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China in Africa

The GDP boom in China and Africa over the past decade has been exceeded by
even faster growth in Chinese-African economic relations. While Chinese trade
with the world has risen eightfold, with Africa it has seen a tenfold increase, from
$11bn in 2000 to $129bn in 2010, and unlike China’s trade with most of the world,
it is Africa that has the upper hand in this trading relationship. By 2015, trade
turnover could have reached nearly $400bn, with Africa’s surplus around $40bn.

To improve its trading position, China is now lending billions of dollars to Africa in
tied loans that guarantee Chinese companies contractor rights and ensure
Chinese goods are used in development projects. The loans tend to be granted
when their repayment can be guaranteed by payments from China for African
exports. So China is buying African exports, but trying to ensure the African
export revenues are spent on Chinese goods and companies, while aiming, over
the longer term, to boost African GDP and the African market of 1bn consumers.
What Africa gets in return is cheaper, longer-maturity loans, investment in
infrastructure, and the ability to afford Chinese-made items to meet consumer
demand.

Chinese private sector firms have now followed state-owned enterprises (SOE)
and state banks into China, with the first tentative suggestions that Africa may
now become a manufacturing base.

How big is Chinese investment in Africa? The figure varies hugely depending on
the source. Chinese foreign direct investment (FDI) quadrupled between 2005
and 2009, reaching a stock of $9.3bn according to Chinese Ministry of Commerce
(CMC) figures; we believe this could soar to $40bn by 2015. But according to US
Heritage Foundation (HF) data, Chinese investments were $44bn over 2005-
2010. The HF data fit better with United Nations Conference on Trade and
Development (UNCTAD) data showing a total global sum of $287bn of FDI to
Africa over 2005-2010. We see evident problems in both the Chinese figures (e.g.
they seem to exclude the $5.5bn Standard Bank investment), as well as the HF
data, which includes project work done by Chinese companies that is not
necessarily FDI.

Much of the investment is financed by aid and loans. We estimate total Chinese
foreign aid at $11.5bn since the 1950s, but aid is now overshadowed by loans
from China Eximbank (CEB), which totalled $7bn by 2009, and China
Development Bank (CDB) which has promised $10bn to Africa and has already
disbursed over half of this. Their recent numbers do compare favourably with
lending by the World Bank or African Development Bank (AfDB), and future plans
suggest a boom in lending in the coming years. China’s cheap financing is giving
it a dominant position in Africa, which will force developed and other emerging
market economies to fight harder for access to African resources and markets.

What is clear is that China, and indeed the 200-750k Chinese, are here to stay.
This report, co-authored with our consultant Lucy Corkin, aims to provide an
overview of existing linkages, as well as country snapshots highlighting the
progress to date and planned growth in Chinese-African relations at a country
level. It is the first in a new series of thematic pieces on Africa’s renaissance.

Important disclosures are found at the Disclosures Appendix. Communicated by Renaissance Securities (Cyprus) Limited, regulated by the Cyprus Securities & Exchange
Commission, which together with non-US affiliates operates outside of the USA under the brand name of Renaissance Capital.
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Overview

The Chinese authorities have led the
boom in Chinese-African economic

relations

We expect the private sector to prove

more dynamic in the coming years

China in Africa Renaissance Capital

There has been much hype surrounding China’s capital flows into Africa, but reliable
data on the subject remain elusive. This report aims to provide a context to the
numbers in order to present a more concrete picture of what is happening between
the world’s largest developing country and the world’s largest group of developing
countries.

Trade, aid and investment flows have until now largely been state led. The Forum
on China-Africa Cooperation (FOCAC), started in 2000 in Beijing, began a
multilateral round table held every three years. Subsequent meetings in Addis
Ababa (2003), Beijing (2006) and Sharm el-Sheikh (2009) witnessed a range of
pledges and policy objectives announced by the Chinese government to enhance
economic and political cooperation with African countries. Among these initiatives
was the rolling out of three-to-five special economic and trade cooperation zones in
Africa by 2009. These are based on the success of such zones in China’s own
industrialisation process and are currently being developed in Nigeria, Zambia,
Egypt, Ethiopia and Mauritius. Cementing the importance of economic relations
between the two regions, in May 2007 the African Development Bank (AfDB) held its
annual meeting in Shanghai — only the second time the meeting was held outside
the African continent.

Although the bigger state-owned Chinese enterprises dominate the headlines with
large-scale infrastructure and resource-related deals, the most dynamic sector of
Chinese investment in Africa is private entrepreneurs investing in manufacturing and
assembly plants across the continent. In terms of value, the larger SOEs still
dominate through the sheer size of the projects they are able to undertake. Unlike
their more numerous private counterparts, however, they are less flexible and
require constant policy incentivisation to enter these markets.

Chinese state-owned banks such as China Eximbank (CEB) and China
Development Bank (CDB) are playing increasingly large financing roles on the
continent, but they largely cater for Chinese state companies. Private Chinese
companies have often complained of the lack of Chinese government support in this
respect. It was in recognition of this that the Chinese government announced in
2009 the launch of a $1bn fund geared especially towards small- and medium-sized
enterprises in Africa. The diversification of Chinese commercial actors on the
continent therefore looks set to continue, with private Chinese investors driving
investment, and far outnumbering state-owned enterprises. In this regard, Chinese
investment in Africa may echo the domestic Chinese investment story, in which the
private sector eventually outpaces the state sector.



Renaissance Capital China in Africa 21 April 2011

China-Africa trade

Spectacular trade growth from a low base

It is less the absolute numbers regarding China’s trade with Africa than their Trade turnover rose from $11bn in 2000
impressive growth in a very short time that caught us all by surprise. Bilateral trade to $129bn in 2010, up roughly 30% pa
passed the $10bn mark in 2000. At the FOCAC Beijing summit in 2006, Chinese

President Hu Jintao targeted the goal of $100bn in China-Africa bilateral trade by

2010. This target was surpassed two years early in 2008 when trade reached

$107bn. This figure dipped in 2009, before soaring to $129bn in 2010. Over 2000-

2010, Africa has been one of the few areas able to run a trade surplus with China,

as Chinese exports of $285bn were offset by $292bn of imports.

Annual export growth has averaged 29% since 2000, while Chinese imports have
risen by 33% pa. Based on data for January-February 2011, Chinese exports are

rising by 10% but Chinese imports are rising by 58% — this suggests Africa’s trade
surplus with China will increase in 2011.

If Chinese exports and imports growth gradually slows to 20% by 2015, we could If this slowed to 20% growth by 2015, it
see annual trade turnover reach nearly $400bn, with Chinese exports of $177bn and would have reached nearly $400bn, with
imports totalling $220bn. Africa having a $43bn surplus in 2015

Figure 1: Chinese trade with Africa
Chinese exports to Africa ™ Chinese imports from Africa
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As of 2010 China is now Africa’s largest

trading partner

30% of China’s oil imports in 2009 came
from Africa, of which half was from
Angola

China in Africa Renaissance Capital

As of 2010, China is now Africa’s largest trading partner, currently representing
10.4% of the continent’s total trade. However, put in context, Africa represents 4% of
China’s global trade, less than China’s $189bn in trade with South Korea in 2010.

Africa part of China’s energy diversification strategy

Of more significance than the numbers is the strategic nature of China’s trade with
Africa. Unsurprisingly, Chinese imports from Africa are heavily skewed towards
petroleum and minerals.

In 2009, 30% of China’s oil imports were sourced from the continent, principally
Angola (15.8%), Sudan (6%) and Libya (3.1%). Oil represented 60% of Africa’s total
exports to China.

Keen to diversify away from the less stable Middle East (e.g. the 2003 Gulf War),
which in 2009 still accounted for 50% of Chinese oil imports, the Chinese
government has increasingly looked to Africa. This also formed part of a national
strategy to diversify its global sources of energy, in terms of geography, transport
route and mode of acquisition. In Africa, Chinese efforts to secure oil equity have not
been so successful (see the Nigeria section below) and Chinese oil companies are
still minor players in Africa.

Figure 2: Distribution of Chinese imports from Africa, 2009
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Expected growth in agricultural trade

Although currently a negligible portion of bilateral trade, it is likely that agricultural
imports from Africa will increase. China is grappling with the issue of future food
security, due to its own falling agricultural productivity, as a result of rapid
urbanisation and environmental degradation. During 2008, although total trade
dropped, agricultural imports from Africa increased 25%, e.g. in oranges from Egypt,
cocoa beans from Ghana, coffee from Uganda, and sesame from Ethiopia. CDB,
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one of China’s larger state-owned policy banks, has also been making strategic
lending deals worth several billion dollars with various African countries in order to
boost their agricultural production.

Chinese exports suited to African low-income consumers

Chinese exports to Africa are far more diversified, dominated by manufactured
intermediate and consumer goods. In 2010, China surpassed the US to become
Africa’s largest trading partner, reflecting the ready market Chinese products have
found on the continent. Africa represents a market of 1bn, whose consumers’
disposable income levels, with an estimated average GDP per capita of less than
$1,200 in 2009, are similar to a large chunk of China’s population. As a result, the
cheaper manufactured and machinery imports have readily displaced the more
expensive western or even locally made counterparts.

Figure 3: Distribution of Chinese exports to Africa, 2009
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This kind of competition has put extreme pressure on African textile industries —
particularly in Africa’s more industrialised economies, such as SA, Nigeria and
Kenya. In 2006, China agreed to voluntary export restraints on its textile goods to
SA. However during the 18-month implementation of the quotas from January 2007,
while Chinese textile imports to SA decreased, the market space was not filled by
local suppliers, but rather by alternative foreign exporters such as Vietnam, Malaysia
and Mauiritius. In other regions in Africa, however — notably Nigeria and East Africa
— manufacturing has become a key sector for Chinese investment.

21 April 2011

China makes goods that are affordable
given Africa’s per-capita GDP
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Chinese FDI to Africa

Estimating Chinese FDI to Africa is
distorted by many factors, including the

use of Hong Kong as a financing conduit

HF data suggest Chinese investment is
six times higher than official Chinese

figures

Chinese FDI stock was $9bn by 2009, but
could be $39bn by 2015

China in Africa Renaissance Capital

The data below are wildly divergent. FDI should be ventures lasting longer than 12
months in which ownership is at least 10%.

First, we look at CMC data, which suggest Chinese overseas non-financial
investment has reached a cumulative $9.3bn in Africa; this evidently excludes the
$5.5-5.6bn investment in Standard Bank by Industrial and Commercial Bank of
China (ICBC), but also cannot account for the large number of deals that have been
reported over recent years. We believe the HF is correct in suggesting that part of
the problem here may be that Chinese investment via Hong Kong is not included.
Yet according to one UNCTAD report, total Hong Kong FDI into Africa is estimated
at $5.3bn in 2008, so this does not fully explain the difference either. Another recent
example (from 4 April 2011) is the Bloomberg report that Minmetals Resources Ltd,
the Hong Kong unit of China’s biggest metals trader, is bidding $6.5bn for the
Australian mining company Equinox Minerals Ltd. This will show up as Hong Kong
FDI, not Chinese.

Hence we also focus in more detail on the Chinese (non-bond) investment figures
collected by the HF, which put Chinese promised non-bond investment at $61bn
over 2005-2010 alone. The HF uses the non-bond investment figure definition to
ensure that investment figures are not distorted by the Chinese buying of
government bonds.

We also include UNCTAD data that do not give the source of FDI, but which show
there was $287bn of total FDI into Africa over 2005-2009, and which we assume
might have reached $350bn over 2005-2010. The HF data appear more consistent
with these UNCTAD numbers, than both HF and UNCTAD data are with CMC data.

Chinese FDI to Africa — according to the CMC

According to CMC figures, the accumulated stock of Chinese FDI in Africa stood at
$9.33bn at the end of 2009, accounting for 3.8% of China’s total $246bn of FDI
stock. Annual flows to Africa fell 74% in 2009 to $1.4bn, which was 2.6% of
outbound Chinese FDI of $56bn in that year. It is surprising to note that 59% of all
outward Chinese FDI into Africa happened in 2008. The Chinese stock of FDI
compares with $11bn from SA by 2008 and $203bn from the EU by 2007 — which
includes $24bn in 2007 alone.

On the assumption that 2009 is exceptional, we believe it is conservative to assume
that $5bn in annual Chinese FDI (as per 2008) is plausible for 2010-2015, which
would push cumulative Chinese FDI to roughly $40bn by 2015.
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Figure 4: Chinese FDI stock and flows to Africa 2003-2009, $mn
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As at end-2009, mining investments (29.2%) comprise the largest portion of Chinese
FDI stock, followed by manufacturing (22%).

Figure 5: Chinese FDI to Africa by sector, end-2009
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China is exporting manufacturing capabilities to Africa

Although China is currently the world’s leader in manufacturing (one of its core
competencies), the cost of labour is steadily being eroded by domestic inflation and
the country’s economic success. Rising labour costs in China have increasingly led
manufacturers to relocate their production overseas, in some cases Africa (as
demonstrated by Figure 5). This is in order to take advantage of the market
opportunities to export to the US provided by African countries under the African
Growth and Opportunity Act, as well as domestic African markets. This indicates
increasing Chinese interest in Africa being not only a source of natural resources,
but also a viable industrial processing base. Chinese companies are increasingly
moving from importing directly from the mainland to setting up plants in African

21 April 2011
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countries to assemble imported components. The special economic and trade
cooperation zones set up in Egypt, Nigeria and Mauritius provide particular evidence
of this. Domestic imperatives to upgrade the Chinese economy to a services
economy also play into this.

SA has taken a quarter of Chinese FDI

Chinese FDI to Africa has been increasing steadily, albeit from a low base. Five
African countries out of 31 globally received FDI flows of more than $100mn:
Algeria, DRC, Nigeria, Egypt and Zambia. Notably, three of these countries are the
sites of Chinese special economic and trade zones. China’s top-20 FDI stock
recipients globally include three African countries: SA (8), Nigeria (18) and Zambia
(20). China has signed 33 investment promotion and protection agreements and 11
double taxation agreements with African countries. According to the CMC, China
has more than 1600 companies in Africa covering more than 83% of the continent.
Chinese companies in Africa are widely geographically diversified, with investments
across 49 African countries.

SA accounts for fully one quarter of Chinese FDI in Africa. China Construction Bank
and CEB both have representative offices in Johannesburg, and the China-Africa
Development Fund (CADF) set up its headquarters there in 2009. ICBC, China’s
(and the world’s) largest bank by market capitalisation, purchased a 20% share in
South African Standard Bank for $5.5bn, finalised in 2008, making it Standard
Bank’s largest single shareholder. This was the largest foreign purchase by a
Chinese bank at the time. As a result of the deal, ICBC has a strategic partnership
with Africa’s largest commercial bank. In 2009, the banks collaborated to provide
$825mn in financing for Botswana’s Morupule B Power Station to be constructed by
a consortium of Chinese companies. Standard Bank in 2009 received a $1bn
syndicated loan from China, the first medium-term loan of over $500mn it has ever
sourced from outside Africa.

Figure 6: Chinese FDI $9.3bn stock distribution by country, 2009
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FDI - UNCTAD data

Other estimates are quite different. If we begin by looking at UNCTAD data for 2000-
2009, global FDI inflows to Africa were a mere $10bn in 2000; they then doubled to
$20bn over 2001-2004, before soaring with the commodity boom. The total for 2000-
2009 was $375bn, of which $287bn came over 2005-2009. We assume at least
another $60bn flowed in over 2010, and possibly much more.

Figure 7: Global FDI to Africa ($mn), annual data
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Out of perhaps $350bn in FDI over 2005-2010 (our estimate above), the HF
estimated China’s non-bond investment in SSA to be $43.7bn over 2005-2010,
which we assume must include loans and projects.

Within the details, if we compare this with total FDI data from UNCTAD, it appears
that China may be responsible for all investment in the DRC (UNCTAD says $4.7bn
over 2005-2009, the HF says $5.9bn over 2005-2010), nearly half of all investment
in Nigeria and over one-fifth of all investment in SA, which the Standard Bank deal
for $5.5bn at least fits with.

21 April 2011

UNCTAD estimates global FDI to Africa
was just $10bn in 2000; but over 2005-

2009 it reached $287bn

HF data suggest $44bn of Chinese
investment into Africa over 2005-2010,
which must include loans

HF data suggest China was responsible
for nearly all FDI into DRC over 2005-
2009, nearly 50% into Nigeria, and 20%

into SA

11
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Figure 8: Cumulative FDI flows 2005-2009, $mn
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The HF has kindly agreed to allow us use of its database of deals in Africa.

12
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Figure 9: China's investment in Africa

Year Month Investor $mn Share size Partner/target Sector Subsector Country
2005 May CNPC $390 Energy Algeria
2006 May CITIC and China $6,200 Transport Autos Algeria
Railways Construction
2009 June China Railway Construction $2,570 Ozgun Transport Rail Algeria
2005  February China Railway Construction $350 Transport Rail Angola
2006 May Sinopec $730 75% Energy Qil Angola
2010 March Sinohydro $800 Power Hydro Cameroon
2007 January CNPC $200 50% EnCana Energy Oil Chad
2008 June CNPC $500 60% SHT Energy Oil Chad
2009 March China National Materials (Sinoma) ~ $140 George Forrest Congo Real Estate Construction Congo
2007  September Export-Import Bank $3,000 Democratic Republic of Congo Metals DRC
2008 July China Railway Engineering $1,190 28% Metals DRC
2008 July China Metallurgical $850 20% Metals DRC
2008 July Sinohydro $850 20% Metals DRC
2006 October CITIC and Chalco $940 Metals Aluminium Egypt
2008  September China Harbor Engineering $220 Transport Shipping Egypt
2010 May Rongsheng Holding and Sinochem  $2,000 Energy Qil Egypt
2006  November ZTE-led consortium $1,500 Technology Telecoms Ethiopia
2006 October China National Machinery & $3,000 Metals Iron Gabon
Equipment Import & Export
2007  September Shenzen Energy Investment $140 Power Ghana
2010  September Bosai Minerals $1,200 80% Ghana Bauxite Metals Aluminum Ghana
2010 July Chinalco 1,350 45-47% With Rio Tinto in Simandou JV Metals Iron Guinea
2008  December Wuhan Iron and Steel and $110 Metals Iron Liberia
China-Africa Development Fund
2008  February China Railway Construction $2,600 Transport Rail Libya
2009 January China Railway Construction $810 Transport Rail Libya
2010 March Poly Technologies $100 Agriculture Mauritiana
2009 July Taiyuan Iron leads consortium $750 Real Estate Property Mauritius
2010 June Wuhan Iron and Steel $800  40% (and 8%) Zambeze Coal Energy Coal Mozambique
(and Riversdale Mining)
2008 June CNPC $5,000 Energy Oil Niger
2008 June China National Nuclear $190 Energy Niger
2006 January CNOOC $2,270 45% Energy Nigeria
2006 May China Railway Construction $200 60% Lekki Free Trade zone Real Estate Nigeria
2008 July China Harbor Engineering $1,000 Transport Autos Nigeria
2008  November Shenzhen Energy $2,400 First Bank Power Gas Nigeria
2009 October Sinoma $230 Dangote Real Estate Construction Nigeria
2009 October CCECC $850 Transport Rail Nigeria
2010 July China State Construction $8,000 Nigeria National Petroleum Energy Oil Nigeria
Engineering
2010  December ZTE $400 Technology Telecoms Nigeria
2010 April China Railway Materials $232 13% African Minerals Metals Iron Sierra Leone
Commercial Corp
2010 July Shandong Iron & Steel $1,500 25% African Minerals Mining Iron ore Sierra Leone
Tonkolili project
2006  November Sinosteel $230 50% Samancor Chrome Metals South Africa
2007 October ICBC $5,600 20% Standard Bank Finance Banking South Africa
2010 March First Auto Works $100 Transport Autos South Africa
2010 May Jinchuan Group and China- $230 51% Wesizwe Platinu, Metals South Africa
Africa Development Fund
2008 April Sinhydro-led group $400 Power Hydro Sudan
2009 March Sinohydro $300 Transport Autos Sudan
2010 March China National Chemical $500 Agriculture Sudan
Engineering
2006  November China Nonferrous $310 (Chambishi) Metals Copper Zambia
2008  September Sinohydro $400 Power Hydro Zambia
2009 May China Nonferrous $300 85% (Luanshya mine) Metals Copper Zambia
2007  December Sinosteel $100 92% Zimasco Metals Zimbabwe

Source: HF, FT, Bloomberg erg
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As well as by sector, we have ranked the deals by country in the charts below.

Figure 10: Chinese investments in Africa 2005-2010, $mn
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Figure 11: Chinese investment in Africa 2005-2010, $mn
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This data are far more consistent with the headline deals we all read about. Chinese
companies are keen to access raw materials, such as energy (31%) and metals
(23%), and are investing in the transport sector to help ensure these raw materials

can be delivered to the market. Nigeria, Algeria and the DRC account for 50% of alll
Chinese investment in Africa.
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But of course, these deals are not all FDI. If an African government pays China
Railway Construction to build a railway, China Railway Construction is not buying
the railway — it is merely building it, often financed by Chinese loans. Or to take a
more recent example, the 13 April announcement that Chinese firm Sinoma will
jointly enter a $3.9bn contract with Dangote Group (to expand cement production
across six countries in Africa) might look like FDI, but in fact it seems to be an
agreement to use Chinese manpower, steel and financing for Nigerian FDI abroad.

Even when the deals do look more like FDI, the figures cited do not represent the
actual investment on the day they were announced. For example, the China
National Petroleum Company’s (CNPC) $5bn investment in Niger announced in
2008 did not see that money flow in overnight. Indeed, our attempts to check what

has happened with this investment have been confounded by a huge lack of detail in

the CNPC annual report, which does not report a single figure for its investments in
Africa, despite the HF stating that there is $6bn invested in three countries (the
CNPC report cites more countries than the HF table for 2005-2010). Even the
omniscient Google fails when it comes to this Chinese deal in Africa (though it does
seem the deal survived Niger’'s military coup).

As the investment figures assiduously collected by the HF do not represent the
actual flow of money into the country, there is no point in us trying to analyse the
impact on the balance of payments from these investments.

However, the deal details do highlight the next, and last, part of the Chinese
investment story in Africa. Many of the investment and FDI projects into Africa are
heavily supported by China’s banks and their willingness to offer low-interest rates
and long-maturity loans — whether they be in Angola, Nigeria or Niger, to cite just a
few readily available examples.

However, $6bn of Chinese railway
investments are presumably contracts,
not FDI

In addition, the announced deals do not
see these sums flow in on the day they

are announced

But HF data do highlight the importance
of Chinese loans

15
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Chinese aid and loans to Africa

Annual Chinese aid to Africa amounts to
around $500mn pa

CEB loans were three times higher in
2009

16

In our view, it is very likely that a high-saving nation will eventually export capital to
the rest of the world. China has just recently displaced Japan as the biggest investor
in the US Treasury market. Now we are beginning to see China’s excess savings
being directed towards frontier markets, from Kazakhstan to Africa.

Chinese aid to Africa

Exact figures for Chinese foreign aid are hard to come by. China does not report its
aid figures to international bodies and does not subscribe to OECD definitions. From
the 1950s to now, we estimate that total accumulated aid to Africa from China was
RMB76bn ($11.5bn), with annual flows only recently reaching $500mn.

This has been dwarfed in recent years by new lending. CEB loans over 1995-2008
reached RMB46bn ($7bn). We look at these in more detail below.

CDB has also recently joined the lending party. CDB chairman Chen Yuan said on
17 November 2010 that CDB has $10bn in commitments for African financing, and
has provided $5.6bn to 35 projects over 30 African nations, with $5bn outstanding
and no non-performing loans. This includes nearly $2bn in loans to SA, Angola and
Botswana, with $1.7bn outstanding.1

We have not, on this occasion, attempted to quantify lending by other Chinese
banks.

Figure 12: Chinese aid to Africa 2001-2009, $mn

m Official Budget for external assistance to Africa m China Exim Bank loans to Africa
Total Chinese Aid to Africa

3,000
2,500
2,000 |
1,500
1,000

500

0
2001 2002 2003 2004 2005 2006 2007 2008 2009

Source: Page 317, The Dragon's Gift: The Real Story of China in Africa (2009) by Deborah Brautigam. Oxford: Oxford University Press.

Lack of figures for Chinese lending

It is evident that Chinese state banks — CDB and CEB in particular — have become
important lenders to African countries. Neither banks report their lending by country
in their annual reports, but CEB loans to Africa as a whole are listed below.

! http://www.cdb.com.cn/english/NewsInfo.asp?Newsld=3477
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CEB has a longer track record in Africa. According to Chinese sources, by 2006
CEB had 259 projects in 36 African countries. However, China does not consider
these loans to constitute aid. Rather, any subsidy on the loan’s interest rate to
render it concessional is considered aid, rather than the face value of the entire
loan. CDB has only been engaging in Africa for a few years. The bank makes
strategic lending deals and investments in the oil, mining and agriculture sectors.

CEB loans are geared towards creating market space for
Chinese imports

In principle, the projects financed by CEB must be undertaken by a Chinese
company, with at least 50% procurement from China. Consequently, the loans are a
conduit through which Chinese firms can enter developing markets. They are also
an important means of trying to balance China’s increasing raw material imports
from these countries with exports of Chinese goods and services. This was
beginning to work in 2007 when China exported more to Africa than it imported,
despite rising commodity prices; China’s trade surplus in 2009 was only because
commodity prices had collapsed. While China’s exports rose 30% and reached a
record high in 2010, the commodity rebound was so strong that its trade went back
into deficit.

Figure 13: CEB lending 1996-2009, $mn
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Source: Page 317, The Dragon's Gift: The Real Story of China in Africa (2009) by Deborah Brautigam. Oxford: Oxford University Press

CEB focuses on infrastructure financing

CEB'’s portfolio is on infrastructure projects, accounting for 79% of its portfolio in
Africa as of 2006. The bank was told to extend $5bn worth of concessional loans
between 2007 and 2009 — though our graph above suggests this was not quite
achieved — and has been given the mandate to disburse $10bn between 2010 and
2012. These are mostly extended to resource-rich countries, as China trusts their
ability to repay the loans through the sale of their resources (to China).

African countries have often preferred CEB loans to those of other financiers, due to
the longer grace and repayment terms, and a generally lower interest rate LIBOR +

21 April 2011

CEB projects must be implemented by
Chinese firms, with 50% of more

procurement also coming from China

CEB lending is aimed at infrastructure
projects, primarily in commodity
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CEB loans must be linked to a revenue

source

A Chinese equity fund has now invested
$1bn into Africa, with an increase to $5bn

possible in the coming years

There’s a big difference between
promised World Bank lending and actual

disbursements

AfDB actual disbursements seem to be
less than half its commitments
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1.5-3%, contingent on the recipient country’s risk profile. Furthermore, CEB does not
attach political or fiscal conditions to its lending.

No free lunch

However, CEB’s loans are not without stringent conditions attached to the nature of
the financing agreement. The bank demands that, in order to ensure the feasibility of
the loan repayment, a loan be linked to a revenue source. As a result, these loan
structures are most often used in countries such as Angola or DRC, which are able
to use oil or mineral reserves as collateral. In some cases, cash crops such as
cocoa are used as repayment, such as in the case of Ghana. Loans are managed
by CEB, which pays the Chinese contractors directly from the revenues of the sale
of the resources or cash crop in question to China.

Politically driven investment

At the 2006 Beijing FOCAC summit, Chinese President Hu Jintao announced the
creation of a stock equity fund, the CADF, to be managed by CDB which had
RMBY7.6trn of registered capital in the fund in the 2009 annual report. The fund’s
stated purpose is to give special support to Chinese firms investing in Africa. The
fund had only earmarked $700mn by the end of 2009, according to the CMC'’s
research department, although it was confirmed a few months later that the first
tranche of $1bn had been fully disbursed into over 30 projects spanning a wide
variety of sectors. It is expected that the financing cap will be increased to $5bn.

Compared with the World Bank (IBRD) and AfDB

With no annual loan data from the CDB, and no details on the difference between
approvals and loans from CEB, comparing their lending with multi-lateral institutions
is practically impossible, and is made even more difficult by the fact that the World
Bank reports its lending using (World Bank) fiscal-year data,.

The World Bank significantly increased its funding to SSA in the fiscal year 2010
(July 2009-June 2010); we unfortunately have not found pan-African lending data by
the World Bank. IBRD lending reached $4.258bn, up from $0.4bn in the fiscal year
2009 (July 2008-June 2009). International Development Association (IDA)
commitments were $7.179bn in support, including $1.7bn in grants. Of the promised
$11.44bn from the IBRD and IDA together, 43% was for energy and mining, 15% for
transport and 14% for law, justice and public administration. However, actual IBRD
disbursements seemed to have been a minuscule $27mn in the fiscal year 2010,
and a far more significant $5,983mn from the IDA.

The AfDB further complicates matters, with its use of the term UA — (units of account
— which are effectively special drawing rights). It approved a total of 8.1bn UA in
2009, with 6.6bn UA in loans and 0.9bn UA in grants, with the remainder in HIPC
operations and other smaller routes. 52% of its approvals were for infrastructure. As
with the World Bank, it appears that actual disbursements were quite different — for
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example, total approvals from the non-concessional AfDB window amounted to
5.6bn UA for 84 operations, but it appears that disbursements on AfDB loans were
2.35bn UA.

Overall, it would appear that CEB and CDB are in the same lending league as the
World Bank and AfDB.

Conclusion of this section

We hope this report has provided a sense of China’s ever stronger linkages with
Africa, while at the same time provoking a measure of sympathy from you regarding
the pain involved in collecting the data. Most impressive and transparent is
obviously the trade boom. The significant efforts to boost investment in the continent
are also obvious, as is the recent jump in lending commitments by Chinese banks in
support of this effort. Much of this has come in the last few years, and our
assumption is that trade, lending and investments over 2011-2015 will be closer to
the high figures seen in 2008 than either the years before that or in 2009. China is
likely to further advance its leading position as Africa’s main trading partner.

Below we attempt to show through various examples the successes and problems
that China and Africa have experienced as their relationship has grown. What is
striking is just how different some of these bilateral relationships are, from tiny sums
of investment to massive loans, from large Chinese trade surpluses to significant
deficits, and from relatively successful relationships to those that have withered.
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Country profile: Angola’s relations

with China

China’s bilateral trade with Angola
reached $25bn in 2008

20

Politics exchanged for pragmatism

Despite China’s erstwhile support of UNITA during the Angolan Civil War, the MPLA
government has developed a pragmatic partnership with China over the past
decade. With bilateral trade worth more than $25bn in 2008 (although it dropped to
$17bn in 2009), Angola is China’s top African trading partner, thanks mainly to
Angolan oil. According to the Angolan Ministry of Petroleum, in 2009, China
received 39% of Angola’s crude exports, accounting for 15.7% of the Asian
country’s total oil imports. China’s exports to Angola consist mainly of machinery
and transport equipment (47% of the total in 2009, worth $1.1bn), construction
materials and consumer goods.

Figure 14: China’s trade with Angola 2000-2009, $mn
China's Exports to Angola China's Imports from Angola

25,000

20,000
15,000
10,000

5000

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Source: UN Comtrade

Chinese loans of $14.5bn to be mainly spent on Chinese
contractors

CEB has pledged oil-backed financing of some $14.5bn for the Angolan
government’s ambitions post-war reconstruction programme. As per the conditions
of the loan, these projects are predominantly (70%) undertaken by Chinese
contractors, with the majority of the procurement coming from China. In 2010, China
for instance was the principle source of cement to the Angolan construction industry.

Figure 15: Chinese companies contract values in Angola, $mn
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Out of all the countries surveyed in this report, Chinese construction companies
have the strongest presence in Angola. Officially there are 29 Chinese companies in
the country, employing 31,000 workers. Given that Chinese companies have an
accumulated contract value of $22.6bn, Chinese investment in Angola is surprisingly
low, with a stock value of $195mn in 2009. However, there is some discrepancy as
the Chinese Embassy in Angola indicates total Chinese stock investment to be
$310mn. Regardless, this indicates a certain hesitance on the part of Chinese firms
to venture into projects that are not backed by the CEB credit line. They are right to
be cautious: in 2008, in the wake of the financial crisis, the Angolan government
defaulted on the payment of construction contracts across the board, admitting in
2010 to owing foreign contractors over $9bn. Chinese workers were forced to down
tools around the country, as projects came to a standstill and more than 25,000
Chinese workers were sent home.

Lack of investment traction

Chinese interests first entered the energy sector in 2004, when China Petroleum
and Chemical Corporation, (Sinopec) bought a 50% stake of Block 18 for the
reported sum of $725mn, despite Shell, the former owner of the stake, initially
negotiating to sell it to the Indian oil company ONGC Videsh. In late 2004/2005,
Sinopec acquired Block 3/80 (owned previously by Total), after Sonangol did not
renew the French company’s contract. After forming a JV — Sinopec-Sonangol
International — with two other well-connected Chinese companies, China Sonangol
International Holdings and Dayuan International Development Ltd, and Angolan
national oil company Sonangol, Sinopec (a 55% shareholder in the JV) acquired
equity in several other Angola oil blocks, attaining 27.5%, 40% and 20% in the off-
shore blocks 17/06, 18/06 and 15/06, respectively. The signature bonuses of $1.1bn
for the concessions in blocks 17 and 18 were the highest ever offered in the history
of Angola’s oil industry. Sinopec was also in negotiations with the Angolan
government to develop a 200,000 bpd oil refinery, Sonaref, at Lobito.

Despite a promising start, Sinopec has retreated somewhat. The refinery deal was
called off in March 2007, reportedly due to a lack of consensus as to the intended
destination of the refined product, although it is unclear which side imposed the
deal-breaker. The project’s costs are currently under review. Alimost immediately
after announcing an end to negotiations regarding Sonaref, Sinopec withdrew from
its stake in block 18/06. China Sonangol (Shanghai) Petroleum Co. Ltd has since
taken up these shares. In October 2008, Sinopec and China National Overseas Oil
Company (CNOOC) negotiated with Marathon the purchase of a 20% stake in Block
32 for $1.8bn. By October 2009, Sonangol, as an existing equity holder, had
exercised its right of first refusal, blocking the Chinese purchase by announcing its
own intention to buy it. The sale was finalised in February 2010. It was subsequently
awarded to China Sonangol. China Sonangol also has shares in Block 3/05A (25%)
and Block 18 (50%).

21 April 2011

Chinese companies have $23bn in

accumulated contracts in Angola
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Figure 16: Chinese FDI to Angola 2003-2009, $mn
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Chinese financial institutions however remain very interested in Angola, with CDB
pledging $1.5bn in agricultural investments in January 2010, and ICBC a further
$2.5bn in oil-backed loans.
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Country profile: Ghana’s relations with

China

Until recently, China’s relations with Ghana were fairly low-key. China had extended
several small grants and interest-free loans to assist with the refurbishment of
various infrastructure projects. China’s exports to Ghana are predominantly
manufactured goods, as well as machinery and chemical products, whereas
Ghana’s main exports to China have been limited to cocoa beans, copper, scrap
metal and palm oil.

In September 2007, CEB signed an agreement with Ghana extending a hybrid
package of $270mn in concessional loans and $292mn export buyers’ credits to
fund the Bui Dam, a hydro-electric project with a projected capacity of 400 MW. The
loan was arranged to be paid back over a period of 20 years with cocoa exports.
The Ghanaian government pledged to provide the balance of $60mn to fund the
dam. The dam is projected to be completed in 2012, but labour disputes between
Chinese managers and Ghanaian workers are slowing the process. The Ghanaian
government is reportedly currently looking for a further $168mn in funding to
complete the dam.

Ghana'’s fortunes changed when Tullow Oil struck oil, in June 2007. Production
began in December 2010 and is expected to rise from 50,000 bpd to 120,000 bpd in
2011. China has since been willing to extend bigger loans to Ghana, given the
country’s future oil wealth. During President John Atta Mills’ state visit to China in
September 2010, an agreement was signed with Chinese financial institutions for
almost $13bn in loans to Ghana. Some $3bn in loans extended by CDB will be used
to develop the country’s oil and gas infrastructure, and $9.87bn will be extended by
CEB, channelled towards roads, railways, schools and hospitals.

Figure 17: Chinese FDI to Angola 2003-2009, $mn
China's Exports to Ghana China's Imports from Ghana
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Figure 18: Chinese FDI to Ghana 2003-2009, $mn
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The CDB also guaranteed more than $400mn for water e-governance projects in
Ghana.

Figure 19: Chinese FDI to Ghana 2003-2009, $mn
Flows © Stock
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Ghana says China is its fourth-biggest According to the Ghana Investment Promotion Agency, with cumulative investment

investor at $245mn, while Chinese data of $244.5mn, China is Ghana'’s fourth-largest source of investment after the UK, the

say investment is 25% less, at $185mn US and Malaysia. According to CMC statistics, the 402 Chinese companies in
Ghana have invested only $185mn, $49mn of which was invested in 2009 alone.

The Ghanaian government signed an agreement valued at $1.2bn with Chinese
company Bosai Minerals Group to build a bauxite and aluminium refinery in Ghana
over four years. Bosai would purchase 80% of the shares in Ghana Bauxite Co.”

In 2009 alone, $1.3bn of new contracts Chinese private companies have invested predominantly in manufacturing,

were signed with Chinese firms wholesale trading, tourism and the services industry. Larger SOEs are more
involved in contract engineering. In 2009 Chinese companies signed $1.3bn in new
contracts, having already completed $460mn of contracts. The number of registered
Chinese workers in Ghana is 1,579.

2 http://ghanaoilonline.org/2010/09/china-extends-africa-push-with-loans-deal-in-ghana/
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Country profile: Kenya’s relations with

China

An East African import depot

As a non-resource-rich country, Kenya’s strategic value to China is in terms of
market access to the rest of the East African region. Kenya’s exports to China are
almost negligible, amounting to barely $30mn in 2009. China exports organic
chemicals, pharmaceuticals products, textiles, footwear, ceramic products, iron and
steel, and electrical and electronic equipment; Kenya primarily exports hides and
skins, sisal fibre, tea, fishery products and scrap metal. Kenya'’s trade deficit with
China has increased substantially in the past couple of years, owing mostly to
increased imports of manufactured Chinese goods. Increasing Chinese imports
have put pressure on local manufacturing industries that are struggling to compete
with the cheaper products, not only in the domestic market but for export into third-
party markets as well. This has particularly been the case since the expiration of the
multi-fibre agreement in 2005, which essentially limited US and European imports of
Chinese textiles and encouraged them to find new markets.

Figure 20: China’s trade with Kenya 2000-2009, $mn
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Aborted mineral exploration

In 2006, the Kenya government signed a deal with CNOOC, awarding the Chinese
company six blocks. CNOOC quit all its licences in late 2010, after unsuccessfully
drilling for oil in Northern Kenya. However, in February 2011 CNOOC indicated an
interest in partnering Tullow Qil, although this initial proposal was rebuffed.

In 2008, Canadian mining firm Tiomin announced that the Chinese mining firm
Jinchuan Group would invest $25mn in the former’s wholly owned subsidiary,
Tiomin Kenya Ltd (TKL), entitling the Chinese investor to 70% of TKL'’s shares.
Under the agreement, Jinchuan would secure financing to develop TKL'’s asset, the
Kwale Mineral Sands Project (KMSP). In October 2009, Jinchuan terminated the
investment agreement, two days prior to the sale’s close, citing corruption and lack
of disclosure on the deal. As a result, in 2010 Tiomin decided to write-off the KMSP.

21 April 2011
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South Sudanese oil will encourage
Chinese engagement with Kenya
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Kenya’s strategic Sudanese connection

Kenya has in recent years acquired new strategic significance for China. CNPC has
considerable investments in Southern Sudan, and has essentially been developing a
greenfield oil complex from 1995. China imports 60% of Southern Sudan’s oil to
China, accounting for 7% of the Asian country’s crude imports. Following the
referendum in 2011, Southern Sudan’s imminent split with Khartoum is likely to see
Southern Sudan favour an alternate export route to the route through the north via
Port Sudan. Since 2009, the Chinese government has quietly been negotiating with
Nairobi to develop an alternative pipeline through the Kenyan port of Lamu. Chinese
contractors are among those bidding for the contract. China has also invested
significantly in Kenya’s port infrastructure, supporting a $22bn project unveiled by
the Kibaki government in 2008 to link neighbouring countries such as Ethiopia,
Southern Sudan and Rwanda to Lamu Port.

China has been supportive of cross-border infrastructure projects, as well as
regional institutions such as the East African Community and the Great Lakes
Forum. These initiatives will serve to further integrate African markets, whose
consumers are proving ready customers of Chinese goods.

Figure 21: Chinese FDI to Kenya 2003-2009, $mn
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Manufacturing and construction investment dominant

As with most countries in East Africa, most Chinese investment in Kenya
concentrates on the manufacturing sector, notably apparel and motorcycle assembly
and (to a lesser degree) services. As is the case in Nigeria, Chinese companies
seem keen to invest in industries where there is a large concentrated domestic
population and ready access to ports for potential export markets. However,
investments are diversified and range among retail ventures, tourism, transport,
construction, power plants, and telecommunications. The largest Chinese
investment (valued at $3mn) in Kenya is Beijing Transmission and Distribution’s
cement pole factory, the only one in East Africa, with annual output of 25,000 units.
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In 2009 alone, Chinese companies signed new contracts to the value of $881mn, of
which $57mn have been completed. There are 1,466 officially registered Chinese
workers in Kenya. There are currently 22 Chinese construction companies
undertaking 52 separate projects to the value of $1.39bn, according to the CMC.

Kenya has received several relatively small loans and grants, with total aid
amounting to $160mn. Significantly, Kenya was the site of the first Confucius
Institute, a cultural centre dedicated to the teaching of Mandarin.

21 April 2011
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Country profile: Nigeria’s relations

with China
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Nigeria’s large population is an attractive market for
Chinese goods

Nigeria, the largest oil-producer in SSA, is one of China’s top-five African trading
partners and investment destinations on the continent. As one of the most populous
Africa countries, it is a fertile market for Chinese goods. Although not Nigeria’s
largest trading partner, China is one of Nigeria’s largest source of imports. Nigeria is
also a hub for the re-export of Chinese consumer goods to the rest of Africa. There
is a substantial Chinatown in Lagos, consisting of approximately 120 shops that sell
Chinese consumer goods, imports and products manufactured by Chinese firms in
Nigeria. 50,000 Chinese nationals are estimated to live and work in Nigeria.

Chinese oil companies have had moderate success breaking into the Nigerian
market. Great strides were made under the Obasanjo administration, which actively
sought investment from Asian countries. Frequent high-level visits between the two
countries are continuing, and in 2006 Nigeria became the first African country to
sign a strategic partnership agreement with China.

In 2009 the Central Bank of Nigeria, one of China’s largest African investment
destinations, signed an MoU with China’s banking regulatory commission on
bilateral banking regulation cooperation. That Nigeria in January 2011 added the
renminbi to its list of tradeable currencies illustrates the increase in financial and
trading flows between the two countries and their growing economic importance to
each other.

Only a moderate supplier of crude oil to China

Unsurprisingly, crude oil accounts for up to 93% of Nigeria’s exports to China.
However, given Nigeria’s status as the largest oil producer in SSA, the volumes are
unusually small: $832mn in 2009 — compared with Angola’s $14.6bn in 2009. Until
the military insurgency in the Niger Delta disrupted production, Sinopec had annual
supply contracts with the Nigerian National Petroleum Corporation (NNPC) for
100,000 bpd (of the 137,000 bpd produced by the Group in 2008, more than 65,000
bpd were from Nigeria) and Petro China for 30,000 bpd. This is not reflected in
China’s trade statistics with Nigeria, as Chinese oil majors are not obliged to ship
their oil off-take to China and in fact very rarely do so. As fuel prices in China are
fixed by the state, Sinopec, whose primary business is in downstream, prefers to sell
its oil on the international market in order to fetch more attractive, market-related
prices.
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Figure 22: China’s trade with Nigeria 2000-2009, $mn
China's Exports to Nigeria China's Imports from Nigeria
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Investment hub

As of 2009, Nigeria was the 18”‘-Iargest recipient of Chinese FDI globally. Chinese
investment covers a broad range of sectors. In April 2008, China’s export credit
agency, Sinosure, announced it would guarantee up to $50bn of Chinese
investment in Nigeria. However, little has come of this, and it is largely viewed as a
move China made to earn political kudos.

Private Chinese investment is primarily in manufacturing and construction, and over
30 Chinese companies have built factories in Nigeria. State-owned Chinese
companies have concentrated on the oil sector, often linked to infrastructure deals.
In 2006, the Chinese government made $5bn in infrastructure commitments,
accounting for 70% of China’s commitments to SSA that year. According to CMC
statistics, as of 2009 Chinese companies had signed $3.96bn of new construction
contracts, and had already completed $2.01bn. There are 5,267 Chinese workers
officially registered in Nigeria.

Nigeria’s two China-funded SEZs

Nigeria is home to two Chinese-funded special economic zones (SEZ). The first,
Lekki Free Trade Zone, which was launched in May 2006, is a JV between Nanjing
Jiangning Development Zone, China Civil Engineering Construction Company
(CCECC) Beyond International Investment and Development Co. Ltd and the Lagos
state government. The zone, located 60 km outside Lagos, is 165 km2 in area. The
zone offers a range of preferential policies:

= Duty-free import of all raw and processed materials, finished products,
machinery and equipment, and consumer goods used for enterprise
production and other goods related to investment projects in the zone.
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= The tariff of all products manufactured in the zone will be calculated based
on the prices of the raw material and the components and parts, instead of
the finished products on entry into the Nigerian market.

= Unrestricted foreign capital movement.

The zone is designed to encourage industrial investment to supply manufactured
goods to Nigeria's burgeoning population, while simultaneously taking advantage of
Nigeria’s proximity to European and US markets. Although the zone is not
exclusively for Chinese companies’ use, China has a 50-year franchise and a 99-
year free-land use. Of the 53 companies currently installed in the zone as of end
2009, 12 are Chinese, and have invested over $40mn.

The second zone is an investment by Guangdong Xinguang International Group’s
China-Africa Investment Co. Ltd and the Ogun State government (the Guangdong
Ogun Free Trade Zone), which was launched in November 2007. The zone will be
financed to the tune of $500mn by Chinese companies. On completion, it is
expected to house 100 companies. Although activities will concentrate mainly on
light manufacturing, First Bank of Nigeria is also a collaborative partner in terms of
investment banking and financing. Ogun State boasts a second zone: the Kajola
Specialised Railway Industrial Free Trade Zone, a JV between the Ogun state
government and CCECC, whose investment in the project is estimated at $775mn.

Figure 23: Chinese FDI to Nigeria 2003-2009, $mn
Flows © Stock
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Less luck in the oil sector

Chinese oil companies have been wary of investing into Nigeria’s oil sector. The
market is perceived to be dominated by western oil majors, and fears that contracts
will not be honoured have deterred would-be Chinese investors — which are far more
risk-averse than is popularly believed.

In a bid to attract investment, particularly from Asia, then-Nigerian president,
Olusegun Obasanjo, negotiated with Asian NOCs a right of first refusal (RFR) on
several oil blocks with discounted signature bonuses in return for commitments to
infrastructure projects. During 2006 and 2007, agreements were put in place for
Chinese companies to construct the Mambilla hydro-electric power plant, a double-
track railway between Kano and Lagos, and $2bn worth of core investment in the
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Kaduna refinery. In November 2006 Nigeria signed a loan facility with CEB for
$2.5bn (comprising $2bn in commercial lending and $500mn in preferential export
credit) to fund the infrastructure projects. The terms were an interest rate of 3% over
a 20-year period, with a grace period of five years.

However, under the subsequent Yar' Adua presidency, many of the contracts were
reviewed and the RFR policy revoked. Furthermore, questions were raised as to the
inflated price tag of the planned Chinese infrastructure projects, which were
considered by Obasanjo’s successor to not be in the country’s national interest. The
$2bn loan has expired, but the $500mn has been renewed and may go towards a
less ambitious railway project.

Figure 24: Chinese infrastructure projects linked to RFR oil deals
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Chinese companies have had more success buying assets outside the oil licensing
rounds de-linked from infrastructure obligations. In May 2006, Sinopec was
approved as the operator of Block 2 in the Nigeria-S&do Tomé Joint Development
Zone as 28.67% shareholder. Sinopec also acquired Addax in June 2009 for an
estimated $7.22bn. In early 2006, CNOOC bought contractor rights to the Akpo oil
field for $2.3bn — the largest Chinese foreign acquisition at the time. CNOOC
received a 10-year low interest loan of $1.6bn to help the company develop the field.
In March CNOOC also bought a 35% working interest in block OPL 229 for $60mn.
China State Construction Engineering Corporation announced in May 2010 that it
had signed a $23bn deal with NNPC to build three refineries in Bayelsa, Kogi and
Lagos states, as well as a petrochemicals complex.
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Country profile: Uganda’s relations

with China
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Unrealised oil and market potential

As a resource-poor country, Uganda’s strategic value for Chinese companies lies
more in the access it provides to Juba, the capital of Southern Sudan. The recent
discovery of oil reserves with a potential of $2.5bn bbls in the Albertine-Graben
basin is also of interest, although Chinese companies have as yet not been able to
participate due to the long-term lease agreements held by European oil firms. Plans
are afoot for CNOOC to partner Total and Tullow Qil in constructing an oil refinery in
Western Uganda, which would be a $2bn project.

Under the newest trade agreement signed in August 2010 under the FOCAC
framework, more than 60% of Uganda’s exports to China qualify as being duty-free.
China’s major imports to Uganda include electrical and high-tech goods and
footwear and apparel. Uganda’s main exports to China are cow and horse hides,
agricultural produce and cotton.

Figure 25: China’s trade with Uganda 2000-2009, $mn
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Unremarkable investment figures

In 2009, total Chinese investment stood at $68.8mn, making China Uganda’s third-
largest foreign investor for that year. There are 38 registered Chinese companies in
Uganda, involved in trading, agricultural developments, leather processing,
manufacturing of building materials and hotel management.

By 2009, Chinese companies had signed new contracts worth $260mn, having
already completed $190mn. There are 1,946 registered Chinese workers in Uganda.
Notable projects include the Kampala-Entebbe highway project, to be financed by
China through a $350mn loan. Uganda is a regular recipient of $4-5mn pa — usually
in the form of non-concessional loans.



Renaissance Capital

Figure 26: Chinese FDI to Uganda 2003-2009, $mn
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Traditional ties

Zambia has longstanding ties with China; former president Kenneth Kaunda was
one of Mao Zedong'’s closest allies on the continent. Zambia benefited from the
construction of the 1,860 km Tazara Railway connecting Zambia’s copper mines to
Tanzania’s port city Dar es Salaam. In 1997, Bank of China opened a branch office
in Lusaka, their first in Southern Africa.

Another iconic project was the state jointly owned China-Zambia Mulungishi textile
factory established in 1997. Formerly the largest textile mill in the country and
employing 2,000 workers, it was (rather ironically) closed in 2008 owing to
competition from cheaper Chinese imports.

Strategic copper resource

Zambian exports to China qualify for duty-free treatment under China’s agreement
with least-developed African countries. Zambia’s overall copper earnings dropped to
$2.9bn in 2009 from $3.6bn the previous year, representing an 18% decline despite
productivity picking up by 20% in the same period. However, China has become an
important market for Zambian copper, representing 83% of their exports to China in
2009. China’s most important exports to Zambia are electrical and mechanical
goods and iron and steel products.

Figure 27: China’s trade with Zambia 2000-2009, $mn
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Chambishi controversies

In 1998, China Non-ferrous Metals Corporation (CNMC) bought 85% of the defunct
Chambishi Copper Mine for $20mn, investing a further $130mn in rehabilitation. The
subsequent rapid growth of Chinese investment in the country has proved
unsettling. Tensions flared in the region in 2005, when an explosion at the Chinese-
owned BGRIMM explosives plant at Chambishi killed 51 Zambian workers. This
mobilised the politically influential mining trade unions and protests and riots broke
out at the mines; Chinese mine bosses shot six Zambian miners in the melée,
causing the mine to temporarily close.
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In the run-up to the September 2006 Zambian presidential elections, Michael Sata,
leader of the prominent opposition party the Patriotic Front (PF), used anti-Chinese
sentiment to bolster his support. Sata stated at the time that should he win the
election, he would rid the country of “unnecessary Chinese, Lebanese and Indians”
who were viewed by many as taking away jobs from local Zambians. Subsequently,
Sata described Taiwan as a sovereign state, prompting Li Baodong, the Chinese
Ambassador to Zambia, to announce that should Sata win and establish relations
with Taiwan, Beijing may consider cutting diplomatic ties with Zambia. While Sata’s
presidential bid failed, he retained a stronghold in Zambia’s Copperbelt region and
his remarks can be perceived as reflecting an underlying antipathy at the time
towards one of Zambia’s most important investors. Tensions were so high that on a
state visit to Zambia in February 2007, President Hu Jintao was prevented from
going to Chambishi to inaugurate the Zambia-China Economic and Trade
Cooperation Zone, as a result of security concerns.

Both Sata and Chinese diplomatic officials have since adopted a more pragmatic
stance. Sata, contesting presidential elections in 2008 following the death of
President Mwanawasa that year, stated that should he become president, he would
welcome Chinese investment.

Under President Rupiah Banda tensions remain. In early 2008, Zambian mine
workers in Chambishi went on strike, again over pay. Such incidents are not limited
to the copper mines; at the Chinese-owned Collum coal mine in Zambia’s
Sinazongwe district, Chinese managers shot and wounded 11 Zambian miners in a
dispute over pay.

Zambia is the site of China’s first African SEZ

The first Chinese-developed SEZ in Africa was launched in Zambia. In 2003, CNMC
began plans to develop an industrial cluster on its Chambishi concession. According
to negotiations, there is a minimum capital investment requirement of $500,000 to
qualify for special incentives and tax breaks, but the zone is not restricted to
Chinese investors. The SEZ at Chambishi is to concentrate on metal processing,
and an extension of the zone nearer Lusaka would focus on a variety of light
industries such as food processing, pharmaceuticals, textiles, construction
equipment and materials manufacturing and electronics assembly. Currently 10
Chinese companies have invested $700mn in the zone, including a $200mn copper
smelter with an annual capacity of 150,000 tonnes, opened in January 2009 by
Zambian President Banda and Chinese Minister of Commerce Chen Deming.
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Figure 28: Chinese FDI to Zambia 2003-2009, $mn
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According to CMC statistics, Chinese accumulative investment in Zambia is
$844mn, of which $112mn was in 2009 alone. Chinese companies have invested in
manufacturing, construction equipment, tourism, agriculture and services. Chinese
construction companies have also undertaken several large-scale contracts in
Zambia. Future projects include the Lower Kafue Gorge power station, to be
developed with CDB, CADF and Sinohydro at a cost of $1.5bn, Lafarge Cement
plant with an 830,000 tonne annual capacity in Chilanga by Chinese company CBMI
Construction, and the government complex in Lusaka.

By 2009 Chinese companies had cumulatively signed contracts worth $661mn, of
which $359mn were complete. There are officially 2,175 Chinese workers in
Zambia. In November 2007, CEB agreed to lend Zambia’s Power Utility Zesco Ltd
$315mn, representing 85% of the cost of expanding the Kariba North Bank
hydropower station’s capacity by 360 MW. The project is to be undertaken by
Chinese company Sinohydro. In February 2011, Development Bank of South Africa
agreed to fund the $10.5mn balance of the project cost, allowing the project to get
under way.
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Country profile: Zimbabwe’s relations

with China

Zimbabwe looks east

Although a long-time supporter of the Zanu-PF prior to Zimbabwean independence,
China’s relations with Zimbabwe have been ambivalent over the past decade. From
2000, after Zimbabwean President Robert Mugabe initiated a controversial land
reform programme, Harare was alienated from the international community. In 2003,
in retaliation, Mugabe launched his Look East policy intimating that, given the
strength of his relations with Asian countries (including China), he had no further
need for relations with the West. China has, together with Russia, repeatedly used
its veto right to halt the imposition of further sanctions on Mugabe and others in his
regime.

Awkward diplomacy

In November 2004, Chinese chief legislator Wu Bangguo visited Zimbabwe. During
his visit a number of deals, including a $228mn telecommunications refurbishment
by Huawei and military purchases to the value of $240mn, were signed. Beijing’s
stance on Zimbabwe had however begun to take its toll on China’s own international
standing, and the Asian country has become increasingly cautious in its dealings
with Harare in a bid to temper international criticism of such relations. Perhaps more
importantly, it was also becoming increasingly apparent that due to a disintegrating
economy, Zimbabwe could no longer honour its loan commitments to China.

Mugabe’s attempt to negotiate a $1bn loan during a visit to China in July 2005 — one
estimate has this at $1.3bn for rehabilitation of the national power grid in return for
chrome resources — resulted in China offering $3mn in credits. Negotiations,
initiated in December 2006, on a $2bn loan from China came to nothing, and
President Hu Jintao did not stop in Harare on his seven-nation African tour in
February 2007.

In mid-2008, a controversial arms shipment aboard the Chinese vessel An Yue
Jiang bound for Harare caused considerable diplomatic embarrassment for Beijing.
The shipment, whose arrival would have coincided with the Zimbabwean
presidential elections, was at first defended by the Chinese foreign minister as being
“normal military trade” between Zimbabwe and China. Dockworkers in Mozambique,
SA and Namibia all refused of their own accord to unload the ship when it docked at
their harbours. This move was endorsed by the then Zambian President Levy
Mwanawasa, who also chaired the Southern African Development Community at the
time. The ship was later allowed to dock off an Angolan port, although officially not
to unload its cargo. The level of public criticism this incident attracted forced an
announcement of the return of the ship with the cargo undelivered. It remains
unclear as to whether the arms were in fact eventually smuggled through Angola or
DRC, although this is denied by the Chinese government.

Renewed interest

Recently, Beijing seems to have been prepared to do business with Harare again. In
February this year, the Chinese foreign minister had Zimbabwe on the itinerary for
his tour of African countries, traditionally made at the beginning of each year by the
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foreign minister since the early 1990s. During his visit it was announced that state-
owned CDB may extend $10bn in financing to the economically beleaguered
country. Furthermore, Yang spoke out strongly against sanctions imposed on
Zimbabwe by the West. In late March, during a visit by Chinese Vice Premier Wang
Qishan, CEBank reportedly signed loan agreements worth $700mn, although it is
unclear whether this is in place of or in addition to the CDB pledges. Zimbabwean
officials stated that the loans would come from CEB, and that more than half of them
would go towards the agriculture sector and the purchase of machinery and
equipment.

Tobacco — Zimbabwe’s largest export to China

Despite Zimbabwe’s mineral wealth, tobacco has been the dominant export to China
accounting for 82% in 2008 and 67% in 2009 of total exports to China. Zimbabwe
also exports, cotton, ferrochrome and nickel to China, and imports electrical goods,
farming equipment, chemicals, textiles and medicines.

Figure 29: China’s trade with Zimbabwe 2000-2009, $mn
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China is one of Zimbabwe’s more dynamic investors. China’s Sinosteel bought a
73% share in Zimbabwean Zimasco. As of 2009, Chinese contractors had
completed $67mn of contracts and in 2009 alone signed new contracts worth
$60mn. Sinomine Resource and Exploration has a contract to develop a platinum
and palladium mine. There are 228 registered Chinese workers in Zimbabwe.

Figure 30: Chinese FDI to Zimbabwe 2003-2009, $mn
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For a brief period it appeared that China was holding Zimbabwe at arm’s length: not
radically changing its stance in political forums, but refusing to enter into further
economic and trading deals. This was due as much as to Zimbabwe’s inability to
raise the required financing as to the international political fallout such deals caused.
The Chinese foreign minister’s visit in February 2011 signalled a renewal of interest
in Zimbabwe as a trading and investment partner, particularly in the fields of mining
and agriculture.
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Strategic ties

As the home of Africa’s oldest Communist Party (1921) and the first African or Arab
country to diplomatically recognise the People’s Republic of China (1956), Egypt
was a natural host of the fourth FOCAC summit, held in Sharm el-Sheikh in
November 2009.

During President Hosni Mubarak’s visit to China in 1999, the two countries signed a
strategic partnership agreement. Egypt recognised China as a full market economy
in November 2006, thus precipitating a steady growth in Chinese imports until the
economic crisis.

Significant trade deficit

With a population of 80mn, Egypt is one of Africa’s most populous countries, and
once again a ready market for Chinese goods. Egypt is one of the largest exporters
of high-quality marble and 70-80% of its marble exports go to China, along with oil,
granite, raw cotton, industrial carpets, ceramic and sanitary wares, linen, crystal and
glass. Major Egyptian imports from China include chemicals, electric goods,
footwear, textiles and apparel and beans. Expectations that bilateral trade would
reach $10bn by 2010 now seem unrealistic.

Figure 31: China’s trade with Egypt 2000-2009, $mn
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Investment in industrial processing

One of the largest investment deals to be signed on the back of the Beijing FOCAC
summit in November 2006 was a $338mn aluminium smelter to be built in Egypt by
CITIC Group. CITIC holds 85% of shares in the project, with the balance held by a

consortium of Egyptian banks. The smelter's annual capacity on completion will be
270,000 tonnes.

According to the Egyptian investment agency, 1,066 Chinese companies have
invested in Egypt with a collective registered capital of $320mn, and paid in capital
of $285mn. The most important sectors for Chinese investment are textiles,
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chemical production, engineering, and construction materials. An increasing amount
of investment is coming from smaller private manufacturing firms, but there are also
several projects in the oil services sector. In 2009 Chinese companies signed new
business contracts to the value of $1.1bn. Important new projects on the go as of
2009 include telecommunications, a cement factory and a sulphuric acid plant with a
daily output of 1,250 tonnes. As of the end of 2009, Chinese companies have
completed nearly $800mn worth of contracts. There are officially 646 registered
Chinese workers in Egypt.

Figure 32: China’s FDI to Egypt 2000-2009, $mn
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Oil sector investment

China’s largest investment in Egypt is a JV between Sinopec’s overseas subsidiary
Sinopec Star and Egypt's state company Tharwa Petroleum Company (Sinopec
Tharwa Drilling Company) with registered capital of $40mn. The company looks for
opportunities in the oil sector and the provision of oil sector services. The Egyptian-
Chinese Petroleum Company is Egypt’s third-largest Chinese investor (registered
capital of $12mn) and provides services to the oil industry.

Egypt’s China-funded Suez SEZ

Egypt is the site of one of six SEZs China is financing across Africa. Plans for the
SEZ date back from Mubarak’s China visit in 1999, and in 2002 official legislation
was passed in Egypt endorsing the zone’s construction. The zone’s development
was officially announced in 2006. The zone, which is located in the Suez region 120
km from Cairo and is 20 km2 in area, is adjacent to Port Sokhna, Egypt’s only
privately managed port. Egypt is seen as being strategically placed to service
markets in Europe, Africa and the Middle East. The Egyptian government is
providing the utilities, and further development is expected to be led by investing
firms and public-private partnerships. Provision has been made for a satellite city to
house the labour required for the site. The Chinese company Tianjin Technological
Economic Development Area (TEDA) manages a 5-6 km2 sector of the zone and
has a 10% shareholding in the authority responsible for the zone’s development.
Chinese firms investing in Egypt have increased significantly following the
announcement of the SEZ in 2006, although it is not apparent that all are taking
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advantage of the zone’s incentives. The zone is being financed with the assistance
of $200mn from the CADF and Egypt’s non-utilised loans from China.

It is hoped that Chinese investment in the zone will bring in a further $2.5bn. The
purpose of the zone appears to be a kind of import substitution in order to
harmonise trade flows, which are heavily in China’s favour. There are also prospects
of exporting to other markets.

Given the recent upheaval in Egypt, it is likely that these plans will be put on hold for
now. China has kept an arm’s length from the political turmoil affecting the Middle
East, as such popular uprisings are uncomfortable global developments that the
Chinese leadership would not like to see spread to a more domestic context.

Chinese workers in Africa

As an addendum, we include some estimates of the Chinese population movement
that has followed this flow of investment, trade and lending. According to official
figures, there are only 1,579 officially registered Chinese workers in Ghana; 1,466 in
Kenya; 228 in Zimbabwe and a slightly more impressive 5,267 In Nigeria. These
would be employees working in state-owned companies were brought in officially;
however, the state run news agency Xinhua quoted the figure of 750,000 Chinese in
Africa in August 2007.

The recent book La Chinafrique estimated there to be 50,000 Chinese in Nigeria,
20-50,000 in Sudan, 40,000 in Zambia, 30,000 in Angola and 20,000 in Algeria (note
that these may well be out-of-date figures). In 2009, Angola’s migration service
estimated that 40,000 Chinese are working in Angola on official bilateral
infrastructure projects, many living in closed compounds and working under one-to-
two-year contracts. The current civil war in Libya has revealed that 35,000 Chinese
are in the country.

Hence somewhere between 10,000 and 750,000 Chinese are in the countries listed
above, which is an even greater discrepancy than for the Chinese FDI figures.
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Appendix

Among the very many useful sources on Africa, we would highlight the following
reports.

Sources

Thirst for African Qil, by Alex Vines, Lillian Wong, Markus Weimer, and Indira
Campos. Chatham House (see
http://www.chathamhouse.org.uk/files/14524 _r0809_africanoil.pdf)

The Roots of Chinese Oil Investment Abroad, Trevor Houser, January 2008 (see
http://www.globaloilwatch.com/reports/0409_Houser.pdf). The Fact and Fiction of
Sino-African Energy Relations by Erica Downs, Summer 2007 (see
http://www.brookings.edu/~/media/Files/rc/articles/2007/summer_china_downs/dow
ns20070913.pdf).

Brautigam, Deborah (2009) The Dragon’s Gift: The Real Story of China in Africa.
Oxford: Oxford University Press.

Institute of Developing Economies, Japan External Trade Organisation (2009) China
in Africa: A Strategic Overview, September. Available:
http://www.ide.go.jp/English/Data/Africa_file/Manualreport/cia.html

Jakobsen, Linda (2009) China’s diplomacy towards Africa: Drivers and Constraints
International Relations of the Asia Pacific, vol: 403-433.

Michel, Serge et al (2009) China Safari: On the Trail of Beijing's Expansion into
Africa. Nation Books [English version of Chinafrique]

Gill, Bates and James Reilly (2007) The Tenuous hold of China Inc. in Africa
Washington Quarterly 30(3):37-52

AERC Scoping Studies on China-Africa Relations: A Research Report on
Zimbabwe, Hannah Edinger and Christopher Burke.
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