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Welcome Note

China’s hunger for foreign assets is a well-documented phenomenon, given the country’s need
to support its rapid growth trajectory and a staggering 1.3 billion people. Over the past decade,
bankers and lawyers have flocked to the Middle Kingdom to advise Chinese corporations on a
range of M&A deals as they snatch up everything from US computer companies to Australian
iron ore deposits.
As we will see in this paper, China’s appetite for foreign assets is especially prevalent in
Africa. China and Africa have been trading partners for centuries, but political and diplomatic
relations grew particularly close in the second half of the 20th century when China threw its
support behind African liberation movements, and both geographies sought greater influence
within the post-World War geopolitical order. Today the contours of the relationship have an
economic flavour: Africa is looking for reliable partners as it navigates through the early years
of an economic renaissance, while newly minted Chinese companies are aiming to put capital
to work.
In the past few decades, China has committed to a wide variety of investments in Africa –
from infrastructure projects to oil wells to copper mines. China’s foreign direct investment
(FDI) in the continent grew at an annual rate of 20.5% between 2009 and 2012, according to
a white paper on China-Africa economic and trade cooperation published by China’s State
Council in 2013.
Both geographies have much to gain from their strategic partnership. From Angola to
Zimbabwe, African governments and companies need reliable partners to jointly build
infrastructure, develop mineral wealth, and most importantly, provide stable jobs to
Africans eager to climb out of poverty and improve their social and material well being.
China, meanwhile, has to find natural resources to supplement its supplies at home.
Chinese state-backed enterprises – and top privately held companies – also aim to gain
more experience operating abroad, outside the comforts of the domestic context. Last but
not least, China’s investments in Africa – if handled properly – will only serve to strengthen
the already firm bonds between the two geographies.
As with any relationship, challenges remain. China is facing a host of perception-related issues
in Africa as many locals grow suspicious of its true intentions, and chafe under the different
expectations of Chinese employers. At the same time, Africa is trying to address a range of
legal and infrastructure hurdles so as to improve transparency and win the confidence of
new investors.
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Given the stakes of this important socio-economic relationship, I am delighted that we
have commissioned The Economist Intelligence Unit to investigate the opportunities and
challenges posed by Chinese investment in Africa. The research in this paper explores the
trends defining China’s investment on the continent, as well as the potential problem areas
that both parties need to address in order to preserve their relationship over the long term.
Despite the number of deals that have already come to pass, the China-Africa partnership still
has much more to contribute to the global economy in the years ahead.

Paul Theiss
Chairman of Mayer Brown
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Key Findings

•

While Chinese official data for foreign direct investment (FDI) in Sub-Saharan Africa (SSA)
are unreliable (in part because much investment is routed through offshore jurisdictions),
comprehensive third-party datasets that take into account funds committed, M&A and
infrastructure contracts show Africa is China’s largest investment destination.

•

China’s latest phase of investment in SSA is consistent with the country’s “Going Out”
policy articulated in the mid-1990s and is part of six decades of engagement with the
continent. It is a well-considered, long-term strategy that has increasingly become
focused on growing economic links, both in terms of securing natural resources and of
serving as a market for Chinese exports and a base for manufacturing as China moves up
the value chain.

•

Energy and mineral resources attract the most Chinese FDI, but the activities of
China’s construction companies and service providers in developing Africa’s physical
infrastructure is underestimated. The success of these projects (which are often tied
to resources contracts) has been mixed, but in cases where local governments lack the
resources to build urgently needed infrastructure such investment can have a multiplier
effect on the local economy. Chinese investment also has some advantages related to the
availability of reliable and relatively fast financing.

•

China policymakers have announced plans for significantly increasing FDI into Africa at
a time when there are indications that the appetite for riskier projects is subsiding
(with FDI dropping off substantially in the first half of 2014). In part this may be linked to
problems in project execution: Chinese investors are often confronted with inadequate
mechanisms, staff levels or organisational structures to move from intention to
implementation. However, the trajectory remains positive due to the potential of
Africa’s untapped resources and its growing markets.

• China invests in Africa “just like everyone else”, according to experts interviewed for
this report, although the perception persists that Chinese projects suffer from lower
standards, a lack of corporate social responsibility, or CSR, in business practices, and a
failure to hire enough local workers. Anecdotal evidence does provide some support
for the contention that Chinese companies need to improve their local image through
better diplomacy and sensitivity to community requirements. Western investors may
have had more success in closing deals on greenfield investments since they focus more on
community capacity-building and working with NGOs and UN agencies that produce social
and environmental studies—often prerequisites for funding.
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Africa: China’s Largest
Investment Destination?
According to a white paper on China-Africa economic and trade cooperation published by
China’s State Council in 2013, China’s FDI in Africa grew at an annual rate of 20.5% between
2009 and 20121. The paper stated that cumulative FDI to Africa amounted to US$21.23bn by
2012, mostly in the energy and mineral resources sectors, and Chinese enterprises had
completed construction contracts worth US$40.83bn in the continent. The paper also said
that from 2010 to May 2012, China approved concessional loans worth a total of US$11.3bn
for 92 African projects, and that China-Africa trade had reached US$198.49bn in 2012 (with
year-on-year growth of 19.3%).
These figures demonstrate that Africa’s economic importance to China has risen dramatically
in recent years. Yet according to official figures FDI to the continent accounts for only around
3.5% of China’s total overseas investment (Figure 1). However, as is often the case with China,
official data do not necessarily tell the whole story. Since 2002, China has reported outward
FDI using standard OECD/IMF definitions. But exchange controls and the fact that so much FDI
is channelled through offshore centres such as Hong Kong, the British Virgin Islands and the
Cayman Islands mean that it is difficult to track the ultimate distribution of flows. The data
also fail to record acquisitions of African assets by Chinese companies that take place in
another jurisdiction.

FIGURE 1A: CHINA FDI STOCK, INCLUDING OFFSHORE CENTRES
2012, % of total
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Source: UNCTAD, based on data from the Ministry of Commerce (MOFCOM)

1 “China-Africa Economic and Trade Cooperation (2013)”, Information Office of the State Council, People’s
Republic of China, August 2013
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FIGURE 1B: CHINA FDI STOCK, EXCLUDING OFFSHORE CENTRES; SELECT LOCATIONS
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A leading expert on Sino-African investment, Deborah Bräutigam of the China Africa
Research Initiative at Johns Hopkins University’s School of Advanced International Studies in
Washington, DC, recommends the data collated by Dereck Scissors, formerly of The Heritage
Foundation and now at the American Enterprise Institute (AEI), who regularly updates and
releases a China Global Investment Tracker. This dataset, which includes M&A transactions
and construction contracts, monitors financial commitments—not actual disbursements—
and only includes transactions worth US$100m or more (which perhaps over-emphasises
investment in resources and under-estimates investment in manufacturing). Nevertheless,
it is likely to represent the level of Chinese FDI more accurately than official figures. It shows
that investment flows (excluding contracts) amounted to US$19.49bn in 2013, compared
with US$5.54bn in 2006—a substantial increase (Figure 2).

FIGURE 2: CHINESE FDI FLOWS INTO SUB-SAHARAN AFRICA
2006-2014 (July), US$m, investments only
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Source: The American Enterprise Institute and The Heritage Foundation, China Global Investment Tracker
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Three large transactions inflated the figure last year: China National Petroleum Corporation’s
US$4.2bn purchase of oil and gas assets in Mozambique; China Aluminium Corporation’s
US$2.1bn acquisition of Chalco Iron Ore in Guinea, and China Petrochemical Corporation’s
purchase of Angolan oil and gas assets for US$1.5bn (see Table 1). But there is no doubt
about the overall trend: by July 2014 China’s committed investment in SSA since 2006 was
US$150.4bn according to this dataset—which was more than for any other global region
(Figure 3). By this reckoning SSA stands as the most significant location for Chinese
outbound investment.

FIGURE 3: CHINESE GLOBAL INVESTMENT SINCE 2006 (INCLUDING CONTRACTS)
July 2014, % of total
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TABLE 1: TOP 10 CHINA M&A INTO SUB-SAHARAN AFRICA SINCE 2008
Announced
Date

Target

Target
Country

Industry

Acquirer

Deal
Value
(US$m)

14 Mar 13

Oil & Gas Assets (Area 4 Gas
Block in Mozambique)

Mozambique

Oil & gas

China National
Petroleum Corp CNPC

4,210

21 Oct 13

Chalco Iron Ore Holding Ltd
(65%)

Guinea

Mining

Aluminium Corp of
China - CHINALCO

2,067

24 Jun 13

Oil & Gas Assets
(Oil field, Block 31)

Angola

Oil & gas

China Petrochemical
Corp

1,520

30 Mar 11

Oil & Gas Assets (Exploration
areas 1, 2 and 3A in Uganda)

Uganda

Oil & gas

China National
Offshore Oil Corp
- CNOOC

1,467

5 Jul 11

Metorex Ltd (Bid No 2)

South Africa

Mining

Jinchuan Group

1,416

19 Mar 10

Mining Assets (Simandou iron
ore project in Guinea)

Guinea

Mining

Aluminum Corp of
China - CHALCO

1,350
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Announced
Date

Target
Country

Target

Industry

Acquirer

26 Sep 13

Mining Assets (Iron ore
project, Tonklili, Sierra Leone)

Sierra Leone

Mining

Tianjin Materials &
Equipment Group
Corp - Tewoo Group

990

1 Aug 11

Tonkolili Iron Ore Ltd (13.3%);
African Power Ltd; African
Railway & Port Services Ltd

Sierra Leone

Mining

Shandong Iron & Steel
Group

800

2 Nov 11

Pecten Cameroon Co LLC
(80%)

Cameroon

Oil & gas

China Petroleum &
Chemical Corp SINOPEC

538

27 Aug 13

Metorex (Pty) Ltd (39.4839%)

South Africa

Mining

Jinchuan Group
International
Resources

509

Source: Dealogic

The Mayer Brown
View: Improving
Communication
with the Local
Community

Xiangyang Ge, Partner
Due to the years of experience
they’ve accumulated in their home
market, Chinese companies have
a deep understanding of how to
operate in fast-growing economies
– and that experience has proved
invaluable to their operations in
Africa. To that end, the China-Africa
partnership is evolving rapidly.
Year-over-year Chinese investments
in Africa are growing in size. In the
past, many investments fell within
the US$20 million range, whereas
today, some reach into the billions.
Moreover, the scope of investments
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Deal
Value
(US$m)

is widening, and now ranges
from natural resources
and infrastructure to
telecommunications
and manufacturing.
With the foundation of the
partnership well established, China’s
key to sustaining these trends is to
look beyond relationships with local
governments and learn how to build
and maintain stronger bonds with
the broader community in Africa.
Traditionally, corporate social
responsibility has not ranked as
a top-of-mind concern for some
Chinese companies. That’s because
at home in China, companies are
accustomed to prioritising strong
relationships with the government,
which in turn is expected to handle
relations with the public.
Exacerbating these matters is
the fact that Chinese companies
usually have only limited budgets
to conduct due diligence before
investing, relative to their peers in
other markets. For infrastructure
projects, many Chinese companies
are accustomed to the speed and
costs of operating in China, and
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mistakenly assume similar
operating methods can be applied
in the target market, in order to stay
on budget and deliver according to a
predetermined timeframe. These
assumptions can potentially poison
local relations, given that they fail to
fully account for local labour laws
and employment cultures.
Rather than envisioning Africa
as a wild and ungoverned frontier,
Chinese companies now need to
carefully consider and absorb
local rules and regulations before
investing. They also need to conduct
more thorough due diligence that
fully accounts for the unique costs
and challenges presented by the
target market in Africa. Doing so
would go a long way to resolving a
number of negative perceptions of
Chinese investment, and would help
convince Africans that Chinese
investors are there as partners, not
as plunderers. Chinese investors
must find a way to show locals
they are investing for the whole
community in order to set
themselves up for more stable and
profitable investments in the future.

Behind China’s Africa Strategy

What has driven China’s sizable investments in SSA? At the World Economic Forum in
September 2011, China’s then premier, Wen Jiabao, claimed in response to a question about
China’s role in Africa that “China had selflessly assisted Africa when itself was the poorest.
We did not exploit one single drop of oil or extract one single ton of minerals out of Africa.”
Taken at face value, this suggests that China’s primary interest in the continent was political.
Although ideology and geopolitical strategy remain significant motivations, economic
considerations clearly have gained greater importance.
According to Yun Sun, a fellow at the East Asia Program of the Henry L. Stimson Center,
Chinese analysts divide the six decades of Sino-African economic relations into three stages. 2
First, from 1949 to 1979, China was motivated by a political agenda, providing economic aid to
newly independent African countries to build diplomatic relations and establish legitimacy.
Second, from the start of reforms in 1979 to the mid-1990s, China’s focus shifted to supporting
domestic economic development, which led to forging mutually beneficial economic
cooperation with Africa and the promotion of service contracts, investment and trade.
Third, the introduction of the “Going Out” strategy in 1996 by the then president, Jiang Zemin,
emphasised utilising both domestic and international markets and resources to boost growth.
The strategy was endorsed by the Politburo in 2000 and had particular significance for China’s
approach to Africa. China could tap into the continent’s energy reserves, minerals and raw
materials to fuel its domestic expansion, while Africa could be a market for China’s
manufacturers. In addition, as China moved up the value chain (and input costs rose),
Africa was identified as a suitable location for Chinese labour-intensive industries.
These features still guide China’s economic policy towards Africa. The consequence has
been increased Sino-African trade, aid, more direct investment through concessional and
commercial loans, and most of all, a surge in export credit financing from the Export-Import
Bank of China (China Eximbank).
A large part of Chinese financing has been to secure Africa’s natural resources, deploying the
so-called “Angola Model”, whereby recipients obtain low-interest loans from China secured by
commodities such as oil or minerals. China Eximbank completed its first oil-backed loan with
Angola in March 2004, and this type of financing agreement helped Chinese companies,
including Sinopec, win the exploration rights in 2006 to oil blocks through loans worth
US$4bn. In 2008, the China Railway Group used the same model to gain the mining rights
to copper and cobalt mines in the Democratic Republic of the Congo (DRC).

2 “Africa in China’s Foreign Policy”, Brookings Institution, April 2014
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According to Professor Bräutigam, China made similar deals worth nearly US$14bn with at
least seven African countries between 2004 and 2011. She argues, however, that the loans
are not made by China to gain access to resources; rather the resources are used by African
countries to secure loans, often at higher interest rates than charged by commercial banks.
A consequence is that Chinese companies are able to gain lucrative construction contracts—
for instance, worth around US$9bn in Angola.
It follows that metals and energy attract the most Chinese investment in SSA, making up
41% and 40% respectively of its total FDI stock in the region (Figure 4a). In addition, Chinese
greenfield investment in the continent is mainly directed at building physical infrastructure,
such as seaports, roads, railways, dams, telecom networks, power stations and airports as well
as government facilities. Taking contracts into account, transport is the second-largest sector
for Chinese FDI into SSA, accounting for 25% of the total (behind energy at 36%; Figure 4b).
Infrastructure projects are the most visible sign of Chinese economic activity on the
continent and are well publicised. To take one instance, last year, state-owned China Machinery
Engineering (CMEC) announced that it had signed a US$127m contract to build and expand
power grids in six cities in Equatorial Guinea, and a US$199m contract to build a national
power supply system. In July 2013, CMEC won contracts to build two power plants in Nigeria
for US$621m. In telecommunications, ZTE and Huawei are especially evident, building fixed
line and wireless telecom networks throughout the continent.

FIGURE 4A: CHINA’S FDI IN SUB-SAHARAN AFRICA BY SECTOR
2006-2014 (July), % of total, investments only
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FIGURE 4B: CHINA’S FDI IN SUB-SAHARAN AFRICA BY SECTOR
2006-2014 (July), % of total, investments and contracts
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– Xiangyang Ge

“

“

Although the China-Africa relationship is still a political alliance, now there is a huge
economic factor in every investment. Different investors have different motivations.
China’s state-owned enterprises are more politically driven. But for private Chinese
companies investing in Africa, the only thing they are worried about is if they can get
a better return in Africa than they can get in China – or elsewhere, for that matter.
We see an increasing number of private Chinese companies investing in Africa.
Chinese entrepreneurs have moved into the resources sector to seize opportunities,
while the manufacturing sector has been setting up operations in lower-cost
jurisdictions outside of China, whether that’s Southeast Asia or Africa.
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Reinforcing the Commitment—
or Pulling Back?
Recent comments by senior executives and policymakers in China suggest Africa is likely to
retain its position as China’s most important investment destination. But there are signs that
China is taking a more cautious approach in acquiring foreign assets.
In November 2013 Zhao Changhui, the chief country risk analyst at China Eximbank,
announced that the central government (including state-owned banks) would provide
US$1trn of financing to Africa in the years to 2025. Mr Zhao told delegates at an Africa
investment conference in Hong Kong that Eximbank would account for 70% to 80% of the
funds, which were to include direct investments, soft loans and commercial loans. “Africa for
the next 20 years will be the single-most important business destination for many Chinese
mega-corporations,” he said. In particular, Eximbank had plans to participate in infrastructure
projects in Africa, including transnational highways, railways and airports. He estimated it
would cost US$500bn to build a continental rail network.
In May this year, Mr Zhao stressed that Chinese investors wouldn’t be put off by instability in
African nations. He highlighted Eximbank’s support for billion-dollar projects, including a
power plant in Ethiopia, railway networks in the DRC and Kenya, an airport in Sudan and
infrastructure projects in Cote d’Ivoire. The bank was also in negotiations with the DRC to
finance air corridors in the country, which might include the leasing or purchase of aircraft.
Such commitments built on support for strengthening the bilateral relationship at
the highest levels. During President Xi Jinping’s trip to Africa in March 2013, he made a
commitment to provide concessional loans worth US$20bn to 2015, reinforcing the country’s
economic ties to the continent. Symbolically, China’s foreign affairs minister, Wang Yi, chose
Africa as the destination for his first overseas trip in 2014, including Ethiopia, Djibouti, Ghana
and Senegal in his itinerary.
Yet, just as Chinese official commitments—through both rhetoric and pledges—have risen,
the value of investment has declined. According to the China Global Investment Tracker data,
FDI to the continent amounted to just US$1.9bn in the first half of 2014. Some see this as a
short-term trend and predict the growth trajectory of Chinese investment in Africa will
continue. But this is less certain than a year ago, says Miguel Azevedo, managing director
and head of investment banking for Africa at Citigroup.
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The drop-off may be explained partly by a moderation of China’s appetite for resources as
economic growth slows, and also an increase in risk-aversion among national resources and
energy companies due to the anti-corruption campaign that has ensnared some high-profile
executives (for instance at China National Petroleum Corporation (CNPC)—which has made
no large investments overseas so far this year). Indeed, total outbound investment in the first
six months of 2014, according to The Heritage Foundation/AEI data, fell to US$39bn from
US$64bn in the same period in 2013.
Another reason could be that for all the promise the continent holds—and the funds
committed so far—Chinese firms have often struggled when it comes to making their
investments in Africa a success.

The Mayer Brown
View: Growing
Competition
Forces Best Practice

Ian Coles, Partner
Chinese investors are now forced to
be much less aggressive, and much
more thoughtful and pragmatic
about their investment strategies
in Africa. At the same time, they are
increasingly wary of reputational
risks that could damage their access
to new investment opportunities.
Years ago, China’s investment
approach in Africa was a bit
scattered – Chinese firms grabbed a
foothold on the ground and bought
up certain commodities, but did not
necessarily develop the assets they
purchased, giving the impression
that they weren’t leaving much of
value behind after the initial
investment.

That approach is changing as
China’s investors gradually adopt
international standards and best
practice approaches. Much of this
shift in standards is driven by
increased competition for assets
on the fast-growing continent.
Once upon a time investment in
Africa was relatively cheap and easy.
Nowadays, the Japanese and South
Koreans are also out on shopping
sprees because they also need
natural resources to fuel their own
economies. Such competition is
crowding the playing field and
forcing all potential investors to
improve not only their due diligence
standards, but also their relations
with the broader community,
whether they are mining iron
ore or building railroads.
Of course, a single set of
standardised practices that will
guarantee success in every situation
does not exist, and companies from
various regions will handle the
nuances of outbound investment
differently. Each approach has
its own potential pitfalls and
advantages. In broad terms, Japan’s
investors are known to be cautious
and thorough, and take a longer
time to commit and make decisions,

whereas China’s investors
are known as aggressive and
economically efficient builders
of much-needed infrastructure
projects.
In the past, China’s aggressiveness
and relentless pursuit of efficiency
has backfired and damaged the
reputation of Chinese investors on
the continent. For example, China
has been criticised for taking an
investment position in a project
such as a local mine, and then
doing nothing with it – leaving the
impression that they are hoarding
and warehousing assets around the
world and delivering few benefits to
local communities. But given the
increased competition for assets
unleashed by buyers from other
jurisdictions, China’s investors
are increasingly engaging local
employees and sourcing local
materials, and in turn, are leaving
behind valuable skills in the
community. Those gifts to the
community will inevitably make it
easier for China’s investors to secure
more deals in Africa for decades to
come.
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Progress and Problems

Chinese investment is seen to have several advantages. Availability of finance is the key
success factor, says Mr Azevedo, with funding commonly provided to contractors and
investors through export credits from China Eximbank. (Most financing is provided by China
Eximbank and the China Africa Development Fund, with very little yet from the state-owned
banks, although ICBC has a 20% stake in Standard Bank and supplies funding for ventures
identified by the South African lender.)
In theory at least, cash is placed in escrow accounts in Beijing, a list of infrastructure projects
is drawn up, Chinese companies are given contracts to build them and the funds are then
transferred to the companies’ accounts. The objective is to avoid embezzlement and
ensure that projects are completed.
Chinese companies also have a “time advantage” over Western firms that may depend on
financing from the World Bank, or a commercial lender such as Citibank, which tie loans to
cash flows generated by a project, argues Mr Azevedo. There is less immediate pressure on
Chinese firms to produce revenue to service debt, so they can bide their time before mobilising
resources. He cites as an example a concession granted to a Chinese firm to excavate a copper
mine in the DRC that remains unused. “They might wait 10 years, until it makes economic
sense,” he says.
Ravi Sood, an investor and chairman of Feronia, a large-scale palm-oil plantations company in
the DRC, is unconvinced, and suspects that technical, logistical or political obstacles have held
up the copper project. He observes that Chinese investment in mining has slowed significantly
as a dearth of successful projects has made Chinese companies more circumspect.
In this they are hardly unusual, however—resources investment in the continent has been
falling steadily since a peak in 2011, and numerous global companies have made significant
write-downs on investments there. As elsewhere, lenders in China have tightened the valve.
Nevertheless, Mr Sood maintains that in the DRC, there are still plenty of opportunities, such
as vast copper and cobalt deposits, but technical and practical challenges—cultural, logistical
and linguistic—remain significant barriers.
“It is a struggle to identify success stories,” says Mr Sood. Investors are often confronted with
inadequate mechanisms, staff levels or organisational structures to move from intention to
implementation—which is bewildering for Chinese companies used to operating in a country
where the government can make things happen. “A better alternative is to partner with a
Western firm that has operated in the country for some time and knows the ropes,” he says.
The comparative fortunes of two Chinese state-owned oil companies is indicative of the
results of contrasting strategies. CNPC partnered with host governments in Chad and Niger,
in both countries taking a 40% stake in the construction of a refinery. The projects were
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completed, but CNPC enjoyed fewer rewards from its investment than expected because
each government arbitrarily cut the price of refined petroleum, eroding returns for the
Chinese oil giant.
China National Offshore Oil Corp (CNOOC) took a different route when it identified an
opportunity in Uganda. Rather than approach the government directly it formed a jointventure with France’s Total and the UK’s Tullow Oil to develop an oil concession the two
Western companies had already been granted. Rather than rely on the good faith of a
government, CNOOC could depend on partners who understood the political and
business landscape, and on a legally binding commercial agreement.
Chizoba Adigwe, chief executive officer of Carbon Afrika, a Nigeria-registered firm that
acts as a gateway to Africa for foreign investors and businesses (particularly for infrastructure
and greenfield projects) is of the opinion that Chinese companies and investors are more
interested in brownfield sites because the success of greenfield investments is too uncertain,
and the operating environment too unpredictable. “They are also less equipped than Western
firms to carry out the essential preliminary work to assess the viability of a greenfield project
and prefer the assurance of an already productive site,” she says.
Although mining and metals account for the bulk of Chinese investment in the continent—and
hence the progress of such deals gets the most attention—success stories are to be found in
other sectors. Indeed, the contribution of mining may have been overstated: a 2011 IMF study
found that only 29% of Chinese FDI in Africa was for mining projects, and that the prevalence
of small Chinese firms operating in, for example, wholesale trading, retail, catering and textiles
was under-reported. Certainly, the economics of manufacturing in the continent are
becoming more and more appealing: hourly manufacturing labour costs in China are three
times what they are in Nigeria (to take one example) and the differential is likely to climb
steeply (see Figure 5).

FIGURE 5: AVERAGE MANUFACTURING LABOUR COSTS PER HOUR
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The appeal of some African nations as centres for Chinese manufacturing has been
demonstrated in Ethiopia, where Chinese firms are locating factories for labour-intensive
products from shoes to handbags. Ethiopia’s population of about 96m is Africa’s secondlargest after Nigeria’s, and in a country where 80% of the workforce is in agriculture,
manufacturers have access to a cheap labour pool. The government supports Chinese
investment in the country, and there are strong ties linking the Communist Party of China
and the Ethiopian Peoples’ Revolutionary Democratic Front. China’s premier, Li Keqiang,
and Ethiopia’s prime minister, Hailemariam Desalegn, met last May and both leaders
backed the move of Chinese manufacturing industries to Ethiopia.
The Huajian Group is one that has seized the opportunity: its 3,500 workers in Ethiopia
produced 2m pairs of shoes last year. It set up a factory in one of the country’s first
government-supported industrial zones that began operating in January 2012 and
became profitable in its first year; now it earns US$100,000 to US$200,000 per month.
Nevertheless, Professor Bräutigam, who travels extensively on the continent for her research,
believes that the most successful greenfield ventures by the Chinese are mining projects.
Mid-range successes include oil exploration and drilling in Sudan, Chad and Niger, and also
oil sector M&A in Angola and Nigeria. The Chinese encounter the greatest difficulty when
trying to buy land for agriculture, and their achievements have been negligible.

– Ian Coles

16

Playing the Long Game: China’s Investment in Africa

“

“

African countries vary widely in terms of transparency – some countries are near the
top of the list and are relatively stable, while others hover near the bottom. However,
many governments are realising that a lack of transparency will only damage the
investment climate – that realisation is a significant step in the right direction. At the
same time, China’s investors have also come to accept their own transparency issues.
They’ve become much more savvy in recent years – the China-Africa partnership is
evolving. You no longer hear the same volume of complaints about the opaqueness of
Chinese operations in Africa that you used to. Nowadays, there’s a lot of light shown on
murky business operations, which Chinese clients understand. These developments
are also a by-product of intense competition for assets. Everyone is upping their game.

A Diverse Continent with
Diverse Issues
Given the breadth of jurisdictions and operating conditions in Africa’s diverse array of countries,
it is hardly surprising that Chinese investors have faced problems with the realisation of some
projects. Chinese FDI in SSA is spread across a broad swathe of the continent. The Heritage
Foundation/AEI China Global Investment Tracker records significant investment in at least
26 countries, with South Africa (US$8.94bn), Nigeria (US$7.55bn), Guinea (US$7.41bn) and
the DRC (US$6.27bn) the principal beneficiaries (excluding contracts; Figure 6).

FIGURE 6: CHINA’S FDI IN SUB-SAHARAN AFRICA BY COUNTRY
2006-2014 (July), % of total, investments only
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The quality of governance and the legal enforcement of contracts varies widely across these
jurisdictions. At one end of the spectrum are Botswana and Mauritius, rated 0.71 and 0.66
respectively according to the World Governance Indicators (where +2.5 is the strongest
and -2.5 is the weakest) to Zimbabwe (-1.35) and the Congo (-1.74).
As with other frontier markets, countries investing in Africa can negotiate bilateral investment
agreements (BITs), which ensure certain guarantees. China has BITs with 27 SSA countries
and has signed 10 in the past decade. Investors can also buy political and reputational risk
insurance from the World Bank and other agencies. But Professor Bräutigam points out that
China’s risk aversion to states with poor governance has risen, in part prompted by the loss of
contracts and assets in Libya when the country descended into chaos in 2011.
That said, the need to tread carefully with foreign investments is hardly unique to Africa.
“The general perception that companies need to exercise higher levels of due diligence across
Africa before investing is a red herring,” says Mr Sood. All emerging and frontier markets need
to be approached with caution, he says. For instance, in Indonesia overseas investors face
bewildering ownership laws, corruption at all levels and inconsistent and unclear
government attitudes and regulations about foreign ownership.
“There is no guaranteed recipe for success,” says Mr Azevedo. All investors, whether Western
or Chinese, have to go through the same due diligence process as anywhere else, although in
some cases there are more exogenous factors to contend with.
In particular a good understanding of the local legal environment is crucial. Francophone
Africa presents specific problems because it retains an arcane, residual French legal system
that needs to be updated, says Mr Sood, who considers English common law much clearer
and more efficient.
Then there is the issue of whom to deal or partner with locally. “Teaming up with a self-styled
power broker rarely works; instead investors should concentrate on the viability of a project
and finding an accomplished businessman as a local partner,” says Mr Azevedo. Mr Sood agrees
that it is best to connect with a savvy businessman who is politically agnostic. Since most
Chinese transactions are government-to-government this is less often an issue, although
there is an increasing number of smaller-scale private deals being done in the retail and
manufacturing sectors across the continent as Chinese individuals and families arrive to
seek their fortunes, according to Mr Azevedo.
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Perceptions of Chinese
Investment
China invests in Africa “just like everyone else”, insists Professor Bräutigam. “There are
indiscriminate perceptions that emanate from about the time of the 2006 Beijing Forum on
China-Africa Cooperation, and which ignore the long history of Chinese engagement with
Africa,” she says. In this view, accusations of neo-colonial exploitation are therefore
misguided—although Professor Bräutigam acknowledges that that there is a general sense
among some African people that Chinese projects suffer from lower standards, a lack of CSR in
business practices, poor labour conditions, and a failure to hire enough local workers, as well
as sometimes competing with import substitution industries, such as textiles.
Professor Bräutigam refutes claims made in the past by foreign media (including The
Economist) about low standards in some high profile Chinese-funded projects in Angola and
Zambia. She also points out that loans and credits tied to a donor’s exports are not unique to
China but common in most OECD countries; that China mostly provides export credits at
commercial, rather than subsidised, rates; and that recipients of Chinese loans and grants
generally have more discretion compared with other foreign sources on how to spend the cash.
The Angolan model of “bartering” access to energy or mineral resources in exchange for
infrastructure development has been controversial. Governments in resource-rich African
nations have been prepared to grant oil and mineral concessions in exchange for urgently
required infrastructure construction, especially power and transport (although, as Mr
Azevedo points out, less urgently needed new government office buildings and swanky hotels
are also common in many capitals where an agreement has been reached with a Chinese
company. “When you compute all the costs and the benefits—such as local impact, quality,
transfer of knowledge, local content, capacity building and the opportunity cost of resources
given away—I strongly doubt that the ‘Chinese option’ is the best one,” he adds.)
For example, when the DRC was recovering from its catastrophic civil war, its government
signed a deal with state-owned miner Gécamines and the Chinese government through China
Eximbank that combined investment in infrastructure, an aid component, the recapitalisation
of Gécamines, and a long-term off-take agreement. Valued at over US$9bn in 2008, it was the
largest international transaction ever signed by the DRC. Several African nations have
embraced the model.
For countries like the DRC that lack the resources and the governance to build urgently needed
infrastructure themselves, such investment can have a dramatic effect on the economy. For
example, Mr Azevedo highlights the eight-lane highway in the DRC linking Kinshasa to the
international airport as a quality project (although he notes “it is a different world” when your
car turns off the road to jolt along a crumbling track). The highway “has changed everything,”
agrees Mr Sood. “It was built to last, to tropical standards with appropriate drainage. It has
been a positive multiplier for the entire economy,” he says. The Chinese are also building a
400km road from Kinshasa to the coast.
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Yet Chinese infrastructure construction has its critics. “In our experience, Africans tend to be
suspicious of Chinese companies because of the bad publicity surrounding infrastructure
projects that have failed, such as power station construction in Ghana,” says Ms Adigwe.
Transparency can also be an issue: in October 2013, Transparency International awarded
CNOOC and Huawei a zero score for organisational transparency in Africa—although it
conferred a maximum 100 to Shanghai Electric (China) and Johnson Electric (China).
Chinese firms need to adjust both the style and substance of their investment endeavours, Ms
Adigwe says. This is crucial because “Chinese firms, including EPCs [engineering, procurement
and construction groups], can tend to alienate African communities and local governments,
through what is perceived to be an insensitive approach that sensitive Africans interpret as
showing a lack of respect.” Ms Adigwe points out that there are many greenfield opportunities,
and it might be better to negotiate more diplomatically. She recently received an email from an
African company seeking a foreign partner in a large-scale energy project that tersely stated:
“No Chinese.”
European investors (and increasingly US investors) have more success than the Chinese in
closing deals on greenfield investments with African governments and communities, argues
Ms Adigwe. They have a different investment style and process, focusing on capacity-building,
working with NGOs and UN agencies operating on the ground that have know-how and
connections, and which produce social and environmental studies, she notes.
It is important to note that Western investors are hardly paragons when it comes to
environmental protection, as oil spills in the Niger Delta and numerous other issues attest.
Nevertheless, Western investors are often obliged to prepare feasibility studies as a
prerequisite for funding from commercial banks or multilateral lenders (for example the
European Investment Bank). “Preparation and instituting of these programmes take place
before the financiers arrive. Locals like this because they see tangible benefits. They also
recognise the need to train local staff,” says Ms Adigwe.
Mr Sood agrees that Chinese companies often show poor tact, for instance when laying
workers off—and local courts will invariably side with sacked workers. “Investing in the local
community simply makes good business sense,” he says. Parachuting in expatriate labour
disenfranchises people, and is also more expensive and ultimately unsustainable because
such employees will leave if conditions become tough.
In mitigation of these points, labour disputes regarding extractive investment (particularly
mining) have been a common problem for all investors; Chinese companies are hardly alone in
being perceived as insensitive. Mr Azevedo also points out that in China itself workers’ rights
and treatment is very different to US practices, for instance—so it would be unrealistic to
expect their labour practices would be similar to those in Africa.
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Conclusion:
Playing the Long Game
China is playing a long-game in SSA, capitalising on the withdrawal of many Western
companies after the 2008 global financial crisis, and taking advantage of the state support they
receive in the form of export credits, according to interviewees for this report. Even where the
trajectory looks unpromising, such as South Africa (where politics and income inequality has
led to domestic discontent with the local authorities and to foreign miners such as Rio and BHP
Billiton divesting), there are tremendous opportunities.
Africa is still under-explored, and large Chinese companies have only recently begun
diversifying from their highly competitive domestic markets to seek better returns overseas.
In addition to mining, Professor Bräutigam expects renewed Chinese focus on the agriculture
sector. At the African investment summit last year, China Eximbank’s Mr Zhao recognised the
potential, asserting that if China and Africa can work together in agriculture, “hunger [in
Africa] can be alleviated in 10 to 15 years”. At the same time, of course, China could also
improve the stability of its own food supply.
However, it seems that Chinese and Africans often misunderstand each other. Carbon
Afrika’s Ms Adigwe refers to a Ghanaian project a year ago that foundered because
government officials and a Chinese firm had different interpretations about what they had
agreed. “It was lost in translation,” she says. Chinese firms might just be investing in Africa
“like everyone else”, but they might still need to make extra efforts to do so transparently
and engage the communities in which they invest.
Indeed, while the surge in state-supported investment in SSA since 2006 has given China
access to abundant sources of natural resources and a large, highly visible presence in
construction and, increasingly, manufacturing, and while the volume and value of transactions
appear impressive, successful and sustainable projects seem rare. Political, logistical and
cultural obstacles have hindered the full realisation of expectations from the continent in
China’s “Going Out” strategy in Africa.
Nevertheless, China’s government has explicitly committed to increasing its investments in
SSA and to broaden its scope. No doubt, Chinese companies will have learned lessons from the
past few years of rapid expansion.
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