November
2006 FOCAC Summit in Beijing. It ostensibly forms part of the ‘ChinaAfrica development fund’,36 with a value of US$5 billion, being set up for
this purpose. The Chambishi Copper belt in Zambia, where the China Nonferrous Metal Corporation own the Chambishi Copper mine, was confirmed
as the location of the first such economic and trade cooperation zone during
President Hu Jintao’s visit to Zambia in February 2007. This formed part
of the US$800 million investment package offered to Zambia during the
Chinese president’s visit.
Within these special economic zones, it is anticipated that China will
negotiate bilaterally with the special economic zone host government for
Chinese companies to operate free from the tax and labour law restrictions
that normally apply to commercial operations in other parts of the country,
thus promoting an improved investment climate. In return, the heightened
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productivity of the area is expected to render high foreign direct investment
returns and promote economic growth. This arrangement leaves Chinese
companies operating within the special economic zones with a decided
advantage over other market competitors.

Coalition investment projects
The Chinese government adopts a long-term view of its business forays in
Africa. This longer term vision of commercial engagement also quantifies risk
in a different manner to traditional investors. Chinese companies are often
perceived to be less cognisant of risk when investing in Africa compared
to other foreign investors. However, this is not necessarily true: Chinese
state-supported investors are simply afforded a longer time-period in order
to allow their investment to be realised. China’s ‘state capital’ approach to
engagement through the likes of China Exim Bank is answerable to political
stakeholders, not private or institutional shareholders.
The state-directed nature of Chinese engagement in Africa results in
‘coalition investment’ across various sectors. This is very evident in several
African countries where Chinese companies work on projects spanning
construction and extractive industries, such as in Angola, Gabon and Zambia.
This endows China Inc. with a competitive advantage that its traditional
competitors do not enjoy, particularly if financed by Chinese government
concessional loans.
The development of transport infrastructure will also assist with a
wider market distribution of Chinese imported goods. Thus, Chinese
investment in road and railway systems such as the Benguela, Tazara and
Belinga railways is of strategic importance in providing Chinese products
market access. In addition, heavy investment by Chinese companies in the
telecommunications infrastructure in countries such as Angola and Uganda,
oil pipelines from southern Sudan to Port Sudan on the Red Sea coast, electric
power lines, massive irrigation and hydroelectric power systems, along with
procurement, supply and distribution networks across the continent can be
expected to have a significant impact in reducing the cost of producing and
transporting products.
The competitive landscape of Africa is thus being transformed by China’s
commercial engagement. African economies are clear beneficiaries of this
emerging trend, but this is likely to come at the expense of traditional
investors and donors on the continent.
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Chinese firms have essentially redefined Africa’s risk profile. Although
investment in Africa is traditionally seen as a commercially risky venture,
given the often inhospitable business environment and political instability,
Chinese companies appear to adapt to the African environment more readily
and quickly find their feet, providing them with a strong competitive edge.

China’s rise as a development partner for Africa
May 2007 saw substantial developments in China–Africa relations on foreign
aid and assistance. From 16 to 17 May 2007, the African Development Bank
(AfDB) held its 42nd annual board meeting in Shanghai. The meeting brought
together more than 2,500 participants: top government officials, business
leaders, representatives of NGOs, civil society, as well as members of the
academic community and the media. A ministerial round-table discussion
dealt with the development of partnerships between Africa and Asia as well

Chinese companies are often perceived to be
less cognisant of risk when investing in Africa.
However, this is not necessarily true: Chinese
state-supported investors are simply afforded
a longer time-period in order to allow their
investment to be realised
as trade and capital flows between the two continents. Entrepreneurship,
private sector development in Africa, Asian lessons on human capital and
technology in development as well as regional cooperation and transboundary challenges were discussed. In-depth discussions on Sino-Africa
economic cooperation were held.
This choice of venue is significant because it is only the second time that
AfDB has convened outside of the African continent and the first time an
Asian venue was selected. In Shanghai, the AfDB clearly acknowledged
China and Africa’s burgeoning relations and the substantial role foreseen for
China as a donor for Africa.
Shortly after the conclusion of the meeting the Chinese State Council
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approved the creation of US$5 billion China-Africa Development Fund, to
be administered by the China Development Bank. Chi Jianxin, president
of the fund, has said that the China Development Bank Investments
Bureau will analyse proposed projects from each branch and recommend
the most promising programmes to fund managers. However, the China
Development Bank has denied itself controlling stakes since shares from a
single investment will not exceed 40 per cent of a given enterprise’s total
equity.37 The investments of the fund will be targeted at providing capital
for Chinese enterprises engaged in development, investment, economic and
trade activities in Africa. The fund will also provide support for African
countries’ agricultural, manufacturing and energy sectors, as well as support
for urban infrastructure and the extractive industries.38
This is a noteworthy development in China-Africa relations as it is a further
gesture of China’s intention to play a major role in Africa’s development. It is
interesting that China has chosen to establish its own vehicle for assistance
in promoting Chinese companies’ investment in Africa, rather than work
within the existing framework of international institutions. Nevertheless,
it is possible that China feels that this structure will be more effective and
easier to manage as a bilateral partnership between China and Africa.

Implications for Africa
In a remarkably short space of time, Chinese multinationals are emerging
to claim their share of the increasingly promising African market. Such
expansion is not without its challenges. Despite the lack of affluence amongst
African consumers, some still shun the cheaper Chinese products under the
misconception that they are always of inferior quality. In fact, the quality
among Chinese companies is variable. Many Chinese firms, however, have
shown their mettle and are overcoming the stigma attached to the label
‘made in China’.
Chinese multinationals’ engagement in Africa has the potential to benefit
both African countries and Chinese commercial interests. Africa will benefit
by receiving cheaper goods and services than it would from traditional market
players, as well as the possibility of technology transfer. Chinese companies
will benefit from the opportunity to realise their global aspirations in Africa,
having been less successful in the American and European markets.
However, there are several issues that must be resolved in order for this
potential to be realised. The influx of Chinese workers and businessmen
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into Africa is a potentially serious social issue in the context of a continent
ravaged by high levels of unemployment. Michael Sata, the opponent
to President Levy Mwanawasa in Zambia’s September 2006 presidential
elections, achieved great popularity with his anti-Chinese rhetoric and
campaign promises to expel Chinese nationals living in Zambia. Although
unsuccessful in the presidential election, Sata’s popularity is indicative of
the rising anti-Chinese sentiment in some African countries, where Chinese
workers are perceived to be taking jobs away from locals.
In addition, there is a concern that the lack of institutional regulatory
frameworks and government capacity to monitor and encourage direct
investment, in terms of local skills development and technology transfer, will
limit the positive knock-on effect of Chinese activity in African economies.
If left unaddressed, these issues will needlessly tarnish the reputations of
China’s multinationals and African economies will miss out on much needed
infrastructural development.
This article draws on the report China’s Interest and Activity in Africa’s
Construction and Infrastructure Sectors, Centre for Chinese Studies, Stellenbosch
University <http://www.dfid.gov.uk/countries/asia/China/partners.asp>, which the
author of this article co-authored, as well as the working draft of research conducted
for a scoping exercise of China’s engagement with Africa, commissioned by the
Rockefeller Foundation.
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Civil Society Initiative
in Africa
Ali Askouri
China makes much of its policy of not interfering in the internal
affairs of countries to which it gives economic aid and says it sets no
conditions for its assistance because it wants to help Africa develop. Ali
Askouri, pointing to Chinese involvement in the Merowe dam project
in Sudan, questions whether this policy is as benign as it appears.
Since the turn of the millennium China, propelled by its high internal rate of
growth, has been actively, and at an increasing pace, looking for resources
and raw materials in the African continent. Regular visits of senior officials,
including the Chinese president, have continued over the last five years. In
most cases these visits have been associated with commitments to provide
economic aid packages to the countries visited. From as little as a few hundred
millions US dollars during the decade of the 1990s, China’s lending to Africa
has grown into tens of billions. While the investment is welcome, its impact
on African communities has been devastating. Numerous projects which
were assumed to raise living standards and open new opportunities have in
fact led to forced displacement, social tension and conflicts. However, while
some experts believe it is sensible to assume that China has good intentions,
the outcome of many Chinese projects in Africa have – in the best case –
jeopardised those good intentions, if not cast doubts on them.

A wrong approach to a noble cause
Chinese officials and policy makers have repeatedly claimed that ‘China
wants to help Africa develop’, so when offering financial aid and other
technical assistance, China sets no conditions. Furthermore, Chinese
policy makers continuously and repeatedly reiterate their favourite
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slogan: ‘China’s policy is not to interfere in the internal affairs of other
countries.’
From these two policy slogans or guidelines we can deduce the two main
pillars of China’s foreign economic policy (at least towards Africa).
As experience in most cases has generally shown, China attaches no
conditions to the money it lends to African countries, nor is any clear lending
policy followed. This is in fact a very dangerous and slippery policy to follow,
not only for African countries, but also for China itself.
First, it portrays China as a state that has no lending standards of its own.
In other words, it means that China’s policy is: ‘whoever knocks on the door
is welcome’. Indeed, this policy completely disregards the history of many
African countries. Chinese policy makers clearly take no account of the
historical events that gave birth to the contemporary African nation states.

Standards and conditions are therefore needed,
not to make it difficult for African states to receive
lending, but to protect China’s own reputation
and interests
Although there are many similarities between the formation of nation states
in Asia and Africa, African states are still dominated by tribalism, elitism,
and regionalism. To these characteristics one can add the weak institutions
and administrative structures of African states, which limit their ability to
solve internal disputes and conflicts. Experiences in many African countries
have shown that most African countries lack conflict-resolution mechanisms.
This explains why many simple disputes over land, grazing or water rights,
have developed into major humanitarian crises.
China’s open-door lending policy does not appear to take these
complexities into account. It is not surprising then if China’s financial aid to
African countries ends up fuelling ongoing internal conflicts or nurturing new
ones. Indeed, the open-door lending policy has brought China nothing but
defamation, particularly among ordinary African people. This is obviously
not the image or the friendship that China is working to establish for itself
in the international arena. China’s recent experiences of pursuing its ‘no
conditions policy’ have shown that many African governments who turned
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up at China’s door were not qualified for any assistance by moral, ethical,
humanitarian or any other acceptable standards. It is, therefore, no accident
that China finds itself at the centre of worldwide campaigns organised by
African as well as international civil society organisations.
China’s second policy states that there should be no interference in internal
affairs. However, while this policy guideline looks attractive in terms of the
recognition it gives to the sovereignty and political affairs of the recipient
states, it does not make much difference in practice, nor does it make sense
given the magnitude of China’s lending to different African states. China’s
lending to African countries currently runs into billions of dollars. Indeed,
such huge amounts of money will inevitably have far reaching consequences
for the receiving states. Without a doubt, the money will strengthen the
position of the communities or the groups that control the government and
other state institutions. Given the fact that the majority of African states are
neither democratic nor representative, plus the spread of tribalism and ethnic
conflicts, these amounts of money – as we have witnessed – are utilised, in
most cases, to settle historical accounts between these rival tribal groups. The
situation in Sudan is a good example. It is not surprising then, that the Chinese
policy makers, despite their proclaimed developmental objectives, find their
assistance fuelling ethnic conflicts and forced displacement of millions of
people around the continent. Indeed, when the magnitude of lending reaches
this level, which no doubt affects the internal power balance and wealth
distribution within and between communities, China wittingly or unwittingly
becomes part of these internal affairs. This is the inevitable corollary that
Chinese policy makers should take into account when dealing with Africa.
China’s image and reputation have suffered greatly over the last five years
due to its unconditional lending to some abhorrent African governments.
While China’s quest for natural resources and its desire to widen international
trade links are legitimate and understandable, some projects and investment
have cost China dearly in terms of its reputation and respectability. Standards
and conditions are therefore needed, not to make it difficult for African states
to receive lending, but to protect China’s own reputation and interests. In
fact, while the ’no conditions’ policy has won China the support of a few
African governments, China has equally lost respect among many African
communities and groups that were affected by projects supported by China.
Chinese policy makers have yet to examine these drawbacks and whether
siding with governments against communities is a feasible long-term policy
that China will pursue.
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The case of the Merowe dam
The Merowe dam project in Sudan is the largest hydropower project currently
under construction in Africa. The dam is located on the River Nile fourth
cataracts in northern Sudan. According to the dam authority the project is
expected to add 1250MW to the country’s national electrical grid.
The two main Chinese companies constructing the dam are the China
International Water and Electric Company (CWE) and the China National
Water Resources and Hydropower Engineering Corporation (CWHEC),
which set up a joint venture known as CCMD. The CCMD contract amounts
to $555 million. The second one is Harpin-Jilin, another Chinese joint venture
which is building the power towers network. The Harpin-Jilin contract
amounts to $460 million. The total cost of the Merowe project is not known,
but it is estimated to be $1.966 billion. China Export Import Bank is the main
foreign funder of the project, with a contribution of $520 million.
The dam will displace more than 75,000 people, mainly small farmers living
on the banks of the River Nile. The affected communities are the Hamdab,
representing 8 per cent of the total number of the affected people, Amri,
representing 25 per cent and the Manasir, representing 67 per cent. Generally
speaking, the affected communities are not opposed to the project.
Since its start the project has been marred by massive human rights
violations. To date, it has major unresolved social and environmental problems.
As it currently stands, the project violates Sudanese law, and a series of
internationally recognised social and environmental standards. Internationally
renowned experts who visited the project in 2005 reported that it violates
World Bank guidelines on at least 63 counts. As with regard to the rights of the
affected communities, repression and violence have been the norm.
On 30 September 2003 a group of men, women and children from Korgheli
village organised a demonstration around the dam site, protesting their
displacement. The police ruthlessly attacked them, using live bullets, tear
gas and plastic rods. Three men were shot and severely injured. A number of
women were injured in the scuffles with the police.1
In November 2005, the Chinese contractors building the power towers
network occupied water wells in the Bayouda desert and prevented the
Manasir nomads from accessing the water. The Chinese contractors said they
want water for the project building components and for their own domestic
uses.
On 22 April 2006, the dam militia armed with machine guns and heavy
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artillery attacked Amri people who were meeting in the local school
courtyard. The attacking militia opened fire on the people without warning,
killing three on the spot and injuring more than 40. In August 2006, the
houses and properties of more than 2,000 families in Amri were flooded
without warning. The dam authority cordoned the area, refusing access to
the media and relief aid. The aim was to force these families to go to the
desert where the dam authority has built few houses.
Journalists who managed to visit the resettlement projects reported that
an average of five families live in a two bedroom house. An estimated 800
families have no houses and no farms and are living in the open air. Some
families are building their own houses
Despite the fact that the affected communities and international nongovernmental organisations (INGOs) have written to the China Exim Bank
and other authorities since 2004 regarding the plight of the communities, to
date no reply has been received. Last year the chief executive of China Exim
Bank promised to send a team from the bank to investigate the shooting
incident in Amri, but there is nothing to show that that promise has been

Last year the chief executive of China Exim
Bank promised to send a team from the bank to
investigate the shooting incident in Amri, but
there is nothing to show that that promise
has been fulfilled
fulfilled. To date, there has been no report from the Exim Bank to show
their position on the shooting and killings of affected communities. Indeed,
such an uncooperative position makes dialogue with Chinese institutions
impossible. It also hints that Chinese institutions and officials are not
interested in dialogue.
International standards, safeguarding policies and measures are
available and widely known and used. China can either follow the available
standards or work out its own standards, which ensure China’s adherence to
international good practices.
China must seek ways and means to open channels of communication
with African civil society. Chinese policy makers should consider going
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beyond official government channels and create forums and links with
Africa’s civil society. To achieve this the Chinese government should support
and encourage the establishment of a meaningful platform for Chinese nongovernmental organisations and other civil society groups to work with their
counterparts in Africa and elsewhere.

Conclusion
The Merowe dam and other similar projects financed by China Exim Bank
are counterproductive to China’s effort to help Africa develop. Evidently, the
lack of standards has led China Exim Bank and Chinese contractors to get
involved in this project, which is ill-prepared and lacks basic background
research. When lending money to African states, China policy makers must
take into account the historical path through which African nation states
have come into being. The fragile internal unity of many African states must
be sensibly considered and China must ensure that its money will not be
used by one community against another given the widespread tribalism and
regionalism in Africa.
This can only be achieved if China subjected the projects under
consideration to scrutiny, on political, social, economic and environmental
grounds.
Note
1 See <http://www.sudaneseonline.com/cgibin/sdb/2bb.cgi?seq=msg&board=2&msg=10713
47981&rn=1>.
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CHINA’S INTEREST IN ANGOLA’S
CONSTRUCTION AND INFRASTRUCTURE
SECTORS
LUCY CORKIN
Using Angola as a case study, Lucy Corkin examines the factors
driving China’s recent and rapid commercial engagement in
Africa, the competitiveness of these companies and the Chinese
government’s efforts to build and nurture political relationships in
Africa. In evaluating the market entry models of Chinese state-owned
enterprises in Africa, she also addresses concerns over China’s politically
determined business models, and perceived reluctance to build local
capacity and collaborate with local and foreign companies.

Introduction
The People’s Republic of China has become an important and influential
player in Africa. It is increasingly a source of political and financial
support for many African governments, particularly economies that
are resource endowed. Chinese state-owned and private companies
are making strategic inroads into African economies’ construction and
infrastructure sectors, sectors which have traditionally been dominated
by European and South African companies. China’s state-owned
enterprises (SOEs) in the construction sector are active in almost every
African economy.
The field research on which this paper is based was conducted in mid2006 for the UK Department for International Development (DFID) and
had several objectives:
•

To examine the key investments and commercial arrangements of
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•
•
•
•
•
•
•

Chinese SOEs in Africa’s construction and infrastructure sectors
To understand the market entry strategies employed by Chinese SOEs in
these sectors when planning investments in specific African states
To derive the drivers of competitiveness of Chinese SOEs
To evaluate the Chinese SOEs’ market entry impact on local and
traditional players in the construction industry
To uncover market entry experiences of Chinese SOEs
To distinguish cross-cutting market trends amongst all case studies in
terms of Chinese SOE engagement
To explore Chinese SOEs views on collaboration and evaluate possible
examples of cooperation with Africa private sector companies
To detail recommendations for greater cooperation between China’s
SOEs with local partner firms in the construction sector.

Profile of Angola
Angola, a former Portuguese colony, has a population of approximately
14 million, almost half of whom live in the capital city of Luanda. Between
80 and 90 per cent of all economic activity in the country is concentrated in
Luanda. The country has recently emerged from a civil war which lasted
27 years. Following the signing of a peace accord in April 2002 and subsequent
political stabilisation, the potential for Angola’s economic growth is high.
Angola is a country rich in natural resources. Oil production accounts for
52 per cent of the country’s US$24 billion economy and oil accounts for over
80 per cent of fiscal receipts in 2005.1 While this figure is expected to increase
year-on-year according to the Ministry of Finance figures, the oil industry
itself can provide only a fraction of the jobs in a country where unemployment
is widespread. Sociedade Nacional de Combustiveis de Angola (Sonangol),
the state-owned oil company, employs approximately 7,000 Angolans out of
a total labour force of 5.1 million people. The unemployment rate is estimated
to be approximately 30.6 per cent of the economically active population. The
primary sector accounts for 85 per cent of the employed workforce, with the
remaining 15 per cent in the service industry; agriculture represents no more
than 8 per cent of the country’s GDP. Extractive industries, diamonds and
oil, account for 95 per cent of Angolan exports and 57 per cent of GDP, but
employs only 1 per cent of the Angolan workforce.2
Angola’s growth rate in 2007 was reportedly the highest in the world at
21.4 per cent,3 driven principally by high commodity prices. Angola’s non-
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oil economy is expected to grow 19.5 per cent in 2008, reflecting Angola’s
efforts to diversify away from oil related activities.
Public spending for the year 2006 was initially budgeted at US$7.9 billion,
five times the figure for 2005. According to the National Agency for Private
Investment (ANIP), however, a revision of the state budget indicates that
US$7 billion has been set aside for public investment in the road, railway
and marine sector alone. Significantly, Angola’s main export markets after
the United States are the People’s Republic of China (30 per cent of Angola’s
total exports) and Taiwan (8 per cent of total Angola’s exports). Private
investment in Angola from 2003–06 reached a value of US$2.8 billion, 76 per
cent of which was in the civil construction sector.4
Between the 2002 peace accord and mid-2006, Angola had received loans
totalling US$5.5 billion, of which China has contributed 58 per cent. In the
specific case of Angola, China seems to continue to dominate aid despite
several aid packages that have been granted by countries such as Japan,
Russia, Brazil and Portugal The trade volume between the two countries in
2002 was US$1.148 billion, of which China’s exports to Angola were US$61.30
million, while Angola exported US$1.087 billion to China.
The two countries’ bilateral trade has recently seen a significant increase

Figure 1 Angola’s exports to China 1995–2005 (US$ millions)
7,000
6,000
5,000
4,000
3,000
2,000
1,000
0

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
Sourced from World Trade Atlas data, Tralac analysis

159

China’s new role in Africa and the South
(see Figures 1 and 2): up 41.6 per cent to US$6.95 billion in 2005, with China’s
exports to Angola reaching US$372 million in 2005, representing an increase
of 91.18 per cent from 2004 to 2005 alone. Angolan exports to China, however,
primarily oil, totalled US$6.58 billion, making Angola China’s largest African
trading partner. Despite a leap in Chinese imports to Angola, however, China
has continued to run a considerable trade deficit with Angola due to the
rapidly rising rate of oil importation from the African country.

Historical links
Although the People’s Republic of China and the Republic of Angola
established official diplomatic ties on 12 January 1983, China and Angola
have historically had a long political association. In addition to the ideological
solidarity expressed in the anti-colonialist movements of the early 20th
century, the socialist tendencies of the ruling party Movimento Popular para
a Liberação de Angola (MPLA) have provided the basis for a natural alliance
with the Chinese Communist Party, despite the latter’s stint supporting
Jonas Savimbi’s opposing União Nacional para a Independência Total de

Figure 2 China’s exports to Angola 1995–2005 (US$ millions)
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As a direct result of China’s involvement
in the reconstruction and rehabilitation of
Angolan infrastructure … it is expected that
Angola will soon house the largest expatriate
Chinese community in Africa
Angola (UNITA) during the civil war. This was due to tensions between
Beijing and Moscow, as the latter was supporting MPLA. Many now see
renewed relations between Angola and China as ‘the resuscitation of an old
relationship, both moral and material, that has now come to fruition’.5
The governments of China and Angola signed a trade agreement in 1984
and set up a Mixed Economic and Trade Commission in 1988. The Angolan
government flirted with establishing diplomatic relations with Taiwan in
the early 1990s, sending several ministers to the island, but this did not
materialise. With increased commercial cooperation between Angola and
China, Taiwanese diplomatic efforts have disappeared from Angolan soil.

Official bilateral agreements
Nine new cooperation agreements were signed by China and Angola as a
result of a visit to Angola by the Chinese vice-premier, Zeng Peiyang, in
2004. They included the following:
•
•
•
•

•
•

Two agreements covering cooperation in the fields of energy, mineral
resources and infrastructures
An agreement on economic and technical cooperation
An agreement involving a loan for funding Angolan projects by the
Chinese, amounting to approximately US$6.3 million, free of interest
An agreement covering cooperation between the Angolan Ministries
of Oil and of Geology and Mining and the National Commission for
China’s Development and Reform
A business-related agreement covering the supply of oil by Sonangol to
Sinopec
Two memoranda of understanding concerning a joint study of oil
concession Block 3 to be done by Sonangol and Sinopec
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•

A phone networking agreement between Chinese Group ZTE Corporation
International and the Angolan Mundostartel, worth US$69 million.6

US$1 billion of the credit has already been spent on various projects, such
as:7
• Acquisition of lorries to be given to Angolans who lost their vehicles
during the civil war
• Acquisition of construction equipment for use in projects embarked
upon by Chinese construction companies
• Expansion of the electricity network in Luanda province
• Road repairs
• Construction and refurbishment of schools
• Rehabilitation of hospitals and health centres
• Rehabilitation and modernisation of irrigation areas
• Rehabilitation of energy and water infrastructure.
The most importance of these projects will be expanded upon in this paper.
US$100 million credit from China was spent on the health sector in
Huambo province. The money went towards rehabilitating and equipping
the regional hospital in Huambo city, as well as constructing two district
hospitals. The Angolan government and China Export Import Bank (China

China was regarded as a welcome alternative
loan source to a country desperately in need of
the financial means with which to rebuild a
war-torn economy
Exim Bank) have signed 12 individual accords of credit, with regard to a
US$2 billion loan. The agreements, destined to support the projects in the fields
of agriculture, energy and water, education and mass media, were signed
by the Angolan minister of finance, Jose Pedro de Morais, and by the China
Exim Bank’s deputy chairperson, Su Zohong. The signed protocols represent
a significant step for the implementation of the economic and commercial
cooperation agreement that the Angolan Executive signed in 2003.
The government of China has also donated 46 containers of 960 tonnes
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of mainly agricultural products such as hoes and handles, axes, scythes,
ploughs and machetes to Malanje province. The value of this donation is
estimated to be in the region of US$1 million.
Mundo Startel, the Angolan fixed line telecommunications utility in
which Telecom Namibia holds a controlling interest, has signed a framework
agreement with the Chinese company ZTE Corporation International for
the purchase of telecommunications equipment. The agreement signalled
the start of Telecom’s new business operations in Angola, as Mundo Startel
began constructing the physical infrastructure for its network, which
was launched in 2006. ZTE Corporation is to put US$400 million into the
Angolan telecommunications industry. At least US$300 million is to be
used in the construction of Angola Telecom’s network while the remainder
will go to: the military telecommunications system; the construction of a
mobile phone factory; the creation of a telecommunications institute for the
training of Angolan staff; and the creation of a telecommunications research
laboratory.
As a direct result of China’s involvement in the reconstruction and
rehabilitation of Angolan infrastructure, Chinese nationals are the largest
immigrant group in Cabinda province, Angolan’s richest province in terms
of natural resource deposits and it is expected that Angola will soon house
the largest expatriate Chinese community in Africa.8
According to Huang Zequan, a lecturer in African studies at Peking
University and adviser to Chinese companies entering the Angolan market,
10,000 Chinese businessmen have visited Angola.9 Actual figures in terms
of the number of Chinese living in Angola are inconclusive.10 It is estimated
that between 20,000 and 30,000 Chinese nationals reside in Angola. There are
expectations that this number will increase as relations between China and
Angola continue to strengthen, with the result that the Chinese community
in Angola may rival the resident Portuguese population in Angola, currently
numbering 47,000.11

China and Angola’s oil cooperation
China’s rapid rise as a global power, leading to an increased demand for natural
resources, has been well documented. Especially in the context of energy
security, China has increasingly sought to improve relations with African oil
producers as strategic partners. Bilateral cooperation between Angola and
China in the oil sector is pivotal to China’s strategic interests in the country.
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China became a net importer of oil in 1992, the following year a net
importer of refined oil products, and in 1996 China became a net importer
of crude oil. By 2005, China consumed 25 per cent of Angola’ crude oil
exports, accounting for 99.91 per cent of all exports to China. Indeed, oil
has accounted for more than 99 per cent of Angola’s total exports to China
for more than 10 years. This surpassed even the United States, although
Angolan exports covered just 13 per cent of China’s oil needs. Angola’s oil
reserves are estimated at around 12 billion barrels and the Angolan offshore
area is divided into 74 blocs, in shallow, deep and ultra-deep waters. Based
on a price of $75 dollars a day, and an expected increase in capacity to
2 million barrels a day in terms of production, experts predict that Angola
will be generating US$55 billion a year by 2010.
Official estimates are that in 2008, daily oil production will stand at
around 2 million barrels, but this value could be reached in the next year as
new wells go into operation.

The oil-backed loan agreement
On 21 March 2004, during Vice-premier Zeng Peiyang’s visit to Angola,
China’s Exim Bank extended an oil-backed US$2-billion credit line to the
Angolan government; the first tranche was payable in September 2004
and the second tranche in March 2005.12 This loan was later increased by
US$1 billion in March 2006 rendering China the biggest player in Angola’s
post-war reconstruction process.
In May 2007, an additional US$500 million was negotiated to assist with
‘complementary actions’. This, according to a representative of the Angolan
Ministry of Finance, encompasses further incidental expenditures that will
facilitate the integration of the newly built infrastructural projects into the
national economy. For example, the purchase of school buses to transport
schoolchildren to the newly constructed schools is planned for the interior
provinces. 13
The loan has placed China in a particularly favourable position with the
Angolan government. This agreement is significant, particularly because
Angola had recently been experiencing difficulties in securing capital
from the international financial institutions, such as the Paris Club and
the International Monetary Fund (IMF). China was regarded as a welcome
alternative loan source to a country desperately in need of the financial means
with which to rebuild a war-torn economy. For China’s part, cultivating
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relations with Angola, the second-largest African oil producing country
after Nigeria, was particularly important in terms of potential oil exploration
contracts.
China Exim Bank has increased the amount for the oil-backed loan to
Angola several times and the Angolan Ministry of Finance is currently
managing US$4 billion. According to the OECD,14 US$1.8 billion of the
original US$2 billion loan from China Exim Bank had been spent by April
2006. Additional loans from China International Fund Ltd, a Hong Kongbased fund management company, have been placed under the auspices

Following three to four years of peace
and relative political stability, Angola became
the number one source of crude oil imports
to China in March 2006
of GRN, headed by General Helder Vieira Dias ‘Kopelipa’. Kopelipa is
also minister in chief of the presidency. The GRN was created specially to
manage the Chinese credit line and the large construction projects it was to
finance. It is an instrument of the executive, as are the various other gabinetes
created by the executive. The loans managed by GRN are estimated to be in
excess of US$ 9 billion.15 The result of such a structure is that the money from
the PRC loan is centrally controlled by the Angolan government executive.
The NGO Global Witness has raised concerns about the transparency of
the procurement process of construction tenders managed by the Office for
National Reconstruction.16
Tied to the China Exim Bank loan is the agreement that the public tenders
for the construction and civil engineering contracts tabled for Angola’s
reconstruction will be awarded primarily to Chinese enterprises approved
by the Chinese government. China Exim Bank has compiled a list of 35
Chinese companies approved by both the bank and the Chinese government
to tender in Angola. Of the tenders, 30 per cent (in value) have been allocated
to the Angolan private sector, to encourage Angolan participation in the
tender process.
Thus, following three to four years of peace and relative political
stability, Angola became the number one source of crude oil imports to
China in March 2006, having shipped 2.12 million tons of crude to China
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Chinese state-owned companies will pay statedetermined salaries that are sometimes not in line
with the market-determined price for labour in the
Angolan construction industry
in February, surpassing Saudi Arabia, the global leader in crude oil exports.
Angola returned to its position as China’s main oil producer after its exports
increased 40 per cent in May 2006. Forty-five per cent of Angola’s oil exports
are destined for China, supplying 15 per cent of Chinese total imports.
On 21 June 2006, during an official state visit by Chinese Premier Wen
Jiabao to Angola, the two countries further cemented political and economic
relations by issuing a joint communiqué17 detailing the signing of further
agreements and legal documents on bilateral cooperation in the economic,
technological, judicial, health and agricultural fields.18 Premier Wen was
accompanied by the president of China Exim Bank, Li Ruogu, in order
to discuss the allocation of the loaned funds to review the infrastructural
projects already completed by the Chinese companies. It is reported that the
official loan figures have already been spent and a refinancing of the current
loan by the Chinese government is in the offing.

Key Chinese investments
According to consultant Huang Zuquan, the selection criteria for the Chinese
Ministry of Commerce’s list of 35 approved Chinese construction companies
include ‘a positive track record in finalising contracts within the deadline
and on budget … whether they in fact have the machines, personnel and
financial capacity to carry the project through’.19 When the Angolan
government wishes to put out a tender for a construction project, this is
communicated to the Chinese government, which then launches the tender
in China. According to regulations stipulated by the Angolan government,
the Chinese government, although it only releases the tender to the 35 preapproved Chinese companies, must allow at least three different companies
to tender for the same bid. The Angolan government then selects the winning
tender from those submitted.
Between the end of 2004 and mid-2006, Chinese enterprises secured

166

China and Angola
more than US$3 billion worth of construction contracts. Tied to the Chinese
oil-backed credit line, the majority of these contracts are for government
buildings and general national infrastructure. Angola’s desperate need for
infrastructure is being satisfied by the speed with which Chinese companies
can deliver upon their projects.

Lobito Oil Refinery (Sonaref)
The most important and tangible form of cooperation and investment is
a joint venture between the Chinese oil company China Petroleum and
Chemical Corporation (Sinopec) and the Angolan company Sonangol to
form Sonangol-Sinopec International (SSI). The joint venture, announced in
March 2006, involves the development of a new refinery at Lobito, Sonaref,
requiring a total investment of US$3 billion.
Work on the refinery, Angola’s second, was to begin before the end of
2007. It was estimated that the refinery will have a total capacity of approx.
240,000 barrels per day, 80 per cent of which was planned for the general
export market. SSI planned to take on the entire capital of each of the
new concessions, and proposes to drill 10 test wells. The initial phase was
supposed to produce 120,000 barrels a day, which is still almost double the
capacity of the existing refinery in Luanda, which has a current capacity of
65,000 barrels per day.
The announcement in March 2007 that the negotiations around the
construction of Sonaref – SSI joint-venture had collapsed pose some
interesting questions regarding the developing dynamics surrounding
Angola’s oil reserves, and particularly Angola’s burgeoning relationship
with China.
Nevertheless, the joint venture also tenders for oil exploration and already
owns 20 per cent of Angola’s block 15 (estimated reserves of 200,000 barrels).
SSI made the largest bid in May 2006 to develop Angola’s oil blocks 17
and 18, with collective reserves of approximately 4 billion barrels, totalling
at least $2.4 billion, including $1.1 billion in bonuses for each block and
US$100 million in ‘social projects’. The joint venture holding, following its
announcement in March, was reported as Sonangol holding from 70 per cent
shares and Sinopec 30 per cent. By May 2006, a report stated that Sonangol
held 45 per cent and Sinopec 55 per cent.20
The joint venture seeks to capture a 50 per cent stake in both blocks
17 and 18 and is being financed by a consortium of banks which include
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Agricultural Bank of China, Bank of China, China Construction Bank and
China Exim Bank, Bayerische Landesbank, BNP Paribas, Calyon, ING Groep,
KBC Groep, Natexis, Banques Populaires, Societe Generale and Standard
Chartered. In June 2006, it was announced that SSI had secured stakes in
blocks 17 and 18, with expectations that oil production will be boosted
100,000 barrels a day after they come on stream. Through the joint venture
SSI, Sinopec thus acquired the stakes of 27.5 per cent, 40 per cent and 20
per cent in the off-shore blocks 17,18 and 15 respectively through its joint
venture with Sonangol. It was reported in June 2006 that Sinopec holds a 75
per cent stake in SSI, indicating that Sinopec had increased its share of the
joint venture by 20 per cent in one month.

Road and bridge infrastructure
China has granted Angola a US$211 million loan to finance the first stage
of a project to rebuild roads destroyed in the 1975–2002 civil war. The first
such project is a 371km stretch between the capital Luanda and the northern
agricultural and mining province of Uige connecting the Angolan localities
of Kifangondo (Luanda), Caxito (Bengo), Uije and Negage (Uije).
The China Road and Bridge Corporation (CRBC), contracted to undertake
the project, has invested at least US$30 million in the purchase of equipment
for the construction of a national road and bridges in Bengo province. The
rehabilitation project is estimated to cost US$212 million and to take two
years to complete. The works include the repair of 12 bridges on the road. Ten
of the bridges are new, with the project involving the repair and construction
of 200 aqueducts. More than 3,000 Angolan and Chinese workers will be
involved in the project according to ANIP. The project, commissioned by
the National Road Institute (INEA), is being supervised by the German firm
Galf Engineering.
CRBC is also rebuilding a 172km stretch of road between the towns of
Ondjiva and Humbe. The project includes relaying the road’s surface,
widening the embankments, drainage works and protection against erosion,
road signage, building of new aqueducts and small bridges; it represents an
investment of US$47 million. The rebuilding of the road, which is part of the
government’s national reconstruction programme, is considered important
as it provides a link between Luanda and the provinces of Kwanza Sul,
Huíla, Benguela, Huambo and Cunene as far as Namibe.
CRBC also won the tender to build a concrete bridge over the River Dande
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Figure 3 Map of Chinese railway and road construction projects
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in Angola. The bridge, which will be over 100m long, will be built alongside
the current metal bridge and will have a capacity of over 60 tons and be
12m wide.

Other Chinese SOE infrastructure projects
A new international airport, Bom Jesus, has been planned as an alternative
to the existing 4 de Fevereiro airport. The first stage of the new airport, to
be situated 40km north-east of Luanda, is estimated to cost US$450 million,
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and will be led by the National Reconstruction Office, under the supervision
of the Presidency.21 The work is reported to be contracted to the Brazilian
construction firm Oderbrecht and a consortium of Chinese companies.
At the end of January 2006, repairs to a railway line nearly destroyed in
Angola’s civil war began, which will reconnect the east with the west in a
US$300-million project funded by the China International Fund Ltd, a Hong
Kong-based construction firm. The railway line, on restoration, will run
1,300km from Benguela to Luau, on the border with the Democratic Republic

Whereas it is normal practice to employ
tiered hierarchies of workers, it has been found
that Chinese artisans also double up as site
diggers … Thus one Chinese worker will dig the
foundations, lay the cables and orchestrate the
electrics of a construction site
of Congo. The railway also has a link to Lobito, 700km south of Luanda.
The project was to take 20 months, and was scheduled to be completed in
August 2007. Due to logistical and financing complications inherent in a
project of this size, however, as of the beginning of 2008, work was yet to be
concluded. There is a strong possibility that there will be extensions to Uige
and Zambia, providing a direct line of transport from Zambian copper mines
to the Angolan ports.
Up to US$2 billion is also to be spent rehabilitating and modernising
the Moçamedes railway, which stretches from the southern Angolan port
of Namibe some 856km to Menongue, more than halfway to the Zambian
border. This four-year project began in March 2006.
In February 2006, the Luanda General Hospital was completed by the
Chinese Overseas Engineering Company (COVEC). The hospital, located
in Luanda’s Kilamba Kiaxi district, occupies 800,000m2 inside five acres of
land and has the capacity to hospitalise 100 patients and tend to 800 patients
per day. COVEC completed the $8 million dollar project within 15 months,
reportedly using a workforce comprising 90 per cent Angolans, according to
statements by the Angolan government. The money used to build this hospital
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was reportedly an interest-free loan from the Chinese government.22
In March 2006, in a major housing project, China International Fund Ltd
was contracted to build 44 15-floor buildings, with 5,000 apartments in total,
in Cabinda City, Cabinda province. This is reportedly part of a drive by the
Angolan government to provide 200,000 residences countrywide by 2008.
Funded by the Chinese government, the operations are to be coordinated by
the Angolan National Reconstruction Department. The Cabinda urbanisation
project is to employ 4,000 Angolans and 1,000 Chinese workers over a period
of 30 months.
In May 2006, China National Electronics Import and Export Corp. (CEIEC)
won the tender for renovation and widening of the water distribution
network Caxito, Bengo province. The work, which began the previous month,
will take approximately 18 months and cost US$4 million. An additional
$3 million is to be used to upgrade the Dande district.
Chinese company China Jiangsu International has been contracted to finish
construction work on the Palace of Justice building in Luanda. The contract,
reportedly valued at US$41 million, was tendered by the Angolan Ministry
of Public Works and was ratified by the Angolan cabinet. China Jiangsu
is also completing renovations on the provincial government buildings in
Luanda.
Golden Nest International Group was contracted to build the Ministry of
Finance building in Luanda. The building has been completed and has been
commended for the quality of the work by the South African consulting firm
which oversaw the project, Africon.
Profiles of the Chinese SOEs involved in the above projects can be found
in Appendix 1.

Investment trends in the infrastructure sector
Chinese investment, especially in the case of Angola, is primarily concerned
with transport infrastructure and the extractive industries, primarily oil. In
Angola, this is seen principally through the joint venture partnership SSI in
building the oil refinery in Lobito. This joint venture is the largest and clearest
example of direct foreign investment as most of the Chinese construction
companies that win tenders have yet to carry out their expressed intentions
to establish joint ventures with local partners. It is possible that the current
Angolan skills base is too low for joint ventures with Chinese firms to be
a viable proposal over the short term. Aside from the refinery, the largest

171

China’s new role in Africa and the South
projects involved road and rail rehabilitation. Such basic infrastructure is
urgently needed in Angola in order for it to recover from the ravages of the
civil war, during which most of the country’s infrastructure was destroyed.
As the China–Angola financial agreement is in the form of an oilbacked loan, the Chinese involvement in the Angolan economy is not
direct investment in the traditional sense. It should also not necessarily
be regarded as an indicator of long-term confidence by the Chinese in the
Angolan economy. It does, however, provide the means and momentum for
Angola to finance the rebuilding of its infrastructure, which can be seen as
a long-term investment in terms of business facilitation, especially where
improvement in transport networks are concerned. A representative from
the Angolan Chamber of Commerce and Industry cited the view that the
oil-backed loan extended by China Exim Bank still involves capital risk, as
it is a sizeable sum that is being invested in a developing African country.
China is also the only country to make such amounts of money available to
the Angolan government.
Due to the nature of the loan, and the fact that the money received from
the Chinese government is administered by the government bodies of the
Ministry of Finances and the Cabinet for National Reconstruction, Chinese
investment is also concentrated in the public sector.
Only two Chinese firms are officially registered with the National Agency
for Private Investment (ANIP). This suggests that while there are numerous
Chinese construction companies active in China, they are mostly state-owned
or state-invested with few private Chinese companies operating in Angola.
A possible reason for this is that the majority of the contracts undertaken
by the Chinese construction companies in Angola are being financed by
the Chinese government loan. As the Chinese government must approve
the Chinese companies allowed to tender in Angola, SOEs have a natural
comparative advantage.

Market entry strategies
Prior to the entry of Chinese companies in Angola toward the end of 2004,
the industry was dominated by the larger Portuguese construction firms,
whose presence is still marked in private contracts. The work of the Brazilian
and Portuguese firms had traditionally been supported and secured by
oil-backed loans of approximately US$300–500 million, but nothing of
the magnitude of the China Exim Bank approved loan. China’s entry into

172

China and Angola
the Angolan construction market has somewhat displaced traditional
commercial interests.
According to a prominent South African construction firm,23 construction
firms usually need an incubation period of about 10 years in Angola due
to the civil war having interrupted normal commercial relations. This
notwithstanding, within 18 months of entry from the end of 2004, Chinese
firms had established a considerable presence in the Angolan market.
In March 2006, following the rapid increase of Chinese commercial
presence in Angola, a Chamber of Commerce for Chinese Companies in
Angola (CCCCA) was established. Based in Luanda, the chamber currently
has 26 members. Its leading members include the China National Machinery
& Equipment Import & Export Corporation (CMEC), Jiangsu International
and China International Water & Electric Corp, ZTE Corporation, Huawei,
Sinosteel Corporation, China Petroleum & Chemical Corporation (Sinopec),
China National Overseas Engineering Corporation (COVEC) and China State
Shipbuilding Corporation (CSSC). According to a representative24 from the
Chinese embassy economic councillor’s desk, the CCCCA was established to
facilitate an interchange of ideas between Chinese and local companies.

Drivers of competitiveness
Government-backed support has been instrumental in establishing market
entry for Chinese SOEs in the Angolan construction industry, spearheaded
by the oil-backed line of credit extended by China Exim Bank. The loan,
primarily intended for use in the reconstruction and rebuilding of Angola’s
infrastructure, is monitored and managed by the Ministry of Finance and
the Office of National Reconstruction. Thus, heavily aided by the Chinese
government through political cooperation in the form of a bilateral agreement
between the Angolan and Chinese governments, Chinese companies –
especially in the civil construction industry – have secured 70 per cent of
all contracts financed by the Chinese credit line as under the terms of the
lending agreement.
As mentioned earlier, following the agreement whereby the China Exim
Bank extended a US$2 billion loan to the Angolan government, the Chinese
government declared a list of 35 selected companies that were pre-approved
by the Chinese government. These companies were able to tender for contracts
in the Angolan construction industry so inclusion in the list resulted in entry
into the Angolan construction market. Interestingly, however, this list does
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not only include state-owned enterprises. Guangsha Group, the largest nonstate-owned construction company in China,25 was on the list. The group has
several member companies and is the holding company for several more,
one of which, Guangsha Chongqing First Construction (Group) Company
Ltd (CGS International Co Ltd), has a presence in Angola. Once a presence
has been established in the market, it is anticipated by the Chinese firms
interviewed that they will secure further contracts.26
The Chinese loan is the most attractive financial package offered to the
Angolan government, principally because of the extremely low interest
rates offered by the state-owned banks. Offers by other foreign banks and
governments offer higher cost of capital rates by comparison on much
smaller amounts. The traditional source of loans, the World Bank and the
International Monetary Fund (IMF), have been less than forthcoming with
large-scale long-term loans as the Angolan government has not fulfilled the
prerequisites in terms of transparency and practice of good governance.
Angola is still struggling to implement the governance practices that are
deemed necessary by the Western donors before such loans are granted. The
emergence of China as an alternative source of funding has been particularly
welcome considering the paucity of options available to the Angolan
government27 and the urgency with which such funds are required.
A factor which has played considerably to the advantage of the Chinese
SOEs has also been Angola’s urgent need to secure the loans which would
allow the government to embark upon the reconstruction of the economy
and the country’s infrastructure. Chinese preferential loans are allocated
without conditionality. This is well received by the Angolan government. It
seems however that the Chinese companies receive rapid project approval
from the Angolan government. The Angolan government has reportedly
been easing the way for approval and inspection of the work carried out by
the Chinese companies.28 This is due to the contractual advantages being
offered in financing the work via the Chinese credit line for rebuilding the
country and the pressure the government is under to rebuild the country.

A Chinese or an Angolan labour force?
Chinese firms are often engaged in importing Chinese labour to work on
a contractual basis for infrastructure projects. When questioned as to the
desirability of Chinese contractors employing Chinese nationals as opposed
to the local labour force, a representative of the Angolan Chamber for
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Commerce and Industry pointed out that China, as a populous country, also
struggled with unemployment problems and it was natural that this trend
would develop, especially as other foreign-based companies also employed
such practices.
Chinese state-owned companies will pay state-determined salaries that
are sometimes not in line with the market-determined price for labour in the
Angolan construction industry. As wages are a large expense in the labourintensive construction industry, Chinese companies typically provide food
and housing compounds for their workers as well as providing a daily
stipend of US$1 per Chinese worker. This means they will compete favourably
with companies that must pay US$3–4 per day for local Angolan labourers.

The problem of the language
barrier appears to have been
underestimated by the SOEs
The average wage for an Angolan construction worker is US$120–150 per
month. Similarly, Chinese engineers are paid approximately US$ 130 per
month, one-sixth of what European construction firms would pay Angolan
engineers.29 This is also in contrast with the expatriate salaries that are paid
by other foreign-based companies to their skilled employees.
The cost of labour, however, is not the only determinant of competitiveness.
Industry competition is complementary of the quality of human capital
employed by the Chinese firms. There are three factors that contribute to
the productivity of the Chinese workers employed by the Chinese SOEs.
First, the shift strategy employed by some Chinese companies ensures that
workers are on site around the clock. In some compounds, there is a ‘one bed,
two workers’ policy whereby a night-shift worker and a day-shift worker
share the same bed, ensuring extended working times. Second, the rate of
absenteeism at the Chinese construction sites is very low. According to other
contractors who use local labour, the absentee rate is never less than 20 per
cent.30 This effectively increases labour costs by one-fifth. Chinese companies
in contrast have absentee rates of practically nil.31 Third, Chinese workers are
relatively well trained. The level of skill of the Chinese workers is recognised
across the industry, each worker having undergone an intensive training
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programme prior to expatriation. In addition, workers on Chinese sites are
multiskilled and will be involved in each section of construction. Whereas it
is normal practice to employ tiered hierarchies of workers, it has been found
that Chinese artisans also double up as site diggers, participating in the
manual labour as well as the more skilled undertakings of an artisan. Thus
one Chinese worker will dig the foundations, lay the cables and orchestrate
the electrics of a construction site. Such a modus operandi drastically reduces
the number of workers required on a site.
Due to the speed with which the projects are completed, a number
of Chinese companies have not seen it as a necessary step to establish a
permanent office in Angola, unless they have secured several large and
extended contracts. CGS International Company Limited, for instance,
although contracted to a project spanning 11 provinces in Angola, have only

There is a perception among China’s
competitors that Chinese companies have an
unfair advantage due to the extensive support
offered by China’s government
been in Angola since the beginning of 2005 and estimate that their project
involvement will be completed by 2007, whereafter they will leave, unless
they secure another contract. At the moment they only have six administrative
overseers in Luanda, all operating on working visas.
According to one representative from Guangdong Xinguang International
Group, Chinese firms from the south of China have a distinct advantage
over northern Chinese companies due to their proximity to Hong Kong
and the speed with which they may mobilise their procurement strategies.
Procurement strategies are particularly important for Chinese companies
that choose to import all their materials and equipment from China. In
terms of material procurement, the Chinese companies enjoy a substantial
advantage. According to a report in the Boston Globe (24 December 2005) by
John Donnelly, a 50kg bag of Angolan-made cement would cost US$10, while
China’s imported cement costs US$4. Chinese companies’ cost per square
metre of construction is reportedly a fourth of that of European companies.
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The experience of key Chinese companies
According to the majority of Chinese companies canvassed in this respect,
one of the biggest challenges in operating in the Angolan market is that of the
language barrier. Few Chinese speak Portuguese and Angolan knowledge
of Mandarin is almost nonexistent. Some companies have tried to remedy
this by recruiting from the Chinese diaspora. There has also been a natural
inclination to recruit Chinese from Macau, a former Portuguese colony where
people have a knowledge of Portuguese. This may have facilitated Chinese
firms’ entry into the Angolan market.
Chinese international workers, however, are more likely to have chosen
English as their second language. While it is found that the more educated
Angolans may speak French and some English, this is not widespread
enough to remedy the language problem, which remains an obstacle to onsite communication and thus productivity. The problem of the language
barrier appears to have been underestimated by the SOEs. According to a
report in the local newspaper,32 Angolans, who are often employed as the
site workers, are not provided with a translator and have overseers that
cannot speak Portuguese.
In addition, lack of education manifests itself as a problem, especially in
terms of specialised skills. This is the rationale offered by most of the Chinese
companies when questioned about their lack of local recruitment. It was agreed
across the board by the Chinese companies interviewed that local labour was
substandard. In addition, as much of the technology and equipment used
by Chinese construction companies is in fact imported from China, Chinese
engineers and operators familiar with such technology are also required.
A private Chinese firm complained that on assessing the bids, government
departments tend to only consider the bottom line and do not pay enough
attention to the quality of the workmanship, materials and technology
implicit in a slightly higher price.
From such a complaint, it can be inferred that, while other local
and foreign-based firms may compete for the same bid, the only major
competition faced by a Chinese firm is another Chinese firm. It seems indeed
that this competition is encouraged by the Angolan government, which has
made a prerequisite that at least three Chinese companies from the list of
35 pre-approved companies bid for the same tender contract. Consulting
companies nevertheless maintain that Chinese SOEs do not yet compete
enough amongst each other.
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According to the experience of the Chinese companies in Luanda, the
project cycle is the most challenging aspect of construction in Angola.
There are only three operational ports in Angola: Luanda, Benguela and
Cabinda. This contributes to project concentration in and around these
three areas, although all three also have other strategic importance: Luanda
is the political capital and consequently the location of the majority of the
national government contracts. As Chinese companies import most of their
equipment, materials and labour from China, these ports play an integral
role in the Chinese supply chain. Materials and equipment can be retained
in these ports for as long as two to three months after arrival.
Mobilisation time for Chinese companies is, however, relatively slow.
Goods procured often arrive after the prescribed 30-day mobilisation period.
As many of the projects undertaken by Chinese companies are still ongoing,
it remains to be seen whether they will be completed on time. Some Chinese
companies claim that their projects would be completed in a matter of months
without such delays, but are now forced to take one to two years, although
this still seems to be quicker than the traditional players.
Some Chinese contractors have also had problems with their payments.
One Chinese company said that this was countered by demanding payment
up front. Where this was not possible, i.e. with government contracts, the
experience was that payment from the National Cabinet for Reconstruction
was eventually delivered, although it was often delayed.

Competition with traditional players
At the beginning of 2004, Angola, after two years of peace, was slowly
beginning the process of reconstruction. The construction contractors which
had had a presence in the country for several decades, for example Portuguese
firms such as Texeira Duartes, Mota Engil and Soares da Costa, as well as
Brazilian firms such as Oderbecht and South African firms such as Grinaker
Lta, Group 5 and Murray and Roberts, were the traditional recipients of the
construction contracts and tenders available in Angola.
The more well-established Portuguese firms continue to receive contracts,
but many of the South African firms have lost market share to the Chinese
companies. It is suspected, however, that the Angolan government still
owes other privately owned foreign-based firms such as Soares da Costa
considerable amounts of money and will therefore still award contracts to
these companies to keep their creditors at bay.33
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Portugal and Brazil, whose companies have been long-time players
in the Angolan construction industry, have historically always extended
oil-backed loans to the Angolan government with the understanding that
the loaned money would be used to contract the respective Portuguese or
Brazilian construction firms. In order to compete with the Chinese, the larger
construction firms have had to provide even more investment. Oderbrecht,
the Brazilian construction giant that has been operating in the country
for almost 25 years, announced in June 2006 that it would be investing
US$400 million in property development. The company would invest in
the diamond industry, water infrastructure, energy sector and urbanisation,
particularly in the newly developing, up-market suburb of the Luanda-Sul
(Presidencia) Futunga.
It was found that Angolan government officials and investment agencies
generally view Chinese commercial engagement in a very favourable light
when compared to the traditional foreign investors. They welcome the fact
that China is willing to inject large amounts of capital into the Angolan

South African investors are also perceived
to be arrogant and there have been several
instances of bad corporate practice involving
South African construction firms
economy, albeit as a loan and not necessarily as direct investment, whereas
other investors were not willing to run the risk of investing such capital. It
was found that there is a particular negativity towards the South African
corporate investor.
There is a perception among China’s competitors that Chinese companies
have an unfair advantage due to the extensive support offered by China’s
government. According to some traditional construction players, contracts
have in some instances been dissolved and re-awarded to Chinese companies.
Contract dissolution was due to an inability to comply with contractual
specifications. An example is a South African company, which was contracted
to build corporate headquarters for an Angolan firm, a US$126 million
contract. When it could not source the components and finishes specified by
the Chinese-based design firm, which had been appointed by the Angolan
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client, the contract was re-awarded to a Chinese company, which was able to
source the materials in China.
South African investors are also perceived to be arrogant and there have been
several instances of bad corporate practice involving South African construction
firms. Group 5, for instance was forced to issue a cautionary announcement on
8 June 2006, declaring that ‘at least some basis appeared to exist for reasonable
suspicion that irregular activities had taken place’ concerning their operations
in Angola, the first of which was the Nova Vida housing project undertaken by
government contract in 2001 and worth US$135 million.
In addition, according to Africon,34 a South African construction consulting
firm with experience in the Angolan market, South African construction
companies are currently some of the most expensive in the industry, due
in part to the strength of the South African rand. With current market

Most of the Chinese companies are relative
newcomers to the Angolan construction market
and must compete with engineering firms who
have been established in the Angolan construction
industry for decades and have detailed
market knowledge
conditions, it was estimated that South African firms could only hope to be
competitive if the currency rate dropped to R8 to the US$.35 This must be
seen against the ability of Chinese firms to undercut the closest competitor
by approximately 20 per cent in terms of overall bid value, with much shorter
completion times.
It seems that both Chinese firms and their competition agree that there
is a degree of variability in the quality of workmanship displayed by
Chinese companies. A representative from Africon stated that Chinese firms,
although known to cut corners on cost, were consistent in adhering to the
level of quality if clearly stipulated by the civil engineering consultancy firm
working on the project.
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Examples of collaboration
In terms of collaboration, in February 2006, China National Overseas
Engineering Corporation (COVEC) publicly expressed interest in entering
into joint venture initiatives with the Angolan government. The company’s
deputy director general Shi Ping has stated the company’s willingness
to finance some projects in a bid to compete on an international level for
entry into the Angolan construction industry in public-private sector
partnerships.36
The company has also approached Portuguese construction companies
working in Angola with a view to partnerships or joint ventures, admitting
that the challenges posed by the language barrier are considerable. Shi Ping
stated that, ‘the Angolan market is also important because COVEC is already
on the EXIM Bank list, which qualifies us automatically for developing
projects that benefit from the bank’s credit line, both in Angola and in other
Portuguese-language countries’.37 Such joint ventures are to be encouraged.
The potential opportunity for cooperation between South African
companies and Chinese companies in Angola’s construction sector is
great. It is becoming evident that many foreign-based companies that
used to dominate the Angolan market, such as those from Brazil, Portugal
and South Africa, are rapidly losing market share to Chinese companies.
Subcontracting, however, is still an option. For Chinese firms, there is an
added advantage that South African companies speak English, a language
generally more accessible than Portuguese. There are also several instances
where the Angolan government appoints civil engineering firms to projects
to ensure construction quality control. An example is the ministry of finance
building, built by a Chinese construction firm and managed by South African
consultants.
The challenge seems to be that Chinese companies prefer not to subcontract
once the tender has been won, but import their labour, equipment and
materials wholesale from China. ‘When a country launches a tender, it thus
has the certainty that the company that has won it is the one that carries out
the project, that does not subcontract it out to other companies, as do, for
example, Western companies in Africa, such as the Spanish,’ according to
Huang Zequan, a consultant for Chinese companies that wish to move into
African markets and an academic at Beijing University.38 Huang explained
that the financial sector and the state work together on the internationalisation
of Chinese companies in Africa.

181

China’s new role in Africa and the South

Key strategies used by the Chinese
Within the context of Angola, Chinese state-owned enterprises have a very
clearly defined market entry strategy. The Chinese government and China
Exim Bank, through the extension of the oil-backed loan, have guaranteed
market access for the Chinese companies as at least 70 per cent of all
construction contracts is paid for with this credit facility.
Then there is the list of 35 pre-approved construction companies which
have been selected to enter the Angolan market. Only the Chinese companies
which have been subjected to inspection tests by the PRC government and
form part of this list may bid for public tenders offered by the Angolan
government, which will be financed by the oil supply-backed loan. This
ensures that bidding companies are able to carry out the construction work
effectively. Chinese officials maintain that the importance of this list lies in
the fact that all companies appearing on it have been evaluated for quality
by both the Chinese government and the financial institution underwriting
the loan, China Exim Bank, as a precondition for financing the project.
The arrangement is touted as a way of the Chinese government making a
positive contribution to ensuring that bidding firms are capable of carrying
out the task. Most of the Chinese companies are relative newcomers to the
Angolan construction market and must compete with engineering firms who
have been established in the Angolan construction industry for decades and
have detailed market knowledge, such as Portuguese firms Soares de Costa,
Texeira Duarte and Motengil, or Brazilian Oderbecht.

Headline research findings
The Chinese interaction with the Angolan government while considerable
is not in any way different from the commercial arrangements entered into
by the Angolan government with other stakeholders in the construction
industry, such as Brazil and Portugal.
Both have oil-backed credit extensions to the Angolan government, who are
contractually obligated to award tenders to companies who have their origins
in the creditor country. Tenders are announced and offered to qualifying
companies, provided they submit pre-qualifications to the consulting firm
overseeing the tender. The Chinese credit line is only distinguished by its
size and the fact that the companies eligible for the Chinese-financed tenders
are pre-approved by the Chinese government.
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Nevertheless there is a growing concern by NGOs that what little leverage
they have to influence the Angolan government in terms of transparency and
good governance is being eroded as the Angolan government turns more to
the Chinese for financial assistance to rebuild the economy.

Emerging trends
Currently, Chinese construction companies import all their required materials,
technology and labour directly from China, rendering little direct investment
in the local economy. China’s credit lines are extended to pay for the supply
chain, and are not designed to support local procurement. This absence of
local procurement is compounded by the lack of local industry that is able
to supply the construction sector: poor quality and comparatively high cost
of local materials as well as a lack of local skilled-labour. Improvements in
the production of local building materials or materials sourced from the
surrounding sub-Saharan African countries would realise a direct benefit
to these economies as well as increasing the potential for joint venture
cooperation between Chinese and African businesses.
Indeed, even Angolan companies are now sourcing Chinese construction
materials because they are more freely available and at lower cost. The only
regional economy that has the capacity to supply the construction supply
chain is South Africa. However, Chinese firms are unfamiliar with building
materials procurement strategies from South Africa. A Chinese firm stated
that it did not have the local know-how or inroads to approach South
African suppliers.39 The ability of South African industry to supply Chinese
construction firms is a strategic consideration that deserves more research.
There are exceptions, however. Guangdong Xinguang International
Group, which has recently won a tender to construct large cold-storage
facilities in all of Angola’s provinces, has approached the South African
Embassy in Luanda for assistance in securing South African materials for
their project supply chain.
Chinese companies in Angola are involved predominantly with
government tenders and work for the public sector. This is primarily because
the money used to finance their projects is a bilateral loan from the Chinese
to the Angolan government, specifically to fund large-scale-infrastructure
rehabilitation projects. Currently, many of the projects that are contracted to
Chinese firms are managed by the Sigma Group, an Angolan state-owned
consultancy.
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Currently, little evidence exists to suggest
that Chinese companies will enter into joint
venture partnerships with Angolan firms beyond
contracting Angolan site-workers
Although the majority of the contracts are awarded to SOEs, private
Chinese companies have also been given a window of opportunity and
have also submitted proposals according to the National Agency for Private
Investment in Angola (ANIP).
The most important and tangible form of cooperation, announced in March
2006, is the joint venture between Chinese oil company China Petroleum and
Chemical Corporation (Sinopec) with Angolan company Sonangol to form
Sonangol-Sinopec International (SSI) to build and develop a new refinery at
Lobito, Sonaref, requiring a total investment of US$3 billion.
Currently, little evidence exists to suggest that Chinese companies will
enter into joint venture partnerships with Angolan firms beyond contracting
Angolan site-workers. Not only is there a very low local skills base, but
the language barrier is seen as the biggest in-market obstacle for Chinese
companies. Chinese companies such as COVEC have, however, shown
interest in forming joint ventures with Portuguese companies, and others,
such as Guangdong Xinguang International Group, are looking to procure
materials from South African sources.
Currently there is little in the way of local capacity building or skills
transferral as the majority of the Chinese companies import all their
requirements in terms of materials and labour directly from China. This
is due to the lack of local skills base, according to the Chinese companies,
as well as the inexperience of local engineers with the imported Chinese
technology and equipment.
The Angolan economy needs capacity development. The current practice
of Chinese SOEs importing all necessaries from China – equipment, labour,
and materials – needs to be addressed to ensure that Angola can develop
the capacity to sustain the infrastructural development and benefit from
technology transfer. It has been pointed out by ANIP that the other foreignbased companies also initially used expatriate employees, but gradually
employed the local labour force. They expect this trend will also emerge with
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Chinese companies. For example, it was widely reported by government
sources that the Luanda General Hospital, built by COVEC, was built with a
labour force comprising 90 per cent Angolans.
There is also a need to encourage a culture of social development
parallel to the infrastructural development in which the Chinese firms are
engaged. Initiatives such as educational programmes for local workers are
necessary. While other firms do engage in such projects, these additional
costs are an aggravating factor in pricing the companies that compete with
Chinese companies out of the market place. It is recommended that the
donor community consider the possibility of supporting capacity building
programmes and skills workshops around the local construction sector
in Angola. While the projects themselves, however, once completed, will
improve the functioning of the economy due to infrastructural improvement,
there are no current cases of skills development or social investment.

Recommendations for increased collaboration
While it seems that there is gradual movement towards the establishment
of joint ventures and collaborative projects, this trend is not developing
particularly strongly, and local companies have voiced concern over the
guarantee of 70 per cent of the national reconstruction projects going to
(foreign) Chinese companies. Despite the argument for a rapid infrastructural
development to facilitate national growth, the stimulation of local business
and entrepreneurship is essential for sustainable economic growth.
Consequently, the following recommendations are made.
The outsourcing of quality control management could also lead to increased
collaboration. Currently, most of the projects contracted to Chinese firms do
not have independent quality control management, which compromises
the accountability of the project workers. Establishing requirements for an
independent firm which manages project quality would not only increase
the accountability of the project, but also provide another reason to form
joint partnerships and collaborations.
What is also important, however, is that these stipulations are clear
and well circulated and enforced. The development of a social ‘scorecard’
which accredits construction companies for skills development and social
upliftment programmes would be beneficial. ANIP could perhaps undertake
this initiative when assessing commercial tax break qualifications.
The Angolan government should take advantage of the leverage provided
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by the Angolan-Chinese loan agreement to negotiate the selection criteria of
the Chinese companies to include skills transferral and local capacity building
projects. The donor community could participate in the organisation and
coordination of such projects.
The government should also create further contract stipulations that a
fixed percentage of materials be sourced from local suppliers. In order to
be able to do this however, the local availability must be addressed and
improved. Currently the local capacity to produce construction materials is
very low, with most of the construction companies having to import their
own materials.

Conclusion
The entry of the Chinese construction industries into Angola, albeit
controversial, has marked a period of rapid infrastructural regeneration. For
Angola, as a country only recently emerging from civil war, the rehabilitation
of vital roads and railways and the development of infrastructure in general
is recognised as a national priority to sustain economic growth and encourage
investment. Chinese companies have made a broadly positive contribution
to such important development.
Of concern are the challenges posed by a lack of institutional framework
and government capacity to monitor and encourage direct investment in
terms of local skills development and technology transfer. The National
Office for Reconstruction, the Chamber of Commerce and Industry and
ANIP need to reinforce the promotion of joint ventures and the development
of corporate responsibility among firms active in Angola to ensure that the
positive contribution of the rapidly increasing construction industry has
sustained socio-economic benefits.
Appendix 1 Companies already engaged in major projects in Angola
The China Road and Bridge Corporation
Initially established in 1979 as the China Highways and Bridges Engineering Company,
the present corporation was established in 2005 after China’s State Department of stateowned assets supervision and management committee assumed control of what was then
one of China’s largest SOEs. Primarily engaged in project contracting, construction, design,
supervision, counselling and international trade operations, the company has five categories of
affiliates and 31 overseas branches.
Chinese Overseas Engineering Corporation (COVEC)
Formerly an enterprise under China’s Ministry of Foreign Trade and Economic Cooperation
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(MOFTEC), China National Overseas Engineering Corporation (COVEC) joined China Railway
Engineering Corporation (CREC) to consolidate its international project contracting. COVEC
specialises in China-financed foreign-aid projects, investment in overseas businesses, leasing
business of large engineering equipment and machinery, overseas labour service and import/
export business.
One of the first SOEs to enter the global market, over 30 years ago, COVEC has undertaken
over 1,000 large and medium-sized international projects. The corporation has won a
cumulative total of US$2.6 billion worth of contracts, with US$2.2 billion in turnover. COVEC
has been listed by the US magazine Engineering News Records as one of the top 225 international
contractors for years, starting from the mid-1990s, and has operations in West Africa, southeast
Africa, South Pacific and Southeast Asia. COVEC is one of the 167 SOEs selected for preferential
support by China’s state-owned Assets Supervision and Administration Commission to be a
flagship enterprise.
Jiangsu International
China Jiangsu International Group is a comprehensive transnational group of enterprises. Its
principal businesses cover overseas and domestic contracted engineering projects, overseas
labour service, import and export trading, investment in industries, exploitation of high-grade
science and technology and development of real estate. It has over 50 member companies, of
which 30 are based abroad.
The core of the group is China Jiangsu International Economic-Technical Cooperation
Corporation (CJIETCC). Approved by the State Council, CJIETCC has undertaken projects
linked to China’s overseas economic aid as well as other private overseas projects. CJIETCC is
present in over 80 countries and regions and has established 30 branches and offices abroad,
with annual contract value and turnover exceeding US$100 million. The corporation has
received such accolades as one of ‘500 All-China Giant Service Firms’ by the State Council, one
of ‘Top 100 Firms in International Economic Cooperation & Trade’ by the State Statistics Bureau,
one of ‘Top 30 Firms in the Line of Foreign Economy’ and a ‘Key Enterprise Earning Foreign
Exchange under Special Care’ by the Ministry of Foreign Trade and Economic Cooperation.
China National Electronics Import and Export Corporation (CEIEC)
China National Electronics Import and Export Corporation, the largest foreign trader of
electronics in China, is a comprehensive foreign trade enterprise with import and export of
electronic technology and products as well as other services. The company, established in
1980, now has 56 solely-funded and proprietary subsidiaries both at home and abroad, five
offices abroad and more than 200 joint ventures. By the end of 2000, CEIEC, with its total
assets reaching RMB8.4 billion, had a total sales income of RMB7.5 billion and a gross profit of
RMB68.65 million yuan. CEIEC, at present, has a staff of 4,500.
The company’s primary concern is importing and exporting electronic technology,
equipment, elements and products, as well as undertaking government trade, contracting
international engineering projects, labour service, co-production, joint venture operations,
processing with supplied materials, samples and blueprints, setting up maintenance and
after-sale service centres by foreign electronics manufacturers, sales agents, consignment sale
of spare parts; software development and financial leasing, packaging and transportation,
exhibition and advertising, market information and legal consultation service in the foreign
trade, etc.
Since its establishment, CEIEC has concentrated on foreign-based contracts. The company’s
trade volume from 1980 to 2000 totalled $24.2 billion. Since 1992, CEIEC has been ranked in the
top ten among the 500 largest Chinese importers and exporters, with an annual export volume
of US$1 billion for several consecutive years. The company has established trade relations with
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more than 140 countries and regions in the world.
Guangdong Xinguang International Group
This company, based in Canton province, is a state-owned enterprise that has recently
been granted a contract to build cold-storage vessels for the Angolan government in all the
provinces. The company operated not only in Angola, but also in Nigeria, where it has just
been granted a US$2 billion project. The company also works in USA and Macau. Its presence
in Macau, of course, gives it a distinct advantage in terms of the language barrier – cited as one
of the most challenging aspects of working in Angola.
As one of the companies on the approved list, the Guangdong Xinguang international
group company was encouraged to come to Angola by the Chinese government, and succeeded
in winning the contract against all competitors, including the two other mandatory Chinese
companies that participated in the bidding process. While complaints were heard about the
nature of competition against other Chinese firms,40 a representative from the South Africanbased consulting firm Africon voiced the opinion that the level of competition between Chinese
companies for contracts could and should be higher.
According to this company, the Angolan government awards the tender according to the
overall price, the length of time the contract will take, the professionalism of the company and
the historical record of its projects.41
Guangsha Group
Headquartered in Hangzhou, capital of east China’s Zhejiang province, the Guangsha Group is
one of the first of 49 large group trial units approved by the Ministry of Construction and one
of five key backbone enterprises in Zhejiang province. The group has expanded from a small
company to a multi-trade group covering the fields of culture, film and television, tourism,
finance and trade over the past decade. Its output value climbed to US$670 million last year
and its net profits totalled US$19 million.
CGC Overseas Engineering Company
CGC entered Angola in November 2003, when it established an Angola Management Division,
registering as CGC Overseas Construction Angola LTA, one of only two registered Chinese
companies in Angola. CGC has three divisions: Developing, Engineering, and Material and
Resource.
CGC Overseas Construction Angola LTA (known as CGCOC) has registered capital of US$26
million and investors which include Sinopec Star Petroleum Co Ltd, China Geo-Engineering
Corporation, Sichuan Tianchen Group, the Chinese Ministry of Land and Resource/Shanxi
Geological Mineral Prospecting Development Agency, China National Chemical Engineering
No.13 Construction Company and individual investors.
As a result of its outstanding performance in overseas markets, CGCOC has become one of
China’s key external trading companies. CGCOC’s management was selected to nominate the
standing committee director of Beijing and Business Association and the vice-president of the
Foreign Economic and Technological Cooperating Association in Beijing.
Golden Nest International Group
The Golden Nest International Group (Pty) Ltd is a company which is owned by Chinese
investors and registered in South Africa. Since its establishment in 1997 the company has
evolved into a large multinational group with its business interests ranging from construction,
property development, mining and smelting, light industry, medicine, finance, culture,
education, tourism and trading.
The headquarters of the group is in Johannesburg, South Africa, and its branches are located
in Cape Town, Bloemfontein, Ermelo, Bethal, and Standerton in South Africa and Luanda in
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Angola. The group also has offices in the Chinese cities of Beijing, Shanghai, Xia Men, Xi An
and Hong Kong. The core business of the group is property development and construction.
There is a research institute within the group and over 20 companies that are fully or partially
owned by the group. The total work force of the group is about 3,000, of whom about 300 are
technical and managerial personnel.
The total turnover of the group for 2002 was $40 million. The group has completed
approximately 25 engineering and property development projects in China, South Africa and
Angola, among them six projects have an investment value of over US$13 million. The Angolan
Penguila new town project, which has an investment value of US$150 million and occupies an
area of 100 ha, was completed in February 2003.
China Complant
Since its foundation, China Complant has been authorised by the Chinese government to
implement economic aid to foreign countries by undertaking turn-key projects and offering
technical assistance when needed. China Complant also plays an important role in international
civil engineering contracting and providing labour services.
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CHINA’S RISE AND INCREASING
ROLE IN ASIA
DOROTHY-GRACE GUERRERO
Since it joined the World Trade Organisation in 2001, China has increased
its involvement in East Asian regional economic cooperation in order to
enhance its global competitiveness. The Chinese government has shifted
its diplomatic strategy from that of a developing country focused on
domestic concerns to one taking regional and global leadership. What
is the nature of China’s rise and what are its implications?
China is rapidly becoming the predominant power in Asia Pacific and is
starting to challenge the role of both the United States and Japan in the region.
The question is: Will China’s increasing importance in the region make the
Association of Southeast Asian Nations (ASEAN) countries more prosperous,
more stable, and equitable? To address this, one must understand the current
importance of China and the many challenges that come with China’s new
role in the region.

ASEAN–China relations
The countries within ASEAN started to strengthen their bilateral relationships
with China in recognition of China’s growing role as a source of investment.
ASEAN–China relations began in 1991 when China first expressed its interest
for closer cooperation with ASEAN, but it was only during the 29th ASEAN
ministerial meeting in Jakarta in 1996 that China gained full dialogue status
with ASEAN.
All mechanisms at the working level were coordinated through the
ASEAN–China Joint Cooperation Committee. During this meeting China
also agreed to the establishment of the ASEAN–China Cooperation Fund.
The ASEAN–China Senior Officials Political Consultation was also set up as
a forum for political and security issues. A Code of Conduct for the use of
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the South China Sea was also established as a means to prevent conflict and
promote peace in the region.
The financial crisis that hit Asian countries in 1997 brought together the
region’s north and south to discuss common responses during the ASEAN
meeting that year in Kuala Lumpur. The evolution of the ASEAN Plus Three
(Japan, China and South Korea) came as a result of a recommendation of the
East Asian Vision Group that was formed to propose possible substantive
areas of cooperation. ASEAN adopted the ASEAN Plus Three (APT)
Framework during the 2004 ASEAN summit in Vientiane, Laos. This resulted
in the historic First East Asian summit (EAS) in Kuala Lumpur in 2005.

Two giants on one mountain
The summit, which was held despite tensions that emerged during the later
stages of its formation, was China’s floating balloon for the realisation of
an East Asia Community, inspired by the European Union. China saw an
opportunity to steer East Asian multilateralism along the lines of the Shanghai
Cooperation Organisation so as to serve Beijing’s strategic goals and further
weaken the US influence in East Asia.1 Japan and ASEAN members that
were wary of an East Asia Co-Prosperity Sphere under China’s leadership
responded to Beijing’s diplomatic offensive by proposing the inclusion of
India, Australia and New Zealand. In effect the debate over which countries
would be part of the 2005 East Asian summit was a proxy battle between
China and Japan.
The rift in the first EAS was the tip of the iceberg that is the Sino–Japanese
conflict. Scholars and diplomats in the region are in agreement that the future
of an East Asia Community will remain bleak if the two giants will not settle
their historical differences. The feud is continually reignited by a number of
sparks, which include: Beijing’s blockage of the possibility of Japan having
a permanent seat on the UN Security Council; their competing claims to
petroleum deposits and islands in the East China Sea; and China’s irritation
at the visits of former Prime Minister Koizumi to the Yasukuni Shrine, where
Japan’s war dead, 14 of whom are regardeded as war criminals by China and
South Korea, were buried.
There is a saying that two giants cannot live on the same mountain. It seems
that this will be true for China and Japan for now, particularly since the ‘mountain’
is becoming more and more important in geostrategic considerations.
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ASEAN–China Free Trade Agreements
The ASEAN–China Free Trade Agreements (ACFTA) are a crucial component
of East Asian regional economic integration. In 2002, Chinese and ASEAN
leaders signed the Framework Agreement on Comprehensive Economic
Cooperation and decided that an ASEAN–China FTA would be set up in
ten years. When realised, the ASEAN–China FTA will be the largest FTA
in Asia. It will also be the biggest FTA between developing countries and
biggest in terms of population covered, representing a market of 1.85 billion
consumers and a combined gross domestic product of almost US$2.5 trillion.
The ACFTA will be fully implemented for the ASEAN-6 in 2010, and will
integrate Vietnam, Laos, Myanmar and Cambodia by 2015.
On 1 January 2004 the two parties began implementing what China called
an ‘early harvest plan’ or EHP. This plan grants three-year duty-free entry for
ASEAN goods into the Chinese markets. After this, China’s manufactured goods
will have full free tariff access to Southeast Asian markets. This secures China’s

There is a saying that two giants cannot
live on the same mountain. It seems that this will
be true for China and Japan for now
access to the region’s raw materials and at the same time removes barriers to
China’s exports. The EHP cut tariffs on more than 500 products as part of the
efforts to facilitate the FTA. The ACFTA will strengthen China’s clout by making
it the centre of gravity in Asia and surpassing the influence of Japan and the US.
The 8th China–ASEAN Summit on 29 November 2004 in Vientiane resulted
in a package of agreements on trade in goods and dispute settlement. China
and ASEAN began to cut tariffs on more than 7,000 products, a move
indicating the start of the substantial tariff reduction phase between the two
parties. Trade between China and ASEAN has been on the rise, growing at an
annual average of 19 per cent between 1995 and 2002. The 2002 trade record
is US$54.8 billion.2 This leapt to more than US$100 billion for the first time in
2004 and further increased to US$130.37 billion in 2005.3 ASEAN trade with
Japan and the US remained higher at US$136 billion each in 2004, but this is
expected soon to be overtaken by ASEAN–China trade.
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Supporters of ACFTA argue that the Chinese and ASEAN economies
complement one another. But China’s expansion is not being welcomed
by everyone. In fact, reaction to China’s growing economic presence is
becoming more negative, especially from small farmers and manufacturers
in the region. Those in electronics, furniture, motorcycles, and fruits and
vegetables, increasingly see China as a threat. In Thailand, farmers despair

As China continues with its charm offensive
through government assistance and regional
investment, it must also take increasing
responsibility for its actions
of selling their own produce anymore because of the low-priced Chinese
vegetables that invade the markets in both rural towns and cities.4 Malaysian
and Indonesian workers are also complaining about jobs being lost to Chinese
workers because of the closing of enterprises that are losing orders to China.
Increased Chinese textile exports since 2005 to Cambodia and Vietnam have
started to supplant local producers in the two countries.5
The strong drive and interest by the ASEAN elite to deepen economic
ties with China is not shared by farmers and small businesses that fear
the competitive advantage of China in churning out low-priced goods.
Environmental interest groups also worry about the impacts of Chinese
demand on natural resources in the region.

Development cooperation
In recent years, the flow of Chinese development assistance to Southeast Asia,
especially to Laos, Burma and Cambodia, has been increasing. In the Greater
Mekong region, China is actively pursuing cooperation for the construction of
power plants and regional grid interconnection. China also finances projects
in Vietnam (Kon Giang 2 and Bao Loc) and the rest of Southeast Asia.6 In
Malaysia, it supports an ongoing project for the rehabilitation of Tenompangi
hydropower plant in Sabah. Laos’ Nam Tha and Tha Som and Myanmar’s
Kun are also benefiting from China’s external development assistance.
China is balancing its deepening trade partnership with ASEAN with
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development support and is now trying to match Japan’s role in development
assistance, which remains dominant. Clearly, the current swirl of Chinese
money to development projects within ASEAN is intended to warm the
relationship between China and its neighbours.
However, there are hard edges to Beijing’s soft-power economic push
into Southeast Asia. China is perceived as a source of many environmental
problems. Its development of the Mekong river within its border negatively
affects the countries downstream, which include Thailand, Laos, Cambodia
and Vietnam. Last year, the Cambodian case of a pinewood plantation
operated by Wuzhishan in Mondolkiri area covering 199,999 hectares of land
and leased to China for 99 years showed a disregard for the concerns of
the local population. As China continues with its charm offensive through
government assistance and regional investment, it must also take increasing
responsibility for its actions.

From Pax Americana to Pax Asia Pacifica?
China’s diplomatic offensive in Southeast Asia has raised concerns about
the impact of China’s rise on the balance of power in the Asia Pacific region.
Those fearing a China threat see China’s increasing influence and political
muscle flexing as signals of its interest in attaining regional hegemony. The
US, for instance, has reasons to be threatened as China’s rise could disrupt
its pre-eminent role in Asia, including its ability to shape regional politics to
serve its interests.
China sceptics argue that as China’s economic power grows, it may
seek to expand its political power because it wants to protect and affirm
its interests. They fear that over time China might use its growing military
capability to control politics in Asia in the same manner as the US. China on
the other hand continually takes pains to ensure that its rise is perceived as
non-threatening. Chinese officials always point out that China is expanding
its political influence through the institutional approach, that is through
international cooperation. It has established itself as an Asian and world
power through increased integration into the international community.
China’s peaceful rise is being pursued through trade, confidence-building
measures, development cooperation and assistance. There is also a growing
perception that China is not challenging the US but is rather ‘filling-up’ the
space vacated by the US as it becomes pre-occupied elsewhere.
With ASEAN, China has never been aggressive. In October 2003 it signed
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the Treaty of Amity and Cooperation,7 which indicates China’s commitment
to respect the ideals long held by ASEAN – sovereignty and non-interference
in each other’s internal affairs, and the settling of disputes in a peaceful
manner. In terms of military cooperation, China initiated security policy
conferences in the Asian Regional Forum (ARF), which were held in Beijing
in 2004 and in Vientiane in 2005. There are now joint military exercises with
Australia, the Philippines and Thailand, the training of ASEAN officers
and the provision of language training to military personnel from ASEAN
countries. All this is done to show that China identifies with the regional
security ideals of ASEAN.
China’s initiative on the Code of Conduct, which will come up with plans
for joint development in the South China Sea, also pacifies, at least for the
time being, ASEAN member claimants of the disputed territories. In the
past, conflicts between the Philippines, China and Vietnam have erupted
over control of islands in the South China Sea. In March 2005, state-owned

Despite growing anti-American sentiment
in the region, the US is still considered by
many as a more democratic country and
a better supporter of human rights
oil companies from the three countries signed a three-year agreement for
joint exploration for oil and gas in the disputed area.8
However, there remain security issues involving China that pose a
challenge to ASEAN and to Asia generally. The issue of Taiwan is key. China’s
insistence on the one-China policy may not always match the economic
imperatives of ASEAN. The visit of Singaporean Deputy Prime Minister
Lee Hsien Loong (son of former leader Lee Kuan Yew) to Taiwan in July
2004 displeased Beijing and caused the cancellation of the visit by Chinese
Central Bank Governor Zhou Xiaochuan to Singapore.9
It will still take some time to see whether China’s gestures of noninterference and cooperative security and ‘filling-in’ moves will indeed eat
at the role of the US in the region. The US Pentagon’s Quadrennial Defence
Review released in February 2006 reaffirms that the US will not allow the rise
of a competing superpower.10 Indeed, the US has taken steps to re-establish

196

China in Asia
relationships with ASEAN countries. However, the Bush administration’s
blinkered focus on a military response to the challenge of terrorism increased
anti-American sentiments among Muslims in Asia.

China as model?
While China has yet to gain the status of an alternative to US leadership in the
region, ASEAN could always use China’s potential as a possible alternative
in its balancing act with the US and Japan in various political, economic
and security negotiations. There are also some lessons that other developing
countries could learn from China: China demonstrated the importance and
effectiveness of state ownership of key sectors and of the banking system, of
strong state control over capital allocation, powerful regulation of investment
(foreign and domestic) and international trade.
It is important that we take a more careful look at the nature of the growth
process in East Asia. The dynamic growth of the tiger economies in the 1980s
that followed the newly industrialised country model of development did
produce improvements in the living conditions and resulted in dramatic
development of the formal sector of employment in South Korea, Taiwan,
etc. However, such gains came at a very high cost.
China’s growth under the current globalisation of capital accumulation
is accompanied by much harsher conditions for working people. The hype
about such growth merely paints a false picture of what capitalist success
means. The interest of those that are promoting such a one-sided picture is
to encourage the view that adopting the policies of the East Asian countries
(growth before democracy and equality) can produce economic miracles like
China. Not only is that a big lie, it also hides the more alarming situation that
even the gains that were achieved at the cost of social and environmental
injustice are fast disappearing.

The way ahead … will people matter?
ASEAN is the ‘mother of all regional formations’ in Asia. It has gone through
a long history, many challenges and rebirths. The presence of China in the
evolving regional community and its role in the governance of the region’s
economic, political and security relations have potential benefits to member
countries. China’s leadership in combating drug trafficking in its border
could contribute to the solution of transnational crimes. Its initiatives for
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deeper cooperation on health issues such as the spread of severe acute
respiratory syndrome (SARS) and HIV/Aids will certainly give a big push
to efforts to address these problems.
If successful, China’s efforts to solve its internal problems through its new
social policies for the countryside may provide a good model for a redefined
activist state’s role in economic governance. However, China’s growing
influence does not necessarily ensure human security, deeper democracy,
political transparency and protection of the environment and human rights
in the region. Despite growing anti-American sentiment in the region, the
US is still considered by many as a more democratic country and a better
supporter of human rights.
The China–Africa Summit held in Beijing in November 2006 showed the
level of China’s appreciation for the participation of civil society organisations
in geopolitical events. NGOs were not part of the big meeting, which was
attended by 43 African heads of state. Stronger civil society participation
in ASEAN affairs will most certainly not be championed by China. Asian
movements, NGOs and campaign groups are increasingly recognising the
importance of engaging China. To do so, they need to understand China
better and get to know their counterparts and like-minded organisations
within the mainland. It is crucial to engage China and work with the
increasing number of people and organisations there that are working to
make China more responsive to social concerns.
Notes
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EXPEDIENCY AND INTERESTS IN
CONTEMPORARY CHINA–MYANMAR
RELATIONS
YUZA MAW HTOON AND KHIN ZAW WIN
As to be expected with neighbours, relations between China and
Myanmar have had their ups and downs. What marks the present
age is that economic and population growth, the return of peace
to Myanmar’s border areas, its difficult political transition and
globalisation itself have all intensified relations between the two
countries to a degree not seen before. Whether this results in
good or ill depends on the governments and citizens of both
countries, write Yuza Maw Htoon and Khin Zaw Win.
At the United Nations Security Council on 12 January 2007 a draft resolution
titled ‘The Situation in Myanmar’ and jointly tabled by the US and UK was
defeated by a double veto from China and Russia. This was perhaps the
culmination of two opposing currents that had been gathering steam for some
years. A point worthy of note here is that none of Myanmar’s neighbours
have complained that a threat is being posed to them.
On the matter of the overarching relations between the two countries, a longtime scholar of Myanmar, Andrew Selth,1 has put it elegantly and convincingly:
It is possible to identify three schools of thought regarding China’s
relations with Burma. The ‘domination’ school believes that Burma has
become a pawn in China’s strategic designs in the Asia–Pacific region,
and is host to several Chinese military facilities. The ‘partnership’
school sees a more balanced relationship developing between Beijing
and Rangoon, but accepts that China has acquired bases in Burma as
part of a long term strategy to establish a permanent military presence
in the Indian Ocean. The ‘rejectionist’ school, however, emphasises
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Burma’s strong tradition of independence and Rangoon’s continuing
suspicions of Beijing. This school claims that, despite the conventional
wisdom, Burma has been able to resist the enormous strategic weight
of its larger, more powerful neighbour. Some members of this school
argue that Burma has the whip hand in its relations with China, and
has been able successfully to manipulate Burma’s sensitive geostrategic
position to considerable advantage.
Widespread protests and disturbances had engulfed the country in 1988, and
in September of that year the Burma Socialist Programme Party (BSPP) partystate was dismantled and a military regime was installed. Political parties were
allowed to register and a general election was held in May 1990. There was no
provision for a transfer of power, and differing interpretations of this on both
sides of the political divide led to further protests, unrest and repression.
The democratic opposition, many of whose members are now abroad,
found support among Western governments, which had been appalled by
the military government’s clampdown. Various methods were used, such
as isolation, ostracism and economic sanctions, with the intention of forcing
the regime to relent and come to terms with the opposition, but without
much success. Recourse to the UN Security Council was seen by most of the
democrats and some Western governments – notably the United States – as
the ultimate means of reining in the Myanmar military regime.
On the other side, the military council – the State Peace and Development
Council – had adamantly refused to accede to the demands of the opposition
and the West. When efforts gathered momentum to take Myanmar’s case
to the UN Security Council, the protection provided by a veto-wielding
permanent member – China – assumed critical importance.

The Saffron Revolution
There had been sporadic small-scale demonstrations in Yangon earlier in 2007,
calling for stabilisation of the rising costs of basic necessities. Some protesters
had been detained but were later released. Then on 15 August, without any
public announcement, the government raised the prices of petrol, diesel and
CNG (by two-thirds, 100 per cent and 500 per cent respectively). As a result,
public transport fares went up (except for trains), causing great hardship for
the public, especially those from low-income groups who have to travel to
work everyday.
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The ‘88 Generation’ Students Group staged two marches in Yangon, and
members of the public joined in. The authorities did not interfere with the
marches but on 21 August, 13 members off the 88 Generation group were
arrested. The government media said they were receiving support from
abroad and were attempting to create disturbances. Consequently, they
would be charged.
On 9 September at Pakokku in central Myanmar, a number of monks began
a pattern of clerical protest that spread subsequently to many towns over the
country. They would march peacefully in a procession chanting Buddhist
scriptures, particularly the metta sutta (discourse on loving-kindness). The
local authorities at Pakokku broke up the monks’ protest march, using

When efforts gathered momentum to take
Myanmar’s case to the UN Security Council, the
protection provided by a veto-wielding permanent
member – China – assumed critical importance
violence in which the government’s mass organisation, the USDA, and its
vigilantes were implicated. Although no one was killed, a number of monks
were hurt and/or arrested. In retaliation the next day, monks held a number
of government officials hostage and set their vehicles on fire.
This incident sparked off a larger wave of revulsion and dissent; existing
and emergent monks’ organisations issued four demands, calling for a
government apology, the release of political prisoners and negotiations with
the opposition. The deadline set for the government to accede to the demands
was 17 September, failing which a nationwide act of excommunication
would be held. Senior military officers held ceremonies at which offerings
were donated to high monks, as a kind of propitiatory-cum-pre-emptive
gesture, but the government did not respond to the demands. At midday,
on 17 September, the first of many acts of pattanikujjana (excommunication
from the faith) for the junta was held. And the next day, 18 September, a
procession of around a hundred monks walked in downtown Yangon.
This was repeated daily, with increasing numbers, up to tens of thousands.
Similar pattanikujjana rituals and protest marches were held in about a dozen
other towns.
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The monk-centred demonstrations, which continued till 26 September,
caught the world’s attention and came to be known as the ‘Saffron
Revolution’. On that day, the government started to violently suppress the
movement, leading to shootings, killings, severe beatings and arrests of
demonstrators. This later spread to the monasteries themselves. There was
an international outcry and many foreign governments undertook action
against the Myanmar regime.
On 11 October the UN Security Council came up with a presidential
statement – a step below a council resolution – that ‘strongly deplores the
use of violence against peaceful demonstrations in Myanmar and welcomes
the Human Rights Council resolution s-5/1 of 2 October 2007’. It was the
first time that China had acceded to a consensus on Myanmar at the Security
Council, and showed a slight shift in the ‘protection’ that it offers to the
military regime.
With the situation being the way it is, Myanmar will continue to be
dependent on China’s support. Political change will come about slowly,
and both the pace and the result are likely to be contentious. If there is no
substantial improvement in dealings with the West, the present relationship
with China can only grow stronger and deeper. China’s role in this partnership
is cursorily viewed and criticised in some quarters as ‘coddling dictators’.

And the next day … a procession of around a
hundred monks walked in downtown Yangon.
This was repeated daily, with increasing numbers,
up to tens of thousands
But even after discounting China’s stand on intervening in internal affairs,
a closer look reveals that detailed and forceful advice is being delivered to
the top leaders in the Myanmar military council. Member of China’s State
Council Tang Jiaxuan visited Myanmar in late February this year and advised
Myanmar leaders to settle thorny issues with the International Labour
Organisation (ILO) as well as bring about better cooperation with the UN.
An amicable outcome with the ILO followed not long after. Mr Tang is also
reported to have warned the military council against any precipitous move
to disarm the ethnic paramilitaries with whom peace agreements had been

202

China-Myanmar relations
reached. This is real leverage, being applied with finesse upon a withdrawn,
recalcitrant regime. This is the kind of thing that the West would love to
bring about, yet cannot.
After September there was added pressure from the Myanmar opposition
abroad and also from Western governments to persuade and even pressurise
China to exert more of its influence on the Myanmar regime. A special envoy
from China in the person of deputy foreign minister Wang Yi was in Myanmar
from 14 to 16 November 2007. Amongst other goals that his country wished
for its neighbour, he hoped that the facilitation of Myanmar democratisation
could be promoted through appropriate discussions.

Security
As one would expect, given its close proximity, on at least three occasions
(one of them global) in the 20th century, turmoil, war and revolution in China
have had an impact upon Myanmar
•

•

•

Following Japan’s invasion of China in 1937, the ‘Burma Road’ connecting
the port of Yangon to southwest China was built to transport muchneeded war materiel and other supplies to the beleaguered Chinese
government. One could say that the World War II campaign in Myanmar
was in large part fought over control of this strategic road.
At the end of the civil war in China, Kuomintang units entered Myanmar
and gained a foothold. They were supplied by air and offensives were
launched against the People’s Republic of China, only to be defeated.
It took military operations and diplomatic efforts at the UN over many
years to evict them from Myanmar.
The Cultural Revolution affected Myanmar from 1967 and strained
relations till 1985.

There was an about-turn in relations over security affairs following 1988 and
the advent of the military government. Observers estimate that Myanmar’s
acquisition since then of arms and security-related materiel from China is in
the order of $1.4 billion. A large part of the hardware (as well as the software)
in the Myanmar armed forces originates in China. However there have been
problems over the standard of workmanship and capabilities of the materiel.
Recently a scholar studying China used an impressive set of figures on
China-in-Myanmar – on trade, investment, oil and gas, arms transfers, etc
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– to illustrate how minimal they were compared to similar figures for other
countries. His point was that China’s major concern vis-à-vis Myanmar
was over sovereignty – particularly its sovereignty over Taiwan. China is
standing fast on Myanmar’s sovereignty because it is aware that the very
same issue could rear its head at any time – at the Security Council and
elsewhere – with regard to Taiwan. Nonetheless, the ‘induction’ of Myanmar
into China’s ‘sphere of influence’ – politically, economically and what have
you – remains a telling development.

Economic relations
Economic stagnation and chronic shortages were pervasive during the days
of socialist autarky in Myanmar. As a result, Myanmar’s borders became
conduits for essential goods. It was this parallel market or unofficial trade,
first with Thailand, then with other countries, that provided the Myanmar
people with what their government could not or would not deliver. China’s
turn came in the mid-1980s when textiles, medicines and even items like
toothpaste started coming in. With the legalisation of border trade in 1988,
things have not looked back. In a recent paper, Toshihiro Kudo2 writes: :
Against the background of closer diplomatic, political and security
ties between Myanmar and China since 1988, their economic
relations have also grown stronger throughout the 1990s and up
to the present. China is now a major supplier of consumer goods,
durables, machinery and equipment, and intermediate products to
Myanmar. China also offers markets for Myanmar’s exports such
as wood, agricultural produce, marine products, minerals, and
recently oil and gas. Border trade provides a direct route connecting
the centre of Upper Myanmar to Yunnan Province in China. Both
physical infrastructure developments such as roads and bridges
and institutionalisation of cross-border transactions, including ‘onestop services’, promote border trade. Without the massive influx of
Chinese products, the Myanmar economy may have suffered severer
shortages of commodities. Without the opening up of China’s export
markets, Myanmar may have suffered severer shortages of foreign
currencies.
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As to deeper regional cooperation, the Greater Mekong Subregion (GMS)
and ASEAN+3 both include Myanmar and are currently underway. The
ASEAN Free Trade Area and East Asian Community are being established.
Myanmar’s political problems are making it difficult for it to participate fully
in ASEAN. Taken together, Myanmar is among the weakest partners and is

Even in a globalised world, African failed
states are far removed, whereas an imploding
Myanmar is right next door, with all the manifold
implications, threats and consequences
perhaps the weakest link in all of this. The GMS – which also includes Yunnan
province – is in a way the shape of things to come. There are provisions for
the free flow of not only trade but also technology, capital and people across
borders but this is getting off to a rather slow start. An important question
for economically weaker countries like Myanmar has to be what are the
implications of a very open but uneven regional grouping.

Comparisons with the African experience
Taylor3 and Tull4 rightly debunk China’s claims of non-interference in African
politics. Its loans do have strings, in the form of ties to the use of Chinese
companies, guarantees of access to future oil production and, internationally,
to African states toeing the Chinese line not only on Taiwan, but also in
the forums of global governance institutions. But most importantly, it also
has an impact on governance in the African states in which it invests, an
argument long held by those critical of China’s investments in Myanmar
and elsewhere. Supplying arms to Sudan during the conflict in Darfur, with
guaranteed access to oil in the disputed area, is interference. Another scholar,
Howard French5 states that:
For China to establish a meaningful difference from its European and
American predecessors on African soil, it will have to overcome its
insistence on a policy that raises ‘non-interference’ to a first principle
and see no evil wherever it goes. In the longer term, after the flush
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of excitement from the rush of new investment and attention from
the East has passed, more and more Africans will come to see this
stance for what it is, a shirking of responsibility and an excuse for
doing whatever suits Beijing. In the African context, where poverty is
the norm, where institutions are weak, and where the temptation for
corruption is as powerful as it is anywhere on earth, preaching noninterference equals moral abdication.
It does Africans no good for China to insist on Western hypocrisy,
given the West’s long and shameful record of moral failure in Africa.
China has a great deal to offer Africa, and if it is to become a true
partner to the peoples of the continent, it will have to find its voice
quickly on the development challenges they face and the scourges that
ravage them.
Christopher Clapham6 adds that:
At this point, the narrowness of China’s engagement in Africa is likely
to prove damaging. At one level, certainly, the fact that China seeks
to impose no ideological agenda of its own on Africa – in contrast to
ideological concomitants of Western capitalism – means that it poses
less of a ‘threat’ than its often overbearing Western counterparts. But
‘ideology’, no matter how great the arrogance with which external
powers seek to promote it, is not merely an alien imposition on
unwilling Africans. It also strikes a local resonance, and serves to
build moral linkages that extend beyond mere economic interests. For
Africans who have been subjected to sometimes appallingly brutal
domestic regimes, the demand for ‘human rights’ strikes a deep
and legitimate chord. Equally, no matter how great the difficulties
of instituting multiparty democracies in many parts of Africa, there
is a significant part of the continent in which considerably more
accountable regimes have been installed since the end of the Cold War,
and despite the enduring problems of converting new political forms
into economic welfare, still represent a very substantial improvement
for local populations on military dictatorship or single-party rule. In
cutting itself off from changes in African governance over the past two
decades, China runs the risk of presenting itself merely as an interloper
bent on short-term economic gain.
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One would be hard pressed to find a reason why China should not jump in
with regard to Myanmar. It is not merely the economic opportunities. One
major reason that differs from engagement with Africa is the prospect of
having a failed state on China’s southwestern border. Even in a globalised
world, African failed states are far removed, whereas an imploding
Myanmar is right next door, with all the manifold implications, threats and
consequences.

Discussion
Whichever way one views it, interchanges between the two countries are
far more likely to grow than wane. It happens to be the natural order of
things. How does any state system seek to contend with a 2,200km long
border that becomes more porous with each passing day? The critical thing
is to ensure that the interchanges, the diffusion, the two-way traffic, are
beneficial, sustainable and equitable. As befits a relationship that stretches
back a thousand years or more, the orientation towards the future should
encompass centuries and not just decades to come.
China does have an influence in Myanmar, but it cannot be said to be a
strong influence, much less a dominant or pervasive one. The leaders of the
present Myanmar government see China primarily in terms of expediency
– of providing critical support to tide over the difficulties they are faced
with. And for this, they give in return what is in China’s interests – economic

The leaders of the present Myanmar government
see China primarily in terms of expediency –
of providing critical support to tide over the
difficulties they are faced with
interests mostly. Myanmar’s present leaders have had to ‘embrace’ China –
but warily. All of them have experienced the Chinese-supported Communist
Party of Burma insurgency at first hand and memories are still fresh. It is
hard to envision Myanmar becoming a client state in the present period. The
non-approval of the Irrawaddy Waterway reflects these concerns.
Both countries have embarked upon political transitions, however slowly
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or reluctantly, but with important differences. The opposition in Myanmar
is aiming for as full a liberal democracy as can be achieved. And even the
military-sponsored constitution that is to be drafted soon allows for a multiparty system and devolution of power. One thing that could be constructively
emulated from the contemporary Chinese scene is the political reforms at
grassroots level.
It is sometimes said that the incumbent establishment in Myanmar
inclines towards the Chinese ‘model’ whereby a transition to a booming
market economy is achieved without letting loose the reins of political power.
However, given both internal capabilities and external circumstances, this
does not appear to be possible. Myanmar is staggering through a market
transition that has to fend for itself most of the time while being encumbered
by heavy and incompetent state interference.
It is in the consequences that commonalities are seen – the corruption,
the in-equalities, the environmental costs, the social disruption and unrest.
Perhaps it is wishful thinking to envisage the two countries working together
on these issues and learning from each other. If carefully handled, civil
society could take the lead in this far-reaching process. The ‘narrowness’ of
engagement mentioned above could be broadened fruitfully – in Myanmar
as in Africa – by cooperation and assistance in battling diseases like Aids
and malaria for instance. Expediency and economic interests by themselves
are poor justification in light of the immense stakes involved, especially for
future generations.
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CHINA AND LATIN AMERICA:
STRATEGIC PARTNERING OR
LATTER-DAY IMPERIALISM?
ALEXANDRE DE FREITAS BARBOSA
Looking at the main features of the recent economic and
geopolitical relations between China and the countries of Latin
America, Alexandre de Freitas Barbosa paints a varied picture. He
argues that the adverse effects of the relationship are partly due
to Latin American countries’ inability to come up with effective
development policies of their own and that social movements in
the region could act to change their government’s attitudes in
order to face the Chinese challenge.
The first part of this article looks at the development styles of China and
Latin American countries in the 1990s. Contrasting their two approaches
to foreign markets helps explain essential features of the relations between
China and Latin America, which took on a new cast at the turn of the century.
Then – taking Latin America as a whole – the article traces an overview of
trade relations between the two regions. The third section discusses more
specifically China’s economic relations with Mexico/Central America,
Argentina/Chile/Peru and Brazil.
The fourth part of the article summarises China’s foreign policy,
highlighting what this new world power seeks in Latin America. In the light
of that description, it discusses the challenges posed for Latin America by
China’s rise. It also examines the China–Latin America ‘partnership’ from
the viewpoint of Latin American social movements, which for the time being
have not discussed the ‘China phenomenon’ in depth, while governments
and businesses position themselves – and even then on an approach that
is topic-specific, bilateral and focussed on the short term – to respond to
China’s economic and geopolitical advance in Latin America.
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Distinct macroeconomic trajectories in the 1990s
During the 1990s, Latin America and China followed quite divergent
macroeconomic trajectories. While on the one hand, both regions interacted
increasingly with the international economy, they pursued their roles
as players in globalisation according to sets of diverse, if not opposing,
assumptions and policies.
What first stands out when their two economies are compared is the pace
of expansion. From 1990 to 2002, per capita income expanded about ten times
faster in China than in Latin America (at 8.8 per cent against 0.9 per cent per
year), according to UN Economic Commission for Latin America and the
Caribbean (ECLAC) and UNDP data.
China’s vigorous GDP rests on high rates of investment, which can be
explained by its booming exports, high levels of public spending and a domestic
market that is burgeoning – from low plateaus and with unprecedented growth
potential – in a context of extreme caution towards relaxing controls on the
capitals market. In parallel with this, trade liberalisation has come gradually,
so much so that trade surpluses grew substantially after China entered the
World Trade Organisation (WTO). In 2006, according to WTO figures, China
already accounted for 10 per cent of total manufactured exports, against a
Latin American total of 4 per cent or so.
This is because China has been upgrading its exports, 91 per cent of which
are of manufactured goods, while Latin America is rationalising production
by de-verticalisation and by boosting imported content, especially in the most
dynamic trade sectors and wherever productivity is highest. The result has
been a dual process in which exports have concentrated in natural resourceintensive products, while maquiladoras – exporting manufactured goods with
little value added on the domestic market – have proliferated.1
Latin American industrial exports are insignificant in terms of world
trade. The exceptions are commodities and fuels, which account, respectively,
for 11.5 per cent and 9 per cent of global foreign sales. In manufactured
goods, Latin America’s position is marginal: it contributes from 4 per cent
to 5 per cent of natural resource-intensive and low-to-medium-technology
manufactures and only 3.4 per cent of world sales in high-tech exports, using
UNCTAD trade methodology.
In addition, China’s policy model for attracting multinationals favours
joint ventures with local firms, rather than the simple privatisation that
predominated in Latin America in the 1990s. Although such companies
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do play a strategic role, they contribute only 5 per cent of gross capital
formation in China and 30 per cent of manufactured output, 60 per cent of
which is earmarked for the domestic market.2 That is, the external market
and foreign investments are strategic especially because they feed back into
an endogenously-driven process of capital accumulation.
In other words, the essential difference between the two economic regions
seems to lie in the nexus between exportation and investment, which
has enabled China to expand its industrial capacity and has even helped
strengthen the domestic market. In Latin America, meanwhile, exchange

From 1990 to 2002, per capita income
expanded about ten times faster in China
than in Latin America
volatility – due to the rapid and automatic deregulation of trade and finance
– prevented that nexus from forming, instead bringing abrupt shifts in the
pace of growth and investment and forcing its countries to resort to rigid
monetary policies.
According to the categories set out by UNCTAD,3 China could be classed as
a rapidly industrialising country, transforming the structure of its industrial
base toward sectors of greater productivity. Latin America, meanwhile, forms
part of the capitalist periphery in the process of early de-industrialisation.
This is because its industrial market share is declining not because the
structure of industry changed to incorporate value-adding services, as in
the developed countries, but because the industrial base inherited from the
import-substitution model of industrialisation is shrinking.
While it is true that this downward trend in industrial market share was also
seen in the first-generation Asian tigers, it was far less pronounced because it
was associated with a more complex industry mix. China’s industry, meanwhile,
besides being increasingly diversified, accounts for 35 per cent of GDP and is
leveraging expansion in the service and agricultural sectors, although the latter
comprises a vast body of extremely low-productivity activities.
In summary, the differences between Latin American countries and Asian
countries, especially China, stem largely from their particular conceptions of
industrial policy and the strategic options of integration in the international
economy.4 Asian countries such as South Korea and Taiwan applied policies
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Figure 1 Share of manufacturing industry in GDP,
by group of countries (percentages)
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directed to developing domestic high-technology capabilities, while
the model adopted by the other Asian tigers – Malaysia, Thailand and
Philippines – hinged on attracting multinational corporations to become
export platforms in high-tech sectors.5
In the countries of Latin America, from the 1990s onwards, horizontal
industrial policies predominated, assimilating the so-called ‘good
policies’ recommended by the developed countries. Alternatively freetrade agreements were signed between some Latin American countries
and advanced economies, which tended to subordinate trade flows to the
decisions of multinational corporations.
Nonetheless, industrial restructuring – pursued in this context of trade and
financial deregulation, with exchange rates appreciating in several countries
and economic instability resulting from substantial current account deficits
– came in various styles: in Chile, de-industrialisation with reorientation
outwards; in Mexico, radical integration northwards; in Argentina, export desophistication; and in Brazil, defensive restructuring.6 These styles resulted
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Figure 2 Foreign direct investment in developing countries,
Latin America and China 1991–2005
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from varying combinations of macroeconomic, structural and institutional
factors. In parallel with this, the multinationals’ decisions varied according
to the nature of the adjustment, the dimensions of the respective domestic
markets and the options in terms of trade agreements.
The differences in terms of macroeconomic and industrial dynamics can be
summarised from how foreign direct investment (FDI) behaved in these two
economic regions. In China, investments rose continuously, buoyed up by
the development and diversification in the country’s industrial and service
base, while in Latin America, their behaviour is exogenous; that is, they rise
when total investment to developing countries rises, and fall when the world
economy is hit by crisis, as in the period 2001–03.
The rate of new FDI projects seems little affected by the degree of economic
liberalisation or state regulation. Multinational corporations have expanded
their projects in economically dynamic countries, such as China, while
reducing them in Latin America, whose economies offer less diversity and
domestic markets with less potential for expansion.
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Figure 3 Number of ‘greenfield’ projects by multinational
corporations in developing countries, China and Latin America
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Although China is a long way from substituting all foreign production –
and such a situation seems hardly feasible in view of its own contradictions
and the regionalised dynamics of the global economy – it does host more
than a quarter of all new investment projects by multinational corporations in
developing countries, while Latin America accounts for only 10 per cent.
These contrasts between the industrial, macroeconomic and international
integration policies of China and Latin American countries are helpful for
explaining the type of economic interaction that has developed between the
two regions in recent times, as will now be examined in greater detail.

An overview of trade relations
Let us start this bilateral analysis with how important Latin America is to
China’s trade transactions. WTO figures for 2005 show that only 2.3 per
cent of China’s exports are destined for Latin America. Between them, Latin
America and Africa – two regions where Chinese foreign policy has made
vigorous inroads (accompanied by intensive coverage in the Western press)
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Table 1 China’s imports from Latin America,
by product category – 2005*
	US$ bn
		
Agricultural products
Fuel and mining products
Manufactures

% total China
imports from LA

% China imports
of these goods

8.6

35.1

20.3

12.3

50.2

10.3

3.6

14.7

0.7

Source: WTO.
Latin America excluding Mexico and the Caribbean countries.

*

– account for only 5 per cent of Chinese exports. Brazil ranks 14th among
China’s suppliers in aggregate terms, while no other Latin American country
even makes it onto the list of the 20 main exporters to China.7
These two regions of the South thus appear marginal to China’s export
performance, which prioritises access to developed country markets (more
than 50 per cent of its exports go to the USA, EU and Japan), besides the
nearly 30 per cent destined for Southeast Asia, according to WTO data.
Meanwhile, these two regions of the South are the source of 7 per cent
of China’s imports. An analysis of trade distribution reveals that South
and Central America account for 20 per cent of the agricultural products
consumed by China and for 10 per cent of the mining products, including
fuels (Table 1). The percentages for Africa, according to WTO figures, are
3.9 per cent and 38.2 per cent, respectively. In other words, a quarter of the
agricultural goods imported by China come from these two regions, and
the percentage rises to 50 per cent for fuels and mining products, the former
predominantly from Latin America and the latter from Africa.
To this concentrated array of exports from Latin American countries, add
China’s thirst for foods, agricultural raw materials, mining products and
fuels, and the formidable growth experienced by the region’s exports to
China is understandable.
Figure 4 shows how Latin American exports to China have expanded,
with foreign sales to China growing around eight times from 1995 to 2005.
By the end of the period, in 2005, the trade balance in Latin America’s favour
was US$6.6 billion.
The bulk of the export surge (80 per cent of 1995–2005 growth) is
concentrated in the post-2002 period, which can be explained both by
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Figure 4 Latin America’s exports to, imports from,
and trade balance with China 1995–2005*
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continuing growth in the Chinese economy and by higher commodity
prices, factors that bear some relation to each other. Indeed, China’s
growth accelerated in this period, especially in the energy, metallurgy and
infrastructure sectors. Yin8 argues that part of this expansion was due also to
the reduction in China’s average import tariff after it entered the WTO. From
1998 to 2005, it fell from 17 per cent to 9.4 per cent. In any case, it is as well to
remember that China’s tariff structure continues to feature peaks, especially
in the agricultural sector where tariffs stand above the mean.9
No less important is the upturn in Latin American demand for Chinese
imports after 2002. In fact, from 2002 to 2005, the gap between exports to
and imports from China narrowed, the former increasing 3.4 times and the
latter 2.7 times. In 2005, compared with the prior year, China’s exports to
Latin America grew even more rapidly than its imports, stabilising Latin
America’s favourable trade surplus.
However, 93 per cent of imports to South and Central America from China
are manufactured goods. In 2005, textiles and garments represented 25 per
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Figure 5 Total value of exports (in US$) from Latin America to
China and participation by major Latin American exporters in 2005
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cent of the total, and machinery and equipment, 44 per cent.10 It is not to Latin
America alone that China is selling a larger proportion of more technologyintensive products. The changing structure of its domestic industry led to
a shift in the export mix in the late 1990s. From 2002 to 2004, China’s total
labour-intensive exports expanded by 67 per cent, against a 100 per cent
surge by medium- and high-technology products.11 This was especially true
of standardised products like PCs, mobile phones and DVD players.
The figures above have invited some hasty assumptions. Is the volatility
of primary material-based economies a thing of the past? Will China prop
up the world economy, leaving Latin American countries’ foreign accounts
less vulnerable by virtue of the improved terms of trade? These questions
have to be approached with caution, because they lead to generalisations
with little empirical foundation, besides disregarding specific features of the
various countries in the region.
Figures 5 and 6 show the position of several Latin American countries
in terms of their trade relations with China. Firstly, some 80 per cent of the
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Figure 6 China’s share in total exports from
Latin American countries (percentages) in 2005
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region’s exports to China – here including figures for Mexico – originate from
only four countries: in decreasing order, Brazil, Chile, Argentina and Peru.
Secondly, while on average less than 4 per cent of Latin American countries’
total exports go to China, in these four countries the figure is 6 per cent or
more. In particular Chile, Cuba and Peru now export to China something in
the order of 10 per cent of their total foreign sales. From 1999 to 2004, China
accounted for about 20 per cent of export growth in Argentina and Chile,
16 per cent in Peru and 10 per cent in Brazil. Even more striking was Costa
Rica, where China contributed 35 per cent of foreign sales growth.12
Latin American exports are extremely concentrated not only by country,
but also by product. Brazil has the least concentrated portfolio, nonetheless
iron ore and soy alone represent two-thirds of its exports. Around 80 per cent
of what Chile and Argentina export to China comprises a single product, as
can be seen in Table 2.
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Various regional patterns of economic relations
We now turn our attention to the patterns of trade and investment between
China and the various sub-areas of the Latin American region.
The first pattern of economic relations involves Chile, Argentina and
Peru. These countries’ trade balances are clearly favourable as a result of
their industrial specialisation and export portfolios. In this case, Chinese
investment tends to be concentrated in export activities – such as Peru’s
iron ore and the oil reserves discovered recently in the north of the country
– and in infrastructure activities, such as highways and ports in Chile and
Argentina.
Chile has even opted for a free trade agreement with China, signed in
November 2005. That agreement can be explained, on the one hand, by the
complementarity and proximity of their two economies, and on the other, by
Chile’s foreign policy of expanding and diversifying its trade relations on
the basis of bilateral negotiations.
This pattern is, however, not immune to protectionist policies designed to
contain the Chinese ‘threat’. In this regard, Argentina stands at the opposite
extreme. In August 2007, the country adopted a set of restrictive measures
aimed especially at China. These are automatic import licences, additional
safety regulations and the requirement that importers submit ‘certificates of
origin’ to combat under-invoicing. Interestingly in this case, the demand to
introduce these measures came from the metalworkers’ union, Unión Obrera
Metalúrgica (UOM).13
The second pattern of trade can be seen between Brazil and China. Its
specific features derive from the more diversified structure of Brazil’s
exports, the greater scale and integration of its production chains, especially

Table 2 Percentage of leading products in some Latin American
countries’ exports to China 2004
% main products

first

second

Argentina

78.5

Brazil

67.7

Chile

76.2

copper		

Peru

85.2

copper

third

soy		
iron ore

soy
fish flour

iron ore

Source: ECLAC.
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industry, and the fact that Brazil’s exports, at least to other Latin American
countries, partly coincide with what these import from China.
True – just as in the first case described above – there is also a high degree
of specialisation in Brazil’s exports to China, given that more than 80 per cent
of these foreign sales are grouped in primary and semi-manufactured goods.
Other factors must be added, however, in order to understand their bilateral
relations in all their complexity. In the first place, Brazil seems more affected
by industrial imports from China than the other Southern Cone countries.
This can be seen in Figure 7.
The period from 2003 to 2006, when Brazil’s trade surplus slumped from
US$2.4 billion to around US$400 million, coincides with a resurgence in its
industrial GDP combined, at the end of the period, with strong exchange

Multinational corporations have expanded their
projects in economically dynamic countries, such
as China, while reducing them in Latin America,
whose economies offer less diversity and domestic
markets with less potential for expansion
appreciation. In the first half of 2007, Brazil even went into a trade deficit with
China. Everything indicates that in 2007 China will rank as Brazil’s second
most important trading partner.14 President Lula summed up this complex
situation by saying that ‘just as China can help, it can also hinder’.15
There is incomparably less concentration to Brazil’s imports from China
than vice versa. The ten main products that Brazil imports from China
account for 26 per cent of its foreign purchases.16 If the present macroeconomic
situation continues, the combination between China and foreign exchange
appreciation may open up a number of ‘holes’ in Brazil’s industrial structure.
For the moment, industrial imports from China equal only 1 per cent of
Brazil’s industrial output, even though this percentage increased threefold
from 2000 to 2005.17 Note, however, that the Brazilian manufacturing sector’s
trade deficit with China rose by a factor of 3.6 between 2004 and 2006,
jumping from US$1.583 billion to US$5.681 billion.18
Up to 2004, industrial purchases from China had no destructive effect
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Figure 7 Brazil’s exports to, imports from,
and trade balance with China 1998–2006
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on the domestic market, because in many cases, especially in goods with
high added value, they were replacing goods from other foreign suppliers.19
However, everything seems to indicate that more serious effects on the
domestic market are appearing.
On the other hand, Brazil – unlike its Latin American neighbours – manages
to be a prominent exporter of certain industrial goods. There is thus some
room for integrating into Chinese production chains intermediate technology
sectors, such as leathers, paper and cellulose; industrial components, such as
auto-parts, chemical, iron and steel and electronic products; and machinery
and mechanical appliances.20
All the same, it is as well to remember that China tends to import, at
most, the production chain links with least added value, thus prioritising
cellulose over paper, alumina over aluminium, and iron over steel.21 Nor
should one forget that Brazil, and also the other countries of Latin America,
face competition from the ASEAN countries, with which China maintains
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an intensive network of intra-industry trade. In the natural resource-based
manufactures segment, 15.6 per cent of China’s imports come from ASEAN
and only 7.8 per cent from LAIA countries.22 This disparity in shares of the
Chinese market is even greater in the more technology-intensive sectors.
Other issues characterise the pattern of economic relations between Brazil
and China. Brazil tends increasingly to be squeezed out of the markets it
exports to in its region, where its sales of high added value industrial
products are concentrated.
Figure 8 shows that this is not yet happening in the Mercosur overall, where
in 2004 Brazil’s share in total industrial imports was about three times larger
than China’s. However, everything indicates that the situation is changing
rapidly, especially in certain segments. In the case of the metal-machining
industry, Argentina’s imports from China outstripped those from Brazil in
the first half of 2007.23 The same trend is emerging in trade with Chile and
the Andean Community (CAN), where Brazil and China accounted for very
similar shares in 2004 (Inter-American Development Bank (IDB) figures).
Overall, under the influence of imports by Mexico, China surpassed Brazil in
the region in 2004, accounting for 7.8 per cent of industrial imports to Latin
America, against 6.5 per cent from Brazil.
This displacement effect is occurring not only on Latin American markets,
however. More than 40 per cent of Brazil’s market losses to China in the United
States are concentrated in two products: footwear and mobile phones.24
Another feature specific to the Brazilian case is the growing presence of
Brazilian multinationals operating in China – by way of joint ventures –
which has contributed to driving goods and service trade flows, although
at magnitudes well below the available potential. Corporations such as
Embraco (compressors), Embraer (aircraft), Weg (electric motors), Sabo
(auto-parts) and Marcopolo (buses) have paved the way, and others should
take the same road. This is not from choice, but the only way to penetrate the
medium- and high-technology sectors of the Chinese market.
The pattern of Chinese direct investments in Brazil is also more
diversified. Besides forestry products and iron ore, they focus on machinery
(tractors), energy and telecommunications.25 More recently, a partnership
was announced between the Chinese state enterprise, BBCA Biochemicals,
and the Brazilian firm, Grupo Farias, to build two major ethanol plants in
Maranhão State between 2009 and 2010.26
However, Chinese investments are still insignificant in terms of domestic
production and employment, especially when compared with investments
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Figure 8 Brazil’s and China’s shares in total industrial imports
by Latin American countries (less Brazil’s imports) 2004*
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possibly postponed in Brazil as a result of various multinationals having
opted to concentrate their plants in China. Of course the regional operations
of several of those corporations are based in Brazil, but their expansion plans
for occupying world markets are all affected to some extent by the dynamism
of the Chinese market and the levels of competitiveness China manages to
achieve on foreign markets.
To conclude, note that some Brazilian multinational corporations,
especially in the civil construction sector, now fear the advance of Chinese
capital in other regions, especially on the African continent.27 It was no
coincidence that, on a visit to Africa in October, President Lula announced
that the credit facility from Brazil’s development bank, BNDES, for Brazilian
companies exporting goods and services to Angola is to increase to
US$1 billion.28
Mexico and the Central American countries represent the antithesis of
the pattern found in South American countries, at least those where China
participates significantly in trade, such as Argentina, Chile and Peru.
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Especially for Mexico, the effects of foreign entry and displacement on
external markets loom quite large. In 2003, China ousted Mexico from its
position as the second largest exporter to the United States. Of Mexico’s 20
main exporting sectors, 12 are in open competition with Chinese products.
Evidence of pressure on the domestic market is provided by the fact that,
up to September 2005, 40 per cent of the antidumping complaints brought
against China were filed by Mexico,29 which had also come out in open
opposition to China’s entry to the WTO.
Something similar is happening with most of the Central American
countries, but here the adverse effects are being felt as displacement,
especially on the United States market, and largely in the textiles and

China hosts more than a quarter of all new
investment projects by multinational corporations
in developing countries, while Latin America
accounts for only 10 per cent
garment sectors. Neither can these countries supply agricultural or mining
products – with the possible exception of Mexico’s minerals – on a sufficient
scale or competitively enough to serve as suppliers to China.
The only exception is Costa Rica, which maintains a trade surplus, thanks
to the fact that 92 per cent of its exports to China are microprocessors.30 This
is a case of intra-industry trade, which can be explained by the presence of an
Intel plant in Costa Rica. Mexico too is conspicuous for having supplied some
electronic goods and auto-parts to China, again as part of trade conducted
essentially among multinational corporations. Note also that around 50 per
cent of Chinese foreign investments in Mexico are concentrated in companies
in the garment sector,31 with an eye to boosting access to the United States
market.
What has happened more commonly, however, is that a number of the
multinationals operating as maquiladoras in Mexico have transferred to
China. That is to say, especially in the case of Mexico, what is involved is
a pattern of trade that leads to sizeable trade deficits with China, bringing
more pressure to domestic competition, in addition to displacing exports
on the US market. Offsetting factors include gains by intra-multinational
industrial exports from Mexico to China – although in smaller volumes than
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in the opposite direction – and an increase in Chinese foreign investment, as
in the garment sector.
The cases of Cuba and Venezuela constitute only limited exceptions to
the first pattern of trade described above. This is because both Venezuela’s
oil and Cuba’s nickel reproduce the pattern of offering the Chinese market
essentially primary products. Some differences do exist, however. With
regard to Cuba, despite the increasing pragmatism of China’s foreign policy,
the ideological factor plays an important role. It is accompanied by narrower
economic relations, to the point where, among Cuba’s trading partners in
2005, China ranked ahead of Spain and second only to Venezuela.32
Venezuela, meanwhile, is a country seeking to ideologise relations with
China, which knows how to demarcate its role in the United States’ area of
influence. This means that China turns a deaf ear to Chavez’s anti-imperialist
discourse and pursues its plans for investment in Venezuela, although
without any intention of displacing the US as the prime consumer of its oil.
It is worth remembering that China – whether as trade partner or investor
– is not yet as conspicuous a presence here as in the other Southern Cone
countries or Mexico.
Lastly, certain sectors are starting to emerge as potentially the most
susceptible to Chinese expansion. Moreira33 regards labour-intensive
activities as the most affected, followed by technology-intensive activities.
His calculations indicate that, from 1990 to 2004, foreign markets lost to China
were worth the equivalent of 1.7 per cent of Latin America’s 2004 industrial
exports, a figure that rises to 2.7 per cent when low-technology products are
considered. The two sectors that epitomise labour-intensive activities (textiles
and garments) and technology-intensive activities (electrical and electronic
appliances) are the worst affected. Remember that these calculations do not
reflect domestic production displaced as a result of increasing imports.
Relations between Latin America and China have been relatively centred
on trade, which is especially important to Argentina, Brazil, Chile, Costa Rica,
Peru and Venezuela, all of which have trade surpluses with China. These
six countries, moreover, represent 90 per cent of Latin America’s exports
to China.34 Nonetheless, more recently, Chinese foreign direct investments
have been growing, generally mirroring the trade pattern established in each
subregion.
In 2003, 35 per cent of China’s foreign direct investments targeted Latin
America, and in 2004 the percentage reached around 50 per cent.35 From
2004 to 2006, total Chinese foreign direct investment increased threefold,36
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probably with some decline in Latin America’s share. This recent rise in
Chinese foreign direct investment can be explained by a series of factors:
surplus international reserves, overheated economy, trade tensions with a
number of countries, and political/diplomatic goals connected with winning
new markets. The great differential is the support they enjoy from the state
apparatus and the major public banks.
In Table 3, Peru, Mexico and Brazil stand out as the main recipients of
China’s stock of capital. Even so, here there can be said to be three patterns
of investment by Chinese multinationals. One is more directed to the export
and infrastructure sectors (Peru). Another is more concerned with the export
potential of certain commodities, but without neglecting the domestic market
(Brazil). In the case of Mexico, the interest derives from Mexican firms’ entry
points to the markets in the United States, which is increasingly inclined to
apply protectionist measures against China.
However, while on the one hand Chinese foreign investment tends to
accompany the established pattern of trade with each country, on the other
hand, foreign investment received by China may displace multinationals’
investments, and thus trade, away from Latin America. As pointed out
in the first section of this article, China has been an important host for
multinationals’ greenfield investment projects, while Latin America has lost
terrain.

Overall summary
From this analysis of the patterns of trade and investment between Latin
America and China, it is possible to ‘estimate’ the possible economic effects
resulting from Chinese expansion. These comprise macroeconomic effects,
impact on domestic industry, displacement on foreign markets, and net
effect in terms of foreign investments, which combine in various ways in
each country or region. This attempt at synthesis is set out in Chart 1.
Note that the countries have not been divided into economic blocs or
geographical areas, but according to their patterns of economic relations
with China. No attempt has been made to forecast, but to point up trends
from what is currently happening. The actions of governments, business,
workers and civil society can and should influence the process and alter the
direction of the trends sketched above.
It should be remembered also that the division between favourable and
adverse impacts reflects the potential opened up in terms of economic
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Table 3 Stock of Chinese foreign direct investments – total in
US$ and main Latin American recipients’ position in the world
ranking 2002
Country	Ranking as hoster of Chinese FDI	US$ millions
Peru

7

201.2

Mexico

9

183.7

11

119.7

Brazil
Source: UNCTAD

relations between these two areas, which – depending on how they are
conducted – may entail losses for the environment and for considerable
portions of working people, which we will discuss in the conclusion.
The chart does not mention the indirect macroeconomic effects of China’s
expansion. It is important to note that by financing the United States’
current account deficit – and thus at least temporarily offsetting a structural
imbalance – the Chinese economy has, up to this point, assured growth in
the world economy and in Latin American countries indistinctively, and is
even helping drive intra-regional trade in the region.
Notwithstanding that, China can be said to aggravate certain tendencies
towards regressive specialisation in some economies, such as Argentina, Chile
and Peru, even though these countries may obtain considerable economic
gains, especially in the short term. Argentina is, to some extent, peculiar
because the country is engaged in an endeavour to reindustrialise and China
may hinder that development strategy. With regard to the smaller countries,
those of Central America are most directly jeopardised by Chinese competition
on the United States’ market. The other countries, such as Ecuador, may
benefit from new investments and access to the Chinese market.
In any case, all these countries’ economic relations with China tend to
reproduce a typical centre–periphery relationship. León-Manríquez37
suggests it may be worth evaluating how applicable the thinking of Lenin38
and ECLAC is to explaining relations between China and Latin America.
Following Lenin’s analysis, besides capturing raw materials, the imperialist
powers turned to the ‘periphery’ in the late 19th century in order to apply
their surplus capital, so as to prevent rates of profit from falling. That is not
exactly the case with China, which is using its companies’ expansion not
only to gain markets, but also to secure geopolitical advantages. It is at best
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Favourable: trade surpluses
fed by high mining and
agricultural commodity prices
and Chinese demand (better
terms of trade).

Favourable: trade surpluses
fed by high mining and
agricultural commodity prices
and Chinese demand (better
terms of trade).

Argentina,
Chile and
Peru

Brazil

Macroeconomic effects

Adverse: Brazilian exports
of industrial goods to Latin
America and the United
States increasingly losing
space.

Neutral: No significant
competition exists between
these countries’ and
China’s export products on
international markets – with
the possible exception of
Argentina’s exports in some
sectors of the Brazilian
market.

Favourable: effects limited by
small degree of verticalisation
in production chains of
products exported to China;
Adverse: mainly in
Argentina, where industry
is more structured, local
producers are at risk of
substitution in certain sectors
or substantially narrower
profit margins with impacts
on labour market;
The risks extend to the textile
and garment industries in all
the countries, however.
Favourable: effects limited by
small degree of verticalisation
in production chains of
products exported to China;
Adverse: by virtue of Brazil’s
more diversified industrial base,
entry by Chinese products –
thus far limited to substituting
other international suppliers
– may open up “holes” in
industrial structure.

Displacement effects on
external markets

Effects on industry by
sector

Favourable: Brazilian firms
have set up joint-ventures
with Chinese firms on the
Chinese market; meanwhile,
increasing Chinese investment
in the domestic market goes
beyond the primary sector.
Adverse: global greenfield
investments, which Brazil
could host, are preferring
China for its more dynamic

Favourable: localised
investments in the primary
and infrastructure sectors;
Adverse: loss of potential
to attract investments in
certain niche industrial
sectors because of Chinese
expansion.

Net effect on foreign
investments

Chart 1 Outlook of economic impacts of China’s rise on Latin American subregions
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Favourable: depend on
export profile and ‘fit’ with
Chinese imports;
Favourable: imports of
cheaper industrial products
not vital to the structure of
local industry may improve
terms of trade.

Other small
LA countries

Produced by author.

Neutral: not a significant
supplier of commodities to
China, except for certain
mining products.

Mexico

Adverse: most Central
American countries, but
also the region’s other
small countries, tend to
suffer from greater pressure
of competition in textile/
garment sectors.

Adverse: domestic producers
displaced by Chinese imports,
especially electrical and
electronic appliances and
textiles/ garments.

Adverse: displacement on
the US market, especially
affecting Central American
countries.

Adverse: far-reaching
displacement of Mexican
products on the United States
market, because of strong
similarities between China’s
and Mexico’s export profiles;
Favourable: although not
offsetting the above, some
firms manage to become
industrial suppliers to firms
based in China (intra-industry
or intra-multinational trade).

Favourable: investments in
export-related infrastructure
sectors;
Adverse: in countries
producing on the
maquiladora model, especially
in the textile/garment sectors,
there may be a decline in
foreign investments not offset
by increased investment by
Chinese firms in these sectors.

Adverse: multinationals’
activities displaced from
plants in Mexico to China.
Favourable: insignificant
compared with adverse
effects above, although
greater Chinese investments
are being made in the textile/
garment sector in order to
access the USA market.

market and better service and
xsupplier infrastructure; and
Brazilian firms operating on
other regions, such as Africa,
are losing space.
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a proto-imperialist nation willing to cede even economic advantages in the
effort to establish a multi-polar order, in spite of the rhetoric embedded in
the concept.
The ECLAC approach, on the other hand – even though it may seem
questionable in view of the short-term improvements in terms of trade for
Latin American countries – may help understand a pattern of industrial
specialisation which does little to bring either structural changes or major
productivity increases to Latin American countries.
Contrary to the current view that considers ECLAC’s thesis as protectionist,
its earlier formulations always insisted upon the need to diversify exports
simultaneously with the promotion of industrial development.39 In the
context of present China/Latin American relations – especially if the region
simply adapts itself to the inheritance of the 1990s in terms of productive
structure and model of international integration depicted in the first section
– there is the risk that this new Asian power helps to bury, once and for all,
any promise of endogenous Latin American development.
On the other hand, China’s ascent coincides with the crisis in a system of
inter-state power – as configured at Bretton Woods – which admits a small
group of hegemonic nations. In that context of a changing international
political order, China can play a constructive role that goes beyond its
exclusively economic presence.
Brazil and Mexico are the most problematic cases. China, for different
reasons, tends to entail a ‘trap effect’ for these countries, threatening the
foreign market strategies they developed in the 1990s. Also, the centreperiphery model is less readily adaptable to these two cases and their
relations with China, as is also the imperialism hypothesis.
As regards Mexico, this has to do with the declining dividends and
mounting costs of the North American Free Trade Agreement (NAFTA)
option. The maquiladora strategy is being called into question, and the new
prospects opening up on the Chinese market are not of such a magnitude
as to leverage the sectors displaced by Chinese competition with Mexican
products, whether from national or multinational firms, on both its domestic
market and the US market. In perhaps overly simple terms, China mutes
the ‘beneficial’ impact of United States’ imperialism on Mexico, while
heightening its adverse effects, and without putting anything in its place.
In Brazil, where economic liberalisation did not bring widespread deindustrialisation, the domestic market has continued to be substantial,
and the regional market, especially for industrial products, has grown in
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importance. There, China’s advance may generate a counter-pressure,
hindering its industry’s efforts to diversify outwards and inwards, in
addition to putting off investments by multinationals, which thus far had
seen the country as a platform for exporting to the region. Here Chinese
expansion may hamper the gestation of a new ‘sub-imperialist’ power – as
some prefer – at the Latin American level, by undermining even its domestic
industrial base. What seems more relevant to us is that if, on the contrary,
Brazil is weakened, that would make any proposal for regional integration
of any magnitude unworkable in Latin America.
Lastly, this analysis should not serve to blame China for the difficulties
Latin America’s industrial systems are encountering in securing a more
dynamic external market role. A considerable portion of the dilemmas posed
by China’s rise tends to be aggravated by a lack of clarity in Latin American
countries’ priorities as regards industrial policies, technological innovation
and regional integration. Also lacking is any sound, coherent vision of what
can be expected of China in its relations with Latin America – which is
something we shall move on to in the next section.
China’s rise probably reproduces some of the strategies of the traditional
imperialist nations in their relations with Latin America. However, these
nations have not yet ‘left the field’ and nor is Chinese strategy firmly
consolidated, leaving space for coordinated political action by Latin
American countries, especially in the changing context of the international
political order.

Chinese foreign policy, Latin America and social
movements
Despite hasty analyses by the international – and especially US – media,
China cannot be said to have any long-term strategy for establishing itself as
a global power. What it seeks in that regard is a minimally stable international
environment – international peace and stability, according to its diplomatic
rhetoric – in order to preserve its independence, sovereignty and territorial
integrity. China’s focus on domestic development means that it prefers
to pursue a more relaxed foreign policy, which is taking an increasingly
pragmatic approach.40
A realistic approach predominates in China’s international relations,
where economic development is regarded as vital in a context of competition
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for comprehensive power, because it involves the technological, political and
military spheres. The nation state is the fundamental locus of action.41
China’s leaders regard its presence in the international economy as
offering a legitimate and effective mechanism for accomplishing its national
development. China sees itself as a vast, rich civilisation which, after a
century of humiliation and defeats, is striving to build a multipolar order, to
move beyond the unilateral hegemony that predominated in the world with
the end of the Cold War.42
It is in this light that, in place of the international adventurism of the 1960s,
China has taken part – even if selectively – in the major international forums.
Its main diplomatic weapons to that end are pragmatism, flexibility and the
ability to learn.43 In summary, this is a diplomacy of caution, tailored to its
strategic aims, multidirectional and serving to integrate public and private
endeavours.44 More importantly still, there is no strategy to challenge the
United States openly, but rather only to occupy the empty spaces it leaves
behind in Asia and Latin America45 by strengthening Chinese economic
interests there. Diplomacy in the form of trips by government representatives
and trade delegations is intensifying in these regions.
There exists an ingenuous – or perhaps overly self-interested – view
that China is pursuing ‘bad imperialism’ in Asia and Latin America, under
cover of a foreign policy that claims to be amoral, because it prioritises

Around 50 per cent of Chinese foreign
investments in Mexico are concentrated in
companies in the garment sector, with an eye to
boosting access to the United States market
non-interference in the affairs of these countries. This view, contrived
by the developed countries (and which supposes there is such a thing as
‘good imperialism’), in addition to building on a dualist interpretation of
the facts – Navarro46 is one representative of this view – does not discuss
the opportunities that China’s ascension offers these countries, especially
in a context where the global structure of political and economic power is
shifting.
In Latin America, China seeks supplies of raw materials and food, so as to
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become less dependent on the United States, and support for its geopolitical
concerns connected with building a multipolar order. Investments come as a
counterpart to these broader goals. No less important, is the relationship with
Taiwan: 13 of the 25 countries that maintain diplomatic relations with Taiwan
are in Latin America.47 Although these interests are quite clearly delimited,
and generally not on a par with most Latin American countries’ craving
to attract foreign investment, especially in infrastructure sectors, there is a
strategic geopolitical possibility in the offing: of setting up a Latin America–
China–USA triangle, which would be profitable for all three parties.
Tokatlian48 regards this as possible, because relations between the United
States and China are more strategic than either of their relations with Latin

China has been an important host for
multinationals’ greenfield investment projects,
while Latin America has lost terrain
America, while the United States enjoys considerably more influence in the
region than China, which precludes their jockeying for position. China’s
growing importance could even leverage some of these economies, thus
exempting the United States from positioning itself any more decisively in
the region, as has been happening since 9/11. Obviously there is room for
friction on energy issues and in relation to Cuba and Venezuela, but not to
the point of overshadowing disputes between China and the United States
in other regions.
In summary, for the moment what can be seen in relations between China
and Latin America are diffuse traces of a relationship that is unequal, by
virtue of China’s needs and the potential of its economy, but which is also,
because of Latin American countries’ limited export structure, generally
lacking in investment. This is neither good nor bad imperialism, but an
unequal economic relationship, which may lead to a narrowing of Latin
American countries’ margin for manoeuvre, unless they are able to formulate
development policies of their own and establish localised agreements with
China, both bilaterally and in the multilateral field, where some interests
may prove to coincide. For the moment, neither is this a strategic partnership,
given that Latin American nations negotiate largely within parameters set
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by the Chinese, and bilaterally, without linking cooperation measures with
regional agreements.
From the point of view of Latin America’s social movements, there are
three issues that deserve discussing. First, some myths about the Chinese
model that are very widespread in Latin America have to be dispelled.
The notion that China’s competitiveness is due ultimately to low-cost
labour stems from a slanted analysis. China is competitive as a result of

China sees itself as a vast, rich civilisation which,
after a century of humiliation and defeats, is
striving to build a multipolar order, to move
beyond the unilateral hegemony that predominated
in the world with the end of the Cold War
a series of factors: scale of production, domestic market potential, rising
rate of investment, tax incentives and undervalued currency which attract
multinationals and encourage exports, state planning and cheap credit.
Low labour costs obviously enhance companies’ profitability, but there is
no correlation between FDI and labour costs, especially in the technologyintensive sectors where China has pushed out into the international market
in recent times.
The other myth depicts a developmentist and interventionist state with
the ability to resolve all the contradictions brought about by economic
expansion and structural change. During the 1990s, social and regional
inequalities widened abruptly in China, where social protection and security
systems got weaker. China also proved unable to meet environmental and
energy challenges, many of which stem from rapid and somewhat disorderly
urbanisation.
The second issue relates to the effect of the invasion by Chinese products,
especially on Latin American countries’ domestic markets. One view
identifies this process with poor-quality or pirated products. Although
this does occur and is not negligible, China’s recent expansion has been
concentrated more and more in technology-intensive goods, squeezing out
domestic production partly for lack of trade protection policies, but more
importantly because these countries have been ineffectual in developing
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industrial and technological innovation policies. Once again, there is a need
to reinforce regional integration mechanisms so as to build up industrial
complementation. Otherwise, the region’s tenuous production chains may
be disrupted once and for all.
In summary, the Chinese threat is not due to cheap labour, but to Latin
American countries’ inability to develop national and regional development
policies. Obviously, if the present situation continues, the impacts will be felt
in terms of level and quality of employment, the weakest link in the total
costs incurred by firms operating locally. The textile/garment and electronics
sectors are the most likely to be affected. That is why social movements must
influence the economic, trade and industrial policies introduced by their
own countries.
Finally, Chinese foreign direct investment, seeking high levels of return
and very often not enjoying the same macroeconomic conditions as in China,
tends to turn a blind eye to social, labour and environmental standards. In
that connection, field studies and constant monitoring of Chinese firms
operating in the region should be among the concerns of Latin American
social movements.
China’s ascension cannot serve – as the vague concept of globalisation
once did – as a pretext for fatalistically giving up on national development
and regional integration policies or on reinforcing the state’s role with social
oversight. On the contrary, it makes these policies more urgent than ever.
This article was originally written in Portuguese under the title ’China e America
Latina: Parceria Estrategica ou Novo Imperialismo?’. It was translated by Peter
Lenny MCIL.
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THE POSITION OF CIVIL SOCIETY
ORGANISATIONS IN CHINA TODAY
FU TAO
Fu Tao argues that the circumstances of civil society in China
today are very different from what they were ten years ago. The
similar interests of African and Chinese civil society in ensuring
the equitable distribution of the benefits and opportunities
arising from economic development are a strong foundation for
future cooperation.

Building a harmonious world
The speeches at this conference have been excellent, no matter whether they
were given by scholars or representatives of NGOs. They helped to enrich
our understanding of civil society’s thinking on Sino-African relations,
promoted understanding between civil society in China and Africa, and
began building a base for constructive cooperation in the future.
An important point raised by one delegate was the concept of a ‘peoplecentred approach’. The same delegate also raised questions about the
equitable distribution of the benefits of economic growth in China and
Africa, the environment and sustainable development. The interest shown
by African NGOs and scholars in China’s presence in Africa and in China’s
overseas investment reflects the high expectations African countries have
of China because of its status as a fellow country of the South. Sino-African
relations are not just about political, economic and trade relations, nor are
they simply a question of creating a win–win economic situation for all. They
are simultaneously a process of social development, of improving systems.
They also touch on the promotion of public participation in policy making
in Africa and the equitable distribution of the benefits and opportunities
arising from economic development.
This viewpoint is not limited to African civil society; it is also relevant
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to China. Professor Wen Tiejun brought up the question of China’s rich–
poor divide and how China should take its environmental and social
responsibilities more to heart during the process of economic development.
All Chinese economic activity, whether it is domestic or foreign investment,
should pay attention to environmental and social equity. Extrapolating from
this point, Chinese and African civil society have the same demands.
There is a phrase that is very popular in China right now: building a
harmonious society. Without environmental and social equity, there can
be no harmonious society. In putting forward this concept and in making
large adjustments to social policies, I believe that Chinese leaders show that
they understand the importance of this problem. China has also rolled this
concept out into the field of international relations, with the aim of building
a ‘harmonious world’. Of course, action and practice are more important
than concepts – and this concept is unattainable without civil society acting
to mobilise forces outside the political system.

The growth of Chinese civil society
Returning to the main topic of my presentation – the current state of civil
society in China. Ten years ago, people spoke doubtfully about civil society
in China. ‘Does China have NGOs?’ was the question, or ‘Does China have
real bottom–up NGOs?’. At the time, these questions were apt. However, it
is only necessary to compare the situation in which Friends of Nature, an
environmental NGO, was set up in 1994 with today’s Sino-African meeting,
organised by civil society groups, to see that Chinese civil society today has
acquired a certain amount of space for action.
When Friends of Nature was founded, the founder and supporters of
the organisation came to Beijing, to the suburbs, and held their meeting
in a park. Because at the time unofficial public assemblies were extremely
sensitive, Liang Congjie, the founder of Friends of Nature, used his birthday
as a pretext for holding the meeting. Our meeting today, organised by civil
society groups, would have been unimaginable at that time. Representatives
at today’s meeting are from different countries and different backgrounds,
both NGOs and academic organisations. This clearly shows that China’s
society now benefits from greater space and openness than previously.
Of course, the development of civil society in China has not all been plain
sailing; it has had its share of ups and downs. In fact, it is easy to see the
continued presence of many obstacles, of limitations, originating in legal
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policy or public consciousness, or the lack of capacity within the NGOs
themselves. However, I believe that China is making progress, though there
is, of course, a long way left to go and we look forward to the time when
progress will be a little faster.
Before China started the reform process in the 1980s, there was definitely
not this kind of space for civil society. At the time, it was very uncommon
to see citizens carrying out independent action as individuals, or forming
associations and expressing opinions on public matters and taking action
independently of government. On the subject of the spirit of volunteering,
at that time we studied Lei Feng and similar social campaigns – what could
be described as politicised volunteering. However, because these were
government organised and top–down, individuals were passive. Such
campaigns cannot be considered real citizen action.
The market reforms which sprang up in the 1980s created a resource base
for individuals and organisations to survive and exist independently of
government. With a reduction in the role of government, civil society was
able to gain a degree of control over social resources and their distribution.
It was able to organise to carry out volunteering activities for the public
good. Another important factor has been the growth of citizen awareness,

In the 1980s it was very uncommon to see
citizens carrying out independent action
as individuals, or forming associations and
expressing opinions on public matters and
taking action independently of government
shown by the appearance of a growing number of bottom–up, grassroots
organisations from the middle and late 1990s. Similarly, many university
students join clubs and societies during their studies, and then move into
this field after graduation.
In comparison with the past, individuals have much more choice and
freedom, and citizen association and rights consciousness are growing. Social
transition has also produced a pluralisation of interests within society. NGOs
are more and more active, providing social services, while some are taking
on the role of representing the public and environmental interests. NGOs are
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The market reforms which sprang up in
the 1980s created a resource base for individuals
and organisations to survive and exist
independently of government
most active in the fields of environmental protection, poverty alleviation,
HIV/Aids, charitable and educational assistance and legal aid. Among
those present today, Professor Wen Tiejun, as well as some international
and domestic NGOs, all make use of volunteers. We should strive for more
choice and for more space for the development of civil society. A growing
number of academics are studying NGOs, while traditional and new online
media are showing a greater interest in NGO affairs, and the frequency and
depth of their reports is increasing.

Policy restrictions
However, the development of Chinese civil society is still encumbered by
a number of policy restrictions. For the most part, the legal environment
and government policy are restrictive of NGO activity. Registration is a
large problem, with some scholars estimating that 10 per cent of NGOs are
registered, while 90 per cent remain unregistered. Tax breaks for charitable
giving also remains uncommon, and is judged on a case-by-case basis.
Government-organised NGOs (GONGOs), and not grassroots NGOs, are
the beneficiaries of preferential government policies in fundraising and
organising activities. While NGOs are officially encouraged to develop
social service provision, in actual practice the government remains extremely
wary of NGO advocacy efforts, and the overall policy environment remains
restrictive.
The Chinese government has realised the ability of NGOs to mobilise
social resources, and encourages NGOs to engage in charitable activities, at
the same time directly intervening and encouraging the inclusion of public
interest activities in the government agenda. For example, the Ministry
of Civil Affairs has tried all number of methods, including fine-sounding
publicity activities, to propagate the idea of charity, to encourage public
giving, aid to vulnerable groups and the provision of social services, as well
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as trying to lead or encourage charitable and volunteering activities. Another
example is that of government inviting public bidding for the provision of
social services. Faced with the low effectiveness of its poverty alleviation
activities, government has started studying and using the creativity of
NGOs, by providing funding for NGOs to carry out participatory poverty
alleviation activities in rural areas. Similarly, in the case of provision of social
services, such as those to the elderly, government may provide subsidies to
the organisations providing these services.
Despite an avowed commitment to ‘small government, big society’,
government remains strong and influential. Dictated by the need to survive
and develop, the majority of NGOs seek to cooperate with government and
to engage in public education and social service activities. A study carried
out by China Development Brief, found that the majority of NGOs do not
engage in challenging or oppositional advocacy. The survey also found,
however, that more and more organisations are linking up policy advocacy
and social service provision.

The plurality of NGOs
At the same time, NGOs have also become ‘pluralised’. Within the NGO
field, a debate has arisen as to whether NGOs act as a ‘supplement’ to
government. That is to say, are NGOs a supplement to government, or a
partner to government? When cooperating with government, how can
NGOs preserve independent values? Is the value of NGOs in making up
for the shortcomings of government, or in preserving independence and in
influencing government, including exerting pressure on government when
necessary?
The small number of challenging organisations that exist do their utmost
to increase their legality when working to exert pressure on government.
They use existing policies and laws and try to get support from government
departments or sympathetic officials. The role played by the media and
academics is also important as their involvement has given NGOs a greater
voice and an increased capacity to raise their demands. At some levels of
government, there is a relatively effective interaction between government
agencies and NGOs, for example in public participation in the formulation
of environmental policy. NGOs also try to make use of the National People’s
Congress (NPC) and the Chinese People’s Political Consultative Conference
(CPPCC), and similar channels within the system to make their views heard.
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However, the number of representatives in the NPC and the CPPCC able to
act as spokespersons for NGOs and vulnerable groups is limited. A small
number of NGO activists have tried to use democratic methods and selfnomination through the electoral process to gain positions on the NPC, but
these people have faced restrictions and their influence has been small.
Overall, China still lacks formal channels for the participation of NGOs
and the public in the policy-making process. Government trust in NGOs is
still limited, and there is a need for a more open attitude, for a recognition of
different voices and for systemic guarantees to be put in place to effect these
changes.
Some NGOs engage in advocacy by making issues public, by building
public pressure through public debate and opinion and in this way influence
policy. Some public debates involving NGOs, academics and the media are
very lively. While there remains a degree of media control, the liberalisation
of public space brought about by the internet is having an effect on public

Faced with the low effectiveness of its poverty
alleviation activities, government has started
studying and using the creativity of NGOs
opinion. It is also having an effect on traditional media, which are still the
subject of relatively strict official control. Although China still does not have
free media, the forces of marketisation are starting to force the media into
some degree of independence. There is sometimes space for flexibility in
reporting, despite the government’s periodic tightening of strict controls on
the media.
NGOs also try to build networks. The majority of this is concerned with
circulating the results of research and meetings, though some NGOs try to
carry out joined-up action around specific issues. Of course, for the most
part, networking is seen as being quite sensitive, though obviously how
sensitive depends on the issue the NGO is working on.
Normally, GONGOs have the trust of government; they are clearly
influenced by government, and oriented towards government interests.
However, in some fields, GONGOs have transformed. They have become
more directed towards the interests of society and realise the importance of
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At some levels of government, there is a relatively
effective interaction between government agencies
and NGOs, for example in public participation in
the formulation of environmental policy
meeting the requirements of society and the non-governmental sector. Such
organisations can become supportive of grassroots NGOs and can act as a
bridge, facilitating communication between grassroots organisations and
government. Of course, there are also GONGOs which vacillate between a
government line and greater engagement with civil society, and there are
those organisations that have returned to their original government-oriented
role.

Weaknesses in capacity
A number of NGOs have appeared that are dedicated to capacity
building activities, while in some cases, more mature and robust
organisations may start to provide support to other grassroots NGOs.
Even though growth in China’s domestic NGOs has been very fast
in recent years, a number of weak points and problems remain:
•
•

•

•

•

Organisations need to increase their degree of professionalism and to be
more sensitive to social questions.
A lot of organisations have only weak links with their constituencies
and are not very participatory, so they cannot effectively represent these
groups to the public or to government.
The domestic NGOs are not able to mobilise enough resources, and this
has an impact on their sustainability (this, of course, is related to the
limiting policy environment).
Many NGOs suffer from ineffective management systems, a lack of
evaluation and oversight mechanisms, poor organisational management,
and insufficient financial transparency; they are in urgent need of
building public confidence.
There are not as yet any Chinese NGOs whose field of vision has an
international dimension, who are capable of thinking about the role that
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they play at the international level, and who can start to pay attention
to transnational questions, such as the role of environmental and social
responsibility in overseas aid. Domestic NGOs have not yet matured
into international organisations able to operate in a transational context,
able to rely on their own value judgements and effectively define their
fields of operation. As a result they cannot yet carry out advocacy
independently of government concerns. Citizens’ participation in, and
evaluation of, foreign affairs and foreign aid is basically non-existent in
China. There exist certain government-organised ‘civil activities’, such
as the international relief activities of the Red Cross, but these are wholly
top–down activities.
China is a complicated country, which the progress of social transition is
making increasingly pluralised. In terms of relations between NGOs and
government, there are differences between the space available for NGO
activity at different levels of government, between different areas and in
dealing with different government bodies. Overall, Chinese NGOs are weak,
as is their ability to influence policy. We should not set our expectations of
China’s civil society too high, or be blindly optimistic, but neither should
we be overly pessimistic. Social space in China has already opened up
significantly, and civil society has become an imprescriptable part of
China’s transitional society. Returning to the theme of today’s meeting,
and Sino-African exchange, this should not just be an exchange at the level
of governments or businesses. Chinese and African civil society also need
to strengthen links, to come together to face problems of development in
order to make Chinese and African economic development fairer and more
environmentally sustainable.
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NO HARMONIOUS GLOBAL SOCIETY
WITHOUT CIVIL SOCIETY
PETER BOSSHARD
China’s growing cooperation with Africa, Asia and Latin America
has boosted infrastructure investment and economic growth in
many developing countries. However, as within China itself, the
concerns of economic growth, social equity and environmental
protection all need to be integrated within this cooperation. Peter
Bosshard argues that civil society groups can play a critical role in
promoting a balanced development approach.
As part of its ‘going out’ strategy, China is rapidly expanding its economic
cooperation with Africa, Asia and Latin America. China offers technical
expertise, investment goods and affordable consumer products, and imports
large quantities of oil, mineral and agricultural products from its developing
country trading partners. In 2006, other developing countries accounted for
more than 60 per cent of China’s foreign trade.
China Exim Bank, the export-financing agency of the Chinese government,
underpins China’s expanding trade and investment relations with Africa,
Asia and Latin America. The agency approved loans to the tune of
RMB 208 billion ($27.2 billion) in 2006, particularly for infrastructure projects
and other investment goods. It is expected to become the world’s largest
export credit agency by the end of the decade.
South–South cooperation has many benefits. As a developing country,
China can offer products and technical advice that are well suited to the needs
of other developing countries. China’s growing demand for agricultural
and mineral products is boosting the prices of commodities on the world
market, and the growth rates in exporting countries. More investment in
infrastructure sectors is urgently needed. Unlike the World Bank and the
International Monetary Fund, China does not try to influence the economic
policies of its partner governments. Funding from China helps borrowing

246

Global society and civil society
governments to become more independent of the policy interference of
Western-dominated financial institutions.
Economic growth is essential but not sufficient for reducing poverty. The
costs and benefits of development must be equitably shared among different
social sectors, and the environment – the basis of the economic livelihood
of many poor people – must be protected. By espousing the concept of a
‘harmonious society’, the Chinese government has endorsed the need for a
balanced economic, social and environmental development.

Investment in ecologically sensitive sectors
China’s investments in Africa, Southeast Asia and other parts of the world is
focused on sectors such as electrical power, oil and gas, mining, timber, and
agriculture. While these sectors are critical for economic development, they
are also particularly sensitive environmentally and socially.
China is currently involved in several hydropower projects, for example
the building of the Kamchay Dam in Cambodia, the Merowe Dam in Sudan,
the Tekeze Dam in Ethiopia, and the Yeywa Dam in Burma. Hydropower

Unlike the World Bank and the International
Monetary Fund, China does not try to influence
the economic policies of its partner governments.
Funding from China helps borrowing
governments to become more independent
of the policy interference of Western-dominated
financial institutions
provides approximately 20 per cent of the world’s electricity. However, as
the Millennium Ecosystem Assessment has found, dams and other river
development schemes have also ensured that freshwater is the ecosystem
that is most threatened by species extinction. Furthermore, the World
Commission on Dams found that the communities affected by dams often
do not share in the projects’ benefits.
China has insufficient domestic oil resources to sustain its economic
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development, and invests heavily in oil exploration in Angola, Congo,
Sudan, and other countries. Yet historically, the benefits of oil exploration
have often been diverted into private pockets. When the benefits were not
shared equitably within society, oil exploration has fuelled social unrest and
even civil wars in many countries.
Forests are ecologically important repositories of biodiversity, and
large forest areas have been protected as national parks or under other
designations. China has become the largest importer of timber from tropical
countries (while re-exporting 70 per cent of this timber to other countries
in the form of processed goods). It imports large amounts of timber from
countries which grapple with problems of illegal logging, such as Cambodia,
Gabon, Indonesia, Papua New Guinea and Russia.
In sectors such as hydropower, timber, oil and gas, it is important
to carefully integrate the interests of economic growth, environmental
protection and social equity in an overall development strategy. The Merowe
Dam on the Nile in Northern Sudan, which is built by Chinese companies
and partly financed by China Exim Bank, is a prominent example of this. The
dam will more than double power generation in a country where access to
electricity is still very poor. Yet the project’s environmental assessment was
not approved by the competent environmental authority. Its reservoir will
inundate close to 200km of the Nile Valley, Sudan’s only fertile stretch of
land. And the dam will displace approximately 70,000 people from the Nile
Valley to arid locations in the Nubian Desert.

Harmonious society on a global scale
On a national level, the Chinese government has made strong efforts to
balance the need for economic growth with the protection of nature and an
equitable distribution of the fruits of development. The law on environmental
impact assessment has been repeatedly strengthened in recent years. The
government is promoting the use of renewable energy and energy efficiency
measures. The authorities have also strenuously cracked down on corruption
in resettlement programmes for projects such as the Three Gorges Dam.
The Chinese government has recognised that a harmonious society is as
much needed on the international level as at home. It is currently creating
and strengthening the tools that will help to make global development more
harmonious. In his opening speech at the Beijing summit of the Forum on
China–Africa Cooperation (FOCAC) in November 2006, President Hu Jintao
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said that China would strengthen cooperation with Africa to ‘promote
balanced and harmonious global development’. The action plan that was
adopted at the summit announced that ‘China will give high priority to African
concerns of environmental protection and sustainable development’.1
The National Development and Reform Commission, the Ministry of
Commerce and Chinese business associations are promoting the concept
of corporate social responsibility as a tool through which the private sector

On a national level, the Chinese
government has made strong efforts to
balance the need for economic growth with
the protection of nature and an equitable
distribution of the fruits of development
can contribute to a harmonious society. Companies that treat workers, local
communities and the environment with respect can often fetch higher prices
for their products on the markets at a time when brand reputation plays
an increasingly important role. Corporate social responsibility is a win–win
approach, which can benefit all stakeholders.
In August 2006, the Ministry of Commerce issued suggestions for
strengthening the safety and protection of workers in Chinese enterprises
and organisations overseas. The suggestions urged Chinese foreign investors
to hire local workers, respect local customs and adhere to international safety
standards in order to protect China’s national interests.2 The ministry has
also requested advice from the OECD on how to regulate the global activities
of China’s transnational corporations.
In January 2007, Cheng Siwei, vice-chairman of the standing committee
of the People’s Congress, called on Chinese companies to be more conscious
of their social responsibility, including in their international investments.
In an article in China Economy Weekly, Cheng Siwei said that ‘irresponsible
practices’ had prevented Chinese companies from expanding their business
overseas, and warned: ‘Even in developing countries, foreign companies
that turn a blind eye to their social responsibilities will be kicked out of the
market.’3
China Exim Bank, the largest financier of Chinese projects overseas, has
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also expressed a commitment to promoting a harmonious global society.
In China Exim Bank’s annual report for 2005, President Li Ruogu said
that his institution would contribute ‘to the strong support for sustainable
economic and social development and the harmonious coexistence of
human and nature’. ‘We will spare no efforts … to contribute to establishing
a harmonious society in our own country and a harmonious world at large,’
Li Ruogu concluded.4
In line with its environmental commitment, China Exim Bank adopted an
environmental policy in November 2004. Compared with the environmental
policies of other export credit agencies, the China Exim policy espouses strict
principles. It states categorically that ‘projects that are harmful to environment
or do not gain endorsement or approval from environmental administration
will not be funded’ (unofficial English translation).5 If ‘unacceptable
negative environmental impacts result during project implementation’,
project sponsors need to take immediate preventive or remedial action or
China Exim Bank will discontinue funding. While these principles are very
welcome, the policy does not elaborate them in any detail.

The [Chinese ministry’s] suggestions
urged Chinese foreign investors to hire local
workers, respect local customs and adhere
to international safety standards in order
to protect China’s national interests
Responding to a question regarding China Exim Bank’s Merowe Dam in
Sudan, Yu Jiang, spokesperson of China’s Foreign Ministry, stressed in May
2007 that ‘China attaches great importance to the local people’s livelihood,
takes the possible environment effect seriously and applies strict environment
evaluation and standards’. ‘China has always requested its enterprises to
abide by the local laws and regulations while doing business in Africa’, Yu
Jiang added.6
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The role of civil society
Civil society organisations and the media have much to contribute to the
promotion of a harmonious society. Many non-governmental organisations
have strong technical expertise on ecological issues, and can provide an
early warning system for environmental problems. Chinese NGOs have
helped the State Forestry Administration to uncover and address the illegal
logging practices of Asia Pulp & Paper in Yunnan and Hainan provinces.
They also helped the State Environmental Protection Administration to
ensure the implementation of China’s environmental impact assessment law
in large infrastructure projects. The regulations on government disclosure of

As Chinese companies and financiers
engage in environmentally and socially
vulnerable sectors, they have an interest
in working with civil society groups
information, which the State Council approved in January 2007, recognise
the important role of civil society and will further strengthen it.
On the international level, non-governmental organisations have played
a key role in raising public awareness of problems such as the loss of
biodiversity, water and air pollution, and climate change. International civil
society networks combine technical expertise with grassroots contacts in
every part of the world. They have helped bring about national regulations
and international treaties to regulate or stop the dumping of toxic waste, the
destruction of the ozone hole, and the trade in endangered species. They
have also played a critical role in ending apartheid, banning landmines, and
cancelling the debt burden of the poorest countries.
China’s economic cooperation with Africa, Asia and Latin America
will continue to expand. As Chinese companies and financiers engage in
environmentally and socially vulnerable sectors, they have an interest in
working with civil society groups that can help identify and resolve social
and environmental problems before they create tensions, affect the health of
a project, and tarnish the reputation of the actors involved.
In the case of the Merowe Dam, a civil society group have commissioned
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the only in-depth technical review of the project’s likely environmental
impacts, and are interested in discussing potential mitigation measures
with the project sponsors. The affected communities are not opposed to the
dam, but are proposing resettlement sites along the reservoir, which would
give them a better chance of sustaining their livelihoods as farmers. The
communities are eager to discuss their proposals with the companies and
financiers involved in the project, including from China. Integrating such
voices into project planning and implementation will allow a better balance
to be struck between economic, social and environmental concerns.
Gabon in Central Africa is a major source of China’s oil imports. In
September 2006, the country’s national park service ordered Sinopec to
halt oil exploration in Laongo National Park. Conservation groups had
pointed out that oil exploration threatened rare plants and animals and the
environmental impact study had not been approved by Gabon’s environment
ministry. In the same year, a consortium of Chinese investors signed an
agreement to exploit the huge iron ore deposits of Belinga in Gabon. The
project will bring $3 billion in investment, but will also have potentially
serious impacts on the country’s protected forests. It is in the interest of the
host government, the investors and the affected communities to integrate
the expertise of environmental organisations early in the process, so that
they can avoid repeating Sinopec’s experience in Gabon.
Governments, the private sector and civil society play different roles.
Experiences with forestry, hydropower and oil projects around the world
show that they should all work together to achieve sustainable development
and a harmonious global society.
Notes
1 The quotes from Hu Jintao’s opening speech and the forum’s action plan are from FOCAC’s
official English website. FOCAC also has a Chinese website.
2 The ministry’s statement is available in Chinese at <http://hzs.mofcom.gov.cn/aarticle/
bk/200608/20060803022750.html>.
3 Cheng Siwei’s quotes are from www.chinaview.cn (2007) ‘Companies lacking social
responsibility criticised’, 29 January.
4 China Exim’s 2005 annual report is available at <www.eximbank.gov.cn/annual/2005.pdf>.
Li Ruogu’s message is on pp. 4f. in English, and pp. 3f. in Chinese.
5 China Exim Bank’s environmental policy is available at <http://pacificenvironment.org/
downloads/Chexim%20environmental%20policy%20Chinese%20and%20English.pdf>. The
quote is from the concluding chapter (pp. 3f?).
6 Yu Jiang’s statement is available at <www1.fmprc.gov.cn/eng/xwfw/s2510/t322007.htm>.
The statement was delivered in English.
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