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Part 1: China's Overseas Investment Strategies from ‘Going Global' to the Belt and Road Initiative

Part1:

China's Overseas Investment
Strategies from '‘Going Global' to
the Belt and Road Initiative

Let’s work together to create a new Silk Road.
Not a single thoroughfare like its namesake, but
an international web and network of economic
and transit connections. That means building
more rail links, highways, energy infrastructure...
It means upgrading the facilities at border
crossings...removing the bureaucratic barriers
and other impediments to the free flow of
goods and people. It means casting aside the
outdated trade policies that we all still are
living with and adopting new rules for the

27st century.

The above quote is an excerpt from a speech
given in Chennai, India, in 2011 by the then US
Secretary of State Hillary Clinton entitled,
‘Remarks on India and the United States: A
Vision for the 21st Century'. Just two years
later, however, it was President Xi Jinping of
China, not the US and India, which was to draw

on the historic legacy of the ancient Silk Road

Source: shorturl.at/irCX2

and announce plans to launch the Silk Road
Economic Belt and the 21st Century Maritime
Silk Road, later known collectively as the
Belt and Road Initiative (BRI). Amongst the
major official aims of Xi's initiative were the
development of infrastructure networks,
enhanced connectivity and unimpeded
trade—from China across Asia, the Middle

East, parts of Africa and into Europe.

The initiative, into which China planned
to invest approximately $1.3 trillion by 2027
and possibly up to $8 trillion by its expected
completion date of 2049, sounds ambitious.
Nevertheless, given the country's own rapid
domestic transformation and global rise,
China's decision to implement such a grand
initiative, which has the potential to impact
on millions of lives around the globe, should

not be taken lightly.




From 'inviting in' to 'going out'

While the history of the ancient Silk Road
dates back to the 2nd century BCE, the
recent path to the BRI can be traced back to
the economic changes that have occurred
in China from the late 1970s. Indeed, since
China first embarked on its reform and open
policy in 1978, not only has its own economy
undergone dramatic transformation, but
there has also been drastic changes in the
international division of labour and the global
economy, in which China has come to play a

pivotal role.

The greatest changes from a global
perspective began from the 1990s, when
China began to enter its second stage of
reform and to more fully reintegrate into the
global capitalist economy. This stage involved
reliance on an export oriented or yinjinlai
“inviting in" strategy, which led to huge
amounts of FDI pouring into the country.
The influxes of capital combined with the
intensive exploitation of China's rural migrant

labour force, turned China into the 'world's

factory' and resulted in incredible economic
growth rates, averaging 9.1% between March
1992 and December 2019°.

“Inviting in" was not without challenges for
China, however. Already in 1998, competition
resulting from the decentralisation that
accompanied market reform, and had ensued
between different provinces and regions
investing in the same industries, had resulted
in significant overcapacity. Subsequently,
the State Economic and Trade Committee
released the Index of Over-Invested Products
for Moving Abroad. Increasingly, moving
overinvested productive capacity abroad
also became seen as beneficial not only for
turning idle capacity into revenue but also for

earning more foreign currency.?

A year later, in the lead up to China's
accession to the World Trade Organisation
(WTO), a new stage in China's relationship
with the global economy was fully signaled

with the initiation of the zouchuqu “Going
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Out" or "Going Global" strategy by the
Chinese government. This strategy was
designed specifically to promote overseas
investment by Chinese companies. From the
mid-2000s, onwards this strategy really took
off and there has been a significant increase
in outbound investment since then; both FDI
and Foreign Portfolio Investment (FPI), as
well as financial investment and international
lending. In 2015 China's outbound FDI
overtook its inbound FDI for the first time,
and in 2016 China became the world's second
largest source of outbound FDI for the first
time. Although China's outbound FDI (or
Overseas Direct Investment, ODI) seemed to
peak in 2016 and was followed by a decline
the following year (see chart below) when the
Chinese government, seeking greater control,
imposed some new restrictions, levels remain
significantly higher than a decade earlier.

At the same time, and in part aided
by overseas investments' facilitation of
greater access to overseas markets, Chinese
transnational corporations have also
experienced a significant rise. While in 1995,
China only had 2 TNCs listed in the Fortune
500, by 2019 the number had grown to
119%, only two fewer than the US which had
121 listed that year. Significantly, of these
Chinese companies included on the list in
2019, 80.2% were Chinese State-Owned
Companies (SOEs)®, reflecting how Chinese
state capital is the lead beneficiary of the
recent development agenda pursued so
intentionally by the Chinese party-state.

With China's role in the global economy
having grown significantly in recent decades,
allowing for an expansion in the influence of
the Chinese party-state and many Chinese
companies (as well as their enrichment) it is
perhaps unsurprising that this has resulted
in yet further pursuit of expansion and
additional emphasis being placed on China's

overseas economic activities. The launching

of China's One Belt, One Road (OBOR), later
renamed the Belt and Road Initiative (BRI), in
2015 can be viewed as a symbolic new stage
in this expansion. Dubbed "globalization 2.0",
the scale of this initiative has the potential
to impact on the lives of billions of people
around the globe. Indeed, with a combined
population of 4.4 billion, those living along
the planned new Silk Road account for 63%

of the world's population®.

What is the Belt and
Road Initiative?

The BRI was first proposed by Xi Jinping
in his visits to Central Asia and Southeast
Asia in 2013 and was then included in the
Resolution of the Third Plenum of the 18th
Central Committee of the CCP. China
officially began to implement the project
from 2015. Drawing on the legacy of the
ancient Silk Road, the initiative comprises
the Silk Road Economic Belt (made up
of six economic corridors), aiming to link
China and Europe through Central Asia
and the Middle East, and the 21st Century
Maritime Silk Road which links to Asia
and the Pacific. According to a Chinese
government document outlining its vision
for the BRI, the 'Vision and Actions on jointly
building Silk Road Economic Belt and 21st-
Century Maritime Silk Road' (the Vision and
Action Plan), the initiative will embrace,
“the trend towards a multipolar world,
economic globalization, cultural diversity and
greater IT application, is designed to uphold
the global free trade regime and the open
world economy in the spirit of open regional

n7

cooperation"’. According to this document,
the aim is to develop trade and infrastructure
networks and the initiative has five official

major goals for cooperation:




Policy coordination intergovernmental

cooperation and coordination of economic

development strategies and policies.

Facilities connectivity improvement
of infrastructure and establishing an
infrastructure network connecting all the
sub-regions of Asia, and between Asia,
Europe and Africa. Points of focus include
key passageways and unconnected roads,
port infrastructure, civil aviation cooperation
and infrastructure, energy infrastructure and

cross border optical cables.

Unimpeded trade removal of investment

and trade barriers, creation of a “sound
business environment”, opening of free trade
areas, increased customs cooperation and
information exchange, assistance in law
enforcement, development of e-commerce.
This goal also includes increased cooperation
in the areas of agriculture, forestry and
fisheries; exploration and development of ail,
coal, natural gas and other energy sources;
emerging industries such as biotechnology;
improvements of labour and distribution of
industrial supply chains; ecological progress

and tackling climate change.

Financial integration deeper financial

cooperation and the building of a currency
stability system, investment and financing
system and credit information system in
Asia. Financial integration also includes joint
efforts to establish the AlIB and BRICS New
Development Bank as well as supporting
governments and financial institutions in BRI
countries with good credit ratings to issue

Renminbi bonds in China.

People to people bonds cultural and
academic exchanges, media cooperation,
tourism, communication between political
parties and organisations in BRI countries

and medical assistance.

Following China's launch of the BRI, many
Chinese financial institutions were quick
to pledge significant amounts of money
to finance BRI projects (see part 3). At the
same time, the potential investment that
the BRI promised attracted the interest of
many countries seeking financing to support
their own goals and development agendas.
According to official media, between 2014
and 2017 about 50 Chinese SOEs had
participated in around 1,700 BRI projects®.
By 2018, the Chinese Ministry of Commerce
reported that the annual non-financial
investment by Chinese enterprises in 56 BRI
countries had grown to US$15.64 billion (up
8.9% year on year), while turnover of foreign
contracted projects in 63 BRI countries along
Belt and Road routes had reached US$89.33
billion’. In total, by September 2018, China
had listed 84 countries as a part of the BRI,
the majority having signed some sort of BRI
cooperation agreement. As for the goals of
greater financial integration, efforts to push
forward with the AlIB in particular also got

off to a promising start for China.

So far, the BRI has become most widely
known for having involved significant
investments and projects related to the
construction of trade and infrastructure
networks, ports, power stations, oil and
gas pipelines, railway lines, roads, bridges,
telecommunications and agriculture, as
well as the development of coal, oil, gas,

hydropower, nuclear, wind and solar power. It
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should be noted, however, that these projects
include many cases where the projects were
underway or planned long before the BRI was
launched, but which have subsequently been
brought under its umbrella. This includes
flagship projects such as the China-Pakistan
Economic Corridor (CPEC).

Following China's launch of the BRI, many
Chinese financial institutions were quick
to pledge significant amounts of money
to finance BRI projects (see part 3). At the
same time, the potential investment that
the BRI promised attracted the interest of
many countries seeking financing to support
their own goals and development agendas.
According to official media, between 2014
and 2017 about 50 Chinese SOEs had
participated in around 1,700 BRI projects.
By 2018, the Chinese Ministry of Commerce
reported that the annual non-financial
investment by Chinese enterprises in 56 BRI
countries had grown to US$15.64 billion (up
8.9% year on year), while turnover of foreign
contracted projects in 63 BRI countries along
Belt and Road routes had reached US$89.33
billion. In total, by September 2018, China
had listed 84 countries as a part of the BRI,
the majority having signed some sort of BRI
cooperation agreement. As for the goals of
greater financial integration, efforts to push
forward with the AlIB in particular also got

off to a promising start for China.

So far, the BRI has become most widely
known for having involved significant
investments and projects related to the
construction of trade and infrastructure
networks, ports, power stations, oil and
gas pipelines, railway lines, roads, bridges,

telecommunications and agriculture, as

well as the development of coal, oil, gas,
hydropower, nuclear, wind and solar power. It
should be noted, however, that these projects
include many cases where the projects were
underway or planned long before the BRI was
launched, but which have subsequently been
brought under its umbrella. This includes
flagship projects such as the China-Pakistan
Economic Corridor (CPEC).

Indeed, some have even questioned
whether the BRI is really something tangible
or achievable. It is a very ambitious initiative
and has encountered numerous challenges.
Moreover, in terms of the number of genuinely
new projects successfully implemented and
amounts invested, it might be considered
as off to a somewhat slow start. But as an
exercise which promotes China through its
claiming of a legacy and construction of a
vision for a globalized world in which China
plays a critical part, it might for now be
considered a remarkable success. The BRI
has remained a very serious discussion point,
rivals have expressed concern and devised
counter initiatives, and, despite the numerous
criticisms of the project that will be discussed
in following chapters, an increasing number
of countries and international institutions
have been expressing interest in and signing
up to the BRI in various ways. In the medium
to longer term, such a vision is threatened by
poor and failed delivery, but for now the BRI is
an initiative which is politically prioritized by
China and needs attention and monitoring,
so as to understand China's international
economic and political strategies with a

view to averting or limiting potential human




and ecological harm. This report is therefore
significantly weighted towards discussion
of BRI countries and regions, although it

recognizes that the expansion of Chinese

overseas investment is of global importance
and that future further discussion will be
needed on impacts in other regions, especially

Latin America and the US.

The aims and advantages of overseas

investments for China

China has presented its BRI and overseas
investments as a '‘win-win' situation for
both China and the receiving countries.
While on the one hand, the initiative
might set out to alleviate some of China's
economic challenges, enrich its leaders and
corporations and advance overseas political
influence, investment has the potential to
bring much needed infrastructure to less
economically developed countries or provide
much needed capital to struggling companies
in the West. For developing countries, Chinese
loans have also sometimes been viewed as an
alternative to lending from Western financial
institutions and the destructive strings
that have sometimes accompanied them.
China's vision for the BRI by contrast pledges
to uphold the, "Five Principles of Peaceful
Coexistence: mutual respect for each
other's sovereignty and territorial integrity,
mutual non-aggression, mutual non-
interference in each other's internal affairs,
equality and mutual benefit, and peaceful
coexistence"™. In this context and assuming
that this statement is true, BRI investment
might be viewed as somewhat attractive
to overseas governments. Nevertheless,
Chinese investment has not always been so
mutually beneficial or without interference
as the Chinese government might like to
present; some investments have had very

adverse consequences in recipient countries

and left them with significant debt (from
which China may benefit). If the initiative is
successful, China, on the other hand, stands
to gain both politically and economically from
the continued upgrading of its status on the

global stage.

Indeed, there are several factors driving
China's ambitions in expanding investment
activities overseas. One of these factors has
been the need for energy and raw materials
to drive its rapid economic growth. Since
the mid-1990s, China has relied heavily on oil
imports and grown to become the world’s
second largest oil consumer, and in 2017
the world's largest importer- importing an
average of 8 million barrels of crude oil per
day." In order to avoid more costly sourcing
from overseas, China has sought to acquire
overseas energy and raw material resources.
“It is therefore unsurprising that the Vision
and Action Plan for the BRI specifically
identifies the development of energy
resources such as coal oil and natural gas as
an area of pursuit. It should also be pointed
out that one of the major loan models
employed by China has involved resource
back loans, for instance to Russia (which
has received the largest loans from China),
as well as to countries in Latin America and
sub-Saharan Africa. According to the Natural

Resource Government Institute these two
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regions together are said to have taken out
$152 billion in oil, mineral and metal backed
loans from China since 2004". Such loans
often pose a significant debt risk to the

countries concerned.

Another major long-term reason has
been China's overcapacity production. This
is a problem that has long plagued Ching,
especially in industries such as steel, cement
and aluminum, and was one of the initial
impetuses for China's ‘going global strategy’
from the late 1990s/early 200s. The problem
was only heightened following the 2008
economic crisis. Overseas investment in
infrastructure and the potential enhanced
connectivity associated with the BRI helps
with facilitating the opening of new markets
to Chinese products and services, another

aim of Chinese overseas investment.

While the problem of overcapacity
has been an important driving factor in
the pursuit of expansion overseas, it has
nevertheless been questioned whether the
BRI really has the potential to absorb much
of China's industrial overcapacity™. Markets
along the BRI, for instance, are said to be
too small to absorb meaningful proportions
of China's excess production, while products
such as cement, steel and plate glass are
difficult to economically export in large
volumes. The risk of debt default by countries
that are most likely to accept large loans
from China, such as Pakistan and Cambodia,
also pose a risk to the long-term success

of this aim®.

It is not only developing countries where
China stands to benefit. In developed

countries, advanced manufacturing and

technological capabilities have been
an additional key motivating factor for
Chinese investors. Acquiring knowledge and
production expertise from countries such as
Germany is in line with China's ‘Made in China
2025’ strategy, which aims at the upgrading
of manufacturing capabilities so as to meet
China's goal of becoming a leading industrial
nation by 2049.

Another goal for China with the BRI
accompanying investment is ‘unimpeded
trade'. According to the Vision and
Action Plan, this involves improving trade
liberalisation facilitation and eliminating
investment barriers. Commitment has been
made by BRI leaders to opposing all forms of
protectionism. Indeed, along with investment,
China has stated its intent to increase trade
with Belt and Road countries. According to
a speech by CDB Chairman, Hu Huaibang, in
January 2018 to the Asian Financial Forum
held in Hong Kong, between 2014 and 2016
China's trade volumes with BRI countries
reached $3 trillion. Hu then estimated that
China would invest another $150 billion in
these countries in the next five years and

would import products worth $2 trillion®.

Additional financial incentives include
greater international use of the RMB.
At the same time, with Beijing's massive
foreign exchange reserves (amounting to
US$13 trillion in 2016), the interest rates of
investing in overseas infrastructure projects
can potentially offer a more attractive
alternative to investing in low-yielding

US treasury bonds”.

The expansion of investments overseas is

not only potentially economically beneficial to




China, however; it has also been viewed as a
way to advance geopolitical goals or political
influence. Acquiring assets in strategic
locations, for instance, is a key objective.
Such assets are not only economically
beneficial due to the increased connectivity
they provide, some assets also allow the
country to potentially assert itself in a more
dominant manner in the region. The Gwadar
port, which has been returned to Chinese
control and is being expanded along with the
creation of a free trade zone in connection to
the creation of the China-Pakistan Economic
Corridor (CPEC) is an important example.
The port is strategic not only due to its
potential to shorten and secure routes for
transporting oil and gas from gulf countries
to China, its location also acts as an
alternative to circumvent potential threats
to China's energy imports should they be
interrupted due to actions by rivals or due to

territorial disputes in the South China Sea®.

The possibility of the provision of loans and
investments has also been a way for China to
win over allies or leave countries dependent
on China's good favour. The promise of
investment has coincided with changes in
diplomatic relations whereby countries have

ended ties with Taiwan so as to establish

relations with China. Recent examples include
the Soloman Islands, which ended diplomatic
relations with Taiwan in September 2019
after China reportedly offered US$500
million”; El Salavdor, the Dominican Republic
and Burkina Faso, which all switched
relations in 2018; and Panama in 2017 to

name just a few.

Finally, domestic concerns have been
another motivating factor for China. The BRI
is also intended to support the development
and reform of all provinces and regions
within China, with different provinces and
regions intended to have different functions
within the plan and many also passing
their own development plans in relation to
this. Security has been another related issue
motivating aspects of the BRI. In particular
concerns about Islamic fundamentalism have
often been cited, while the importance of the
region's energy reserves have been of great
importance to the government. With Xinjiang
province a particularly important province for
the BRI, the initiative has, however, coincided
with even greater extreme repression and
human rights violations that are having
devastating consequences for much of the

Uighur population living in Xinjiang province.

13
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The aims and advantages of overseas

investments for China




In the past, limited official statistics were
made available on China's ODI. It was not
until 2006 that the Chinese government
released its first comprehensive report on
ODI. Nevertheless, there are still discrepancies
between China's official statistics and other
data sets, for instance when compared to
statistics from UNCTAD World Investment
Reports. Moreover, when statistics from the
Chinese Ministry of Commerce have been
compared with statistics put out by the
Hong Kong government concerning China’s
outbound FDI, the Hong Kong statistics have
presented a higher rate of ODI to Hong Kong
alone than China's official statistics give
for its total ODI to the entire world. Trade
mis-invoicing, capital flight and smuggling
may account for some of the discrepancies
and are reasons why such statistics cannot
be fully relied upon. Indeed, the ability to
move revenues, sometimes including state
assets, abroad has been an additional ‘push
factor' for Chinese overseas investment,
allowing some officials and managers to
enrich themselves and their families and to
emigrate overseas™. Fear of capital flight is
one reason why China introduced restrictions
on some forms of “irrational” investment,
despite its overall desire to expand overseas

investment, in 2016.

Despite the limits of the statistics, they
can nevertheless be useful for giving us
indications of some general trends. Most
significantly, China's overseas investment has
grown incredibly since it first implemented its
‘going global’ strategy from the early 2000s.

Whereas in 2002, Chinese investors only

spent US$2.7 billion on overseas acquisitions
and greenfield projects, by 2013 this amount
had increased to US$108 billion”. Having
taken off further from the mid-2000s, and
then following the announcement of plans
for the BRI in 2013, China's Outbound FDI
continued to grow substantially prior to
2017. According to official statistics in 2015,
China became a net exporter of capital for
the first time, when its ODI flow increased to
US$145.7 billion overtaking inbound FDI to
the country of US$135.6%.

In 2017, ODI began to decline. This can be
attributed to the introduction of restrictions
on "irrational” investments by the Chinese
government, some overseas countries
beginning to adopt a more cautious attitude
towards Chinese ODI and tensions arising
over the US-China trade war. Having risen to
become widely reported as the world's second
largest source of FDI in 2016, for the first
half of 2019 China was only the fifth largest
source according to OECD data®. Notably
it has been ODI into developed markets in
Europe and North America that has seen the
sharpest decline (by 73% in 2018), while ODI
to BRI countries actually saw an increase of
8.9% that year®. For now, however, China's
overall ODI remains very significant even if it
has fallen from its peak, although the impact
of the Covid-19 pandemic makes for a very

uncertain future.

Globally, developed economies along
with Hong Kong and tax havens such as the
Cayman Islands and the Virgin Islands, have

been among the top major recipient countries

15
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of Chinese ODI, although developing countries
and regions have increasingly been receiving a
greater percentage. This is something which
might perhaps be expected to continue if
further infrastructure development and related
investments are pursued in line with the BRI.
Meanwhile Hong Kong has for a longtime
retained its position as by far the largest
recipient of mainland outbound FDI, although
its share of Chinese total ODI stock fell 6%
between 2015 when the BRI was implemented

and the end of 2017.

Interestingly, it is Latin America, a region
not initially included as a part of the BRI
initiative, that had seen the greatest recent
growth by the end of 2017 as a percentage
of China's total stock ODI. This growth in the
total share of ODI stock in Latin America,
mostly appears to be at the expense of the
share of ODI in Asia. Although Hong Kong
as by far the largest recipient, is the location
where this is most notable, the share of Asia
excluding Hong Kong also fell from 10% at
the end of 2015 to 9.5% at the end of 2016
and to 8.7% at the end of 2017. Nevertheless,
the monetary value of ODI to each world
region, including Asia, has continued to rise
in this period. While the statistics presented
above would seemingly illustrate that Latin
America has become more important from
a global perspective for Chinese overseas
investment, this does not necessarily mean
that Asia has become less so. The launching
and continued promotion of the BRI initiative
would suggest the otherwise. Moreover, on
looking more closely at Chinese ODI in Latin
America, it is noticeable that the majority

of Chinese ODI to the region in fact goes

to just two locations: the Cayman Islands
and the Virgin Islands. Both are considered
tax havens. These two locations accounted
for 65.5% and 31.5% respectively of Chinese
stock ODI in Latin America at the end of
2017.

Initially, the majority of China's overseas
investment involved SOEs, however private
capital has also been encouraged to invest
overseas since 1998. In 2006, 81% of Chinese
outward stock FDI belonged to SOEs while
private enterprises only accounted for 1%”.
The private sector has increasingly been more
active in investment overseas. In 2018, head
of the All-China Federation of Industry and
Commerce, Gao Yunlong, reported that more
than 60% of China's fixed-asset investment
and outbound investment had been made by

private investors®.

Nevertheless, it is China's major SOEs
that have been key players in building
and implementing infrastructure projects
overseas, and China's state-owned financial
institutions that have provided significant
financing to support such overseas
development projects that fulfil the aims
of the BRI. By 2018, more than 80 of 96
enterprises owned by the Chinese central
government had taken part in 3,700 BRI
investment projects over the preceding five
years”. Indeed, there has also been significant
expansion in overseas lending as well as the
number of projects contracted to Chinese

compdan ies overseas.

ODI is not the only form of investment
related economic activity that has expanded

along with the BRI. Infrastructure projects




frequently take a form where the receiving
country obtains Chinese financing for the
project, and then construction or other forms
of implementation are contracted out to a
Chinese company (sometimes as terms of
the financing agreement). Indeed, 89% of
Chinese funded BRI projects have Chinese
contractors® and the value of Chinese
overseas contracts has been something which
has risen rapidly since the early twenty-first
century. Moreover, overseas contracts are
also worth commenting on as they sometimes

total more than the value of China's non-

financial direct investment. In the first four
months of 2018, for instance, China's non-
financial investment to BRI countries was
$4.67 billion (a 17.3% increase compared to
the same period the previous year), while
the volume of overseas contracted projects
was US$24.2 billion, an increase of 27.7%%.
According to official statistics, Asia awards
the greatest proportion of the total value of
projects contracted to Chinese companies
overseas, accounting for 48% of the total in

2016.

Based on data from the China Statistical Yearbook 2017

While Chinese companies have long been
contractors for construction projects (often
financed by Chinese banks such as the China
Development Bank and Export-Import
Bank of China), more recently an increasing
number of Chinese SOEs are also operating
and investing in these projects, for instance
through a Build-Operate-Transfer (BOT)

model®

, by taking an equity share in the
project that it constructs, or even through
a model where it owns and operates the

project that it constructs indefinitely™.

Having previously been a major recipient
of ADB financing, China's cross-border
lending is something which has grown in
significance with the launch of BRI, since
many Chinese banks are responsible for
providing loans to finance associated
infrastructure investments in BRI countries
and are therefore important for ensuring its
viability. The loans provided vary in nature,
from those that are interest free to loans
repayable at fully commercial rates, however

exact information on the details and scale

17
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are often difficult to obtain as the Chinese
banks, as well as debtor countries, often do
not report them in a systematic manner or

disclose full details of agreements.

It should be noted that Chinese lending
sometimes mistakenly gets classified as aid
or development assistance. While China does
provide some grants and soft loans that
might be classified as aid, it generally does
not distinguish between the different type
of financial flows; what is often described
as aid does not always meet OECD criteria
for aid (also defined as Official Development

Assistance or ODA)®. This lack of distinction

means that China is sometimes presented as
one of the world's largest donors, whereas
in reality this might be a dubious claim.
According to a 2017 study by AidData,
between 2000 and 2014, China gave or
lent $350 billion; $75 billion was grants or
concessional lending but the remainder
consisted of non-concessional loans (US aid
was $424bn almost all concessional and/or
in the form of grants). The same study found
that China's non-concessional lending has
not impacted on recipient countries' GDP and
instead appears to act as subsidies for Chinese

companies, as well as to benefit local elites™.




How is Overseas Investment is shaped by

the Chinese government?

The policies of the Chinese government
have played a significant role in shaping and
guiding the expansion of Chinese investment
overseas since it began encouraging Chinese
companies to invest overseas. This means
that activities have not only been directed
towards the economic interests of the
Chinese party-state, but also towards

fulfilling its political interests.

Outbound investment (state and private)
is regulated by various governmental
bodies and subject to relevant government
guidelines and regulations. Prior to 2014,
all outbound investment required approval
by the National Development and Reform
Commission (NDRC) or the Ministry of
Commerce (MOFCOM). In early 2014,
coinciding with the beginning of the BRI
era, the Chinese government liberalised
regulation on outbound direct investments,
such that most investment was only required
to be registered. Approval was still required
for investments to “sensitive” countries or
in "sensitive" sectors, which included large-
scale land and resource development,

telecommunications, and media*.

Since November 2016, however, the Chinese
government began to tighten controls once
more. This has included stricter control over
offshore remittances of funds and restricting
transactions financed by foreign currency
loans from outside of China and secured
by onshore assets and renminbi funds.

Following these controls, a 46% decline in

outbound direct investment was recorded by
MOFCOM in the first half of 2017%. Then, in
August 2017, the Opinions on Further Guiding
and Regulating Outbound Investment (the
Guidelines) were jointly issued by the National
Development and Reform Commission, the
Ministry of Commerce, the People's Bank of
China and the Ministry of Foreign Affairs.
The Guidelines classify overseas investments
into three categories; encouraged, restricted
and prohibited investments. Belt and Road
investments are amongst those which
companies were encouraged to invest
in, along with investments that support
production capacity, strengthen high-tech
cooperation and cooperation in agriculture.
Meanwhile investments in real estate,
hotels, entertainment and sports clubs were
restricted, and investments involving export
of military industrial technology, gambling or
investments that may harm China's national

interests were prohibited.

These new restrictions and scrutiny
of overseas investments by the Chinese
government further curbed some overseas
investment activities and led some
divestment. The Dalian Wanda Group and its
investments in the entertainment industry
in the US and Europe is one of the more high
profile examples of a company to come under
increased scrutiny by the Chinese government
and to be hit by new restrictions, which it
was found to have breached, prompting it to
sell off over US$9 billion of its assets. Other

companies placed on China's watch list have
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included the Anbang Group, HNA Group,
Fosun Group and CEFC China®.

This issue of capital flight has become a
growing concern for the Chinese government,
prompting some of the increased restrictions
and stronger capital controls that have led
to a decline in and cancellation of some
overseas investment deals, especially non-BRI
investments. Nevertheless, as the Panama
papers revealed, current and former top
leaders in China are amongst those who
have moved their wealth abroad through
the ownership of offshore companies. At
the same time that capital flight may be a
primary concern, the poor reputation and
growing backlash against some of China's
overseds investments might provide an
additional reason for the introduction of
tighter restrictions at a time that China
has upgraded the political importance of its

investments overseas.

Risky business

The behaviour of Chinese companies
operating overseas has been widely criticized
for either having little awareness of or acting
in disregard of local laws and regulations,
thereby sometimes resulting or contributing
to labour rights violations and environmental
destruction. Over the years, the Chinese
government, increasingly aware of the bad
reputation surrounding Chinese investors,
has issued a number of (often non-binding)
guidelines and, to an increasing extent,
regulations that partially cover these issues
to promote better practice by Chinese

companies operating overseas.

One example is the issuing of the “Nine
Principles"” to "Encourage and Standardise
Enterprises Overseas Investment” by
the Chinese State Council in 2005. The
principles say that Chinese companies
operating overseas should abide by local
laws, bid for contracts on the basis of
transparency and equality, protect the
labour rights of local employees, protect
the environment and implement Corporate
Social Responsibility”. More recently in late
2017, in line with the increasing attempts
to regulate Chinese investment activities
overseas, the government issued a Code
of Conduct for Overseas Investment by
Private Enterprises, while in March 2018 the
new Administrative Measures for Overseas
Investments by Enterprises came into effect,
notably expanding, amongst other aspects,
the scope of earlier measures such that
they also applied to Hong Kong, Macau and
Taiwan enterprises controlled by domestic
enterprises or persons. Although sometimes
lacking in explicit mention of labour
rights, such regulations and guidelines do
consistently require that legal requirements
be met, social responsibilities fulfilled, and

the environment protected.

In addition to infringements of local laws
and standards, in some instances risky or ill
planned investments have also led to a failure
to deliver, and some Chinese companies and
projects have fallen through. This not only
has the potential to contribute to a poor
reputation in the country concerned, risky
investments are also potentially economically
detrimental from a Chinese perspective. In
2015 even official Chinese media reported

that, "a large portion of China's current




investment abroad have failed to meet
expectations, as they are either stalled, over

n3g Gnd

schedule or suffering financial losses
that since 2005 more than US$250 billion
in overseas investment had failed. Indeed,
according to Chu Yu, a professor at the
University of International Relations, Chinese

banks have, “limited experience in assessing

the risks in foreign-related projects”,
compared to US, European and Japanese
banks and this is one reason why they may
charge higher interest rates®. Potentially
higher interest rates of course heighten risks
that some countries may suffer from debt

distress.

This report

In view of the potential limitations and
risks from China's overseas investment
strategy, this report aims to look at some of
the key issues that have emerged following
the upgrading of the political significance
of Chinese overseas investment to the
Chinese party-state that was signaled with
the launch of the BRI. After first providing
a brief overview of the routes of the Belt
and Road themselves, the rest of this report
considers two important mechanisms which
have aided China's investment overseas and
its international expansion - its financial
institutions and the Hong Kong Special
Administrative Region. It also examines three

examples of strategic Chinese companies

that have significant overseas investment
and then focuses on China’'s investments
in the Belt and Road regions of Asia, Africa
and an example from Europe (Germany). In
providing an overview of some of the issues
involved related to these aspects of Chinese
overseas investment and the consequences
for recipient countries and the people and
environment, it is hoped that awareness
can be raised with a view to coordinating
further discussion amongst civil society and
developing tools to assist environmental
protection, the defense of the rights of those
negatively impacted, and the search for

viable alternatives.
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Spotlight on Belt and Road Routes

The BRI is comprised of six land based economic corridors as well as the 21st Century Maritime

Silk Road. The 6 Economic Corridors include:

1. The New Eurasian Land Bridge
2. The China - Mongolia - Russia Corridor

3. The China - Central Asia - West Asia Corridor

4, The China - Indochina Peninsula Corridor

5. The China - Pakistan Economic Corridor

6. The Bangladesh - China - India - Myanmar Corridor

1. The New Eurasian Land Bridge

The New Eurasian Land Bridge refers
to a series of railway lines running for
approximately 7,500 miles (12,000
kilometres), or further (for instance on the
route to Madrid), connecting China and
Europe. There is some degree of variation to
the exact routes that supposedly form a part
of this connection, which comprises existing
(prior to the BRI) as well as newly constructed
railroads. However, the connection is

generally said to involve the rail link between

Yiwu in Zhejiang province, Eastern Chinag,
and Duisburg in Germany; Yiwu and Madrid
in Spain or Yiwu and London in the UK (since
January 2017), although Chinese official
media has sometimes described the route
as running from Lianyuangang in Jiangsu
(also Eastern China) to Rotterdam in the
Netherlands. The journey from China to
Europe takes about two weeks, passing
through Kazakhstan and Russia, and is used

for the transportation of freight.




There has been a remarkable rise in
intermodal rail freight traffic between China
and Europe since the launch of the BRI. In
November 2018, China Railway Corporation
(CRC) reported that more than 3000
container trains had travelled between
China and Europe since 2017, exceeding
the total number that had run between
these destinations in the previous six years
combined®. Nevertheless, the corridor has
been criticized for lacking economic sense. It

is more expensive than sea transportation,

Duisburg Intermodal Terminal (DIT) container terminal at the end of the Chongqing-Duisburg route.

lacks climate control and more than half
of the containers return to China empty as
there is a big disparity between eastbound
and westbound freight. The route also
suffers from a break of gauge along the route
between the standard gauge used in China
and Europe and the Russian gauge used in
CIS states, which means that containers
have to be physically transferred using truck
mounted cranes between railway cars at
the China-Kazakh border and again at the

Belarus-Poland border®.

Photo: Globalization Monitor.

2. The China - Mongolia - Russia Economic Corridor

The aim of this corridor is to strengthen
trade between China, Russia and Mongolia
by modernising infrastructure connections
and developing Mongolia as a hub linking
China and Russia. Adopted in 2016, the three
countries agreed to implement 32 projects
under its framework. Amongst major planned
projects is the China-Mongolia Cross-border
Economic Cooperation Zone, a zone which
covers from Erenhot in Inner Mongolia, Chinag,

to Zamiin Uud in southeastern Mongolia (9

square kilometres on each side of the border).
In September 2017, China 22MCC Group,
an SOE that is a wholly-owned subsidiary
of super conglomerate China Metallurgical
Group Corporation (MCC), signed an
agreement to construct infrastructure on
the Chinese side consisting of underground
pipelines, office buildings, roads and plants,
and to operate the facilities for 13 years
after the completion of construction. Total

investment in the project was US$125 million
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dollars. It was expected to take two years
to complete®. However, in July 2019, a China
Daily report quotes the deputy director of
Erenhot's bureau of commerce as saying that,
"We plan to complete the construction of the
3-square km core area by 2020"*“. Another

major project for the corridor is the Northern

Railway Corridor which aims to extend the
rail network connecting Mongolia with Russia
and China. A long-discussed initiative, the
railway will also facilitate the sending of
mining products from Russia to China and

finished goods from China to Russia.

Source: Global Infrastructure Connectivity Alliance

Many of the plans for the corridor are
yet to be completed and some delays have
been reported in its progress, for instance
concerning some of the proposed rail
routes. Meanwhile old plans that had yet
to be implemented have been renewed.
One example concerns the construction of
a highway bridge across the River Amur
connecting Hebei in northeastern China
to Blagoveshchensk in Russia’'s Far East
(previously the crossing could only be made
by ferry). The agreement to construct the
bridge had originally been signed in 1995 but

little progress was made, and it subsequently

became incorporated into the BRI as a
flagship project. Construction officially began
in 2016 and was scheduled for completion
by October 2019, however a report from The
Diplomat from late 2018 found that most
locals were unaware of the bridge and that
progress was seemingly slow, especially on
the Russian side®. Nevertheless, one year
later, Russian officials reported that the
bridge had been completed and would open
in 2020. The bridge is intended to increase
freight traffic and agricultural products

transported between the two countries®.




For Mongolia, despite slow progress in
some areas along this corridor, in 2019,
when Chinese Premier Li Kegiang met with
President Khaaltma Battugla of Mongolia,
commitments to advance the construction
of the Mongolia-China-Russia Economic

Corridor were again emphasized”. As a

landlocked country, investment in road
and rail infrastructure is potential very
advantageous to Mongolia. Nevertheless, a
potential danger for overreliance on China
has been identified, with around 80% of
Mongolia's export volumes (mostly copper,

coal and gold) already going to China®.

3. The China-Central Asia-West Asia Economic Corridor

(CCWAEC)

The CCWAEC: source OBOReurope

The CCWAEC is central to the new Silk
Road and is significant for largely following
the path of the ancient Silk Road, linking
China and the Arabian Peninsula. It starts
from Xinjiang in China and crosses five
Central Asian countries (Kazakhstan,
Kyrgyzstan, Tajikistan, Uzbekistan and
Turkmenistan) and 17 countries and regions
in West Asia (including Iran, Saudi Arab and
Turkey)®. The significance of Central Asia for
the BRI was evident when Kazakhstan was
chosen as the location for Xi Jinping to first

announce plans for the initiative in 2013.

The route is significant as it crosses the

natural resource rich Central and West Asia

region. Developing infrastructure therefore
helps to facilitate transportation of these
resources. Indeed, a major aspect of plans
for the corridor include road and railway
construction. There are also geopolitical
implications however; not only has Russia
historically been a prominent player in
Central Asia but, especially considering the
resource richness of the region, the United
States is also another competitor with an
interest. Exerting greater influence in a region
at its border in view of these two significant

competitors may be advantageous to China.

Some projects such as the Wahdat-

Yovon railroad in Tajikistan and the Angren-
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Pap Tunnel in Uzbekistan, both of which
were built by Chinese railway construction
companies have already been completed and
opened to traffic®. Nevertheless, despite the
importance of this corridor to the new Silk

Road, a 2018 research paper published by the

Development Research Centre for China's
State Council found that construction of the
corridor was difficult to push forward rapidly
due to national and objective conditions of

Central Asian and West Asian countries®.

4. The China-Indochina Peninsula Economic

Corridor (CICPEC).

The China-Indochina Peninsula Economic Corridor. Source: HKTDC

The Indochina economic corridor connects
ASEAN countries, thereby acting to further
regional integration in Southeast Asia. In
this respect, it represents a continuation
of China's push towards greater trade
with ASEAN countries. Already in 2010, the
China-ASEAN Free Trade Area (CAFTA)
was launched and bilateral trade has been
growing significantly since then. Between
2009 and 2014 it increased at an average
annual rate of 18%%. A deal to upgrade the
CAFTA, covering areas including goods,
services, investment, and economic and
technological cooperation with the aim of
increasing bilateral trade to 1 trillion US
dollars by 2020 was then signed by China and
ASEAN in November 2015.

As in the case of the other economic
corridors, many existing projects in the
countries concerned have been reclassified
under the umbrella of this project. One
example is the Preah Vihear-Kaoh Kong
Railyway in Cambodia. Plans for this 405
kilometre railway line date back to at least
2010 when the China Railway Group and
Cambodia Iron and Steel Mining Industry
Group (CISMIG) announced a joint venture
to build a line connecting a planned steel
factory in Preah Vihear with a new port in
the Gulf of Thailand®. In 2013, the project,
which was described as the, “biggest
infrastructure project in Cambodia's history”,
received criticism from locals and civil society
due to lack of publicly available information
and dialogue as well as concerns about

the potential negative impacts on locals




of mining activities carried out by CISMIG
connected to the project™. Although the plan
then subsequently stalled due to funding
problems, it was picked up again with the BRI
and classified as part of the CICPEC.

Within China, Yunnan and Guangxi, both
provinces that border Southeast Asian

countries, play a significant role for the

CICPEC. The planned Nanning-Pingxiang
high-speed railway line in Guangxi province
is seen as a step to facilitate this corridor, as
the route will go on to connect with railway
lines in Vietnam and eventually to a network
that will extend to Singapore. The Nanning to
Chongzuo section of the line is expected to
open in 2021,

5. The China-Pakistan Economic Corridor (CPEC)

China-Pakistan Economic Corridor Map

TURKMENISTAN

Thakot
Kabul 5y
e g _® Peshawar
AFGHANISTAN Abbittabad > AL
Istamabay K
o '“-AC\L
Lahore @
Quetta® ! .'ﬁ:;:;n Major road
; Lescal road
PAKISTAN
Internatanally
recognised
Country border
Desputed border
F Desputed area
®'sukkir
</J INDIA
& Nawabshah o
Liarigy B
| et =5 L ]
e 1) ¥ Karachi~J" Hyderabad
Gwadar Quasnm@ o 340 km
port ROt :_afachl i source: IHS
b D 2015 IHS: 1640218

Source: Journal of Commerce

Initial plans for the China-Pakistan
Economic Corridor (CPEC) predate
those of the BRI, however they have been
revitalized and given renewed impetus
under it. The corridor, which involves a series
of infrastructure projects linking the two
countries, runs for 3,000 kilometres from
Kashgar in western China to the port of
Gwadar in Pakistan. Along the corridor huge

infrastructure projects, including roads,

railways and power plants and an optical
cable fibre network are either being planned
or built and largely funded by Chinese
capital and loans. The further development
of Gwadar Port, a deep water sea-port,
which lies at the end of the corridor is one
important component (see Part 7 for further
details). In addition to infrastructure and
transportation networks, the plan for CPEC

also involves agriculture projects.
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The total value of the CPEC projects was
estimated to be US$62 billion in 2017. While the
corridor provides many potential opportunities
for Chinese enterprises and facilitates China's
access to resources and transportation
networks, and Pakistan's government has also
promoted it as beneficial to Pakistan, CPEC
has been widely criticized for the risks that
it potentially poses to Pakistan, especially

concerning the debt burdens it may pose and

the risk of leaving it trapped in a state of
dependency on China. Concerns for people
and the environment have also been raised
including those related to displacement,
negative impacts on livelihoods, destruction
of farmland and expansion of coal power®.
At the same time, the security risks involved
with the corridor also pose threats to some
of its projects and those working on them

(both local and Chinese workers).

6. The Bangladesh - China - India -

Myanmar Corridor (BCIM)

This 2,800km corridor aims to connect Kunming in the East of China with Kolkata via Dhaka in

Bangladesh and Mandalay in Myanmar. It aims to strengthen transportation and infrastructure

networks and to increases interregional trade.

Source: Belt and Road News

The corridor faces significant barriers to its
progress due to tensions between China and
India, however. Despite this corridor involving
Indiq, it is important to note that India has
never firmly committed to the BRI. Indeed,
with the CPEC passing through disputed
Kashmir, the BRI has been a source of tension
between China and India on top of existing

territorial and economic rivalries.

In 2019, following China's second Belt and
Road summit (which India did not attend), it
was reported that this corridor might have
been dropped from the list of projects under
the BRI, as it was not included in the list of
projects in the annex of the summit's Joint
Communique of the Leaders' Roundtable®.
Despite this, plans for a BCIM itself have not
been entirely dropped and India did attend




the 13th BCIM forum in Kunming later in the
year. Indeed, it would seem that India sees
some degree of economic importance to the
corridor and may simply not want it to be
a China dominated project. India has also
reportedly taken the view that as the BCIM
predates the BRI it cannot be a part of it™.

The New Maritime
Silk Road (MSR)

The MSR aims to transform deep-sea
trade from southern China to Southeast
Asia through to Africa and Europe. Like the
Silk Road Economic Belt, the MSR involves
infrastructure development, only this time it is
sea based and it involves ports and shipyards.
The original plan aims for the MSR to consist
of three "blue economic passages”: the
China-Indian Ocean-Africa-Mediterranean
Sea Blue Economic Passage, the China-
Oceania-South Pacific Blue Economic
Passage, and a passage to Europe via the
Arctic Ocean. In addition to the development
of trade, an additional advantage of the MSR
is to protect China's control over key sea
trade routes and to guarantee uninterrupted

import of raw materials.

One difference that has been highlighted
between the MSR and the Silk Road
Economic Belt is that MSR routes have largely
been operating for a long time (although
construction and expansion of more ports
along these routes is planned), whereas the
land-based roads and railways required for

the SREB corridors are less developed®.

The New Maritime Silk Road was first

announced by Xi Jinping in Indonesia in 2013,

and for China, Southeast Asia is an especially
important region for the MSR in furthering
regional connectivity as well as its geopolitical
influence. The establishment of a Maritime
Silk Road Investment Fund and a Maritime
Silk Road Bank to help fund Maritime Silk
Road projects have also been mentioned in

literature discussing the Maritime Silk Road.

The Silk Road Extended

While the six economic corridors and
maritime silk road were all parts of the BRI
when it was first launched, China has since
extended the application of the term Silk
Road to broader ambitions. In 2018, for
instance, the Chinese government presented
the idea of a Polar Silk Road in its White
Paper on Arctic Policy®. The paper states
that China hopes to work with other BRI
parties to develop Arctic shipping routes
and that it encourages its companies to
participate in infrastructure construction for
these routes. While the paper also presents
the intention of working with Arctic states
to explore clean energy in the region, it
nevertheless encourages Chinese companies
to participate in the exploration of oil, gas
and mineral resources, ("on the condition of
properly protecting the eco-environment of
the Arctic") thereby continuing to expand

polluting forms of energy.

The application of the Silk Road even
extends beyond the land and sea. It has also
launched a Space Silk Road with the aim
of BRI states subscribing to use of China's
Beidou satellites for precision navigation and
timing. Meanwhile the Digital Silk Road aims
to expand Chind's role as a global provider of

digital infrastructure.
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Having previously itself been a major
recipient of ADB financing, China's own
cross-border lending has continued to grow
in significance with the launch of the BRI.
Indeed, many Chinese banks and financial
institutions are responsible for providing
loans to finance infrastructure investments
in BRI, as well as other, countries and
are therefore important for ensuring the
initiative's viability. The loans provided vary
in nature, from those that are interest free
to loans repayable at fully commercial rates.
However exact information on the details
and scale of lending are often difficult to
obtain as the Chinese banks, as well as
debtor countries, often do not report them in
a systematic manner or disclose full details

of agreements.

It should be noted that Chinese lending
sometimes mistakenly gets classified as aid
or development assistance®. While China
does provide grants and soft loans that
might be classified as aid, it generally does
not distinguish between different types
of financial flows. This means that what
is often described as aid does not always
meet OECD criteria for aid (also defined as
Official Development Assistance or ODA)®.
This lack of distinction means that China is
sometimes presented as one of the world's
largest donors, whereas in reality this might

be a dubious claim. According to a 2017

study by AidData, between 2000 and 2014,
China gave or lent US$350 billion. While
US$75 billion was in the form of grants
or concessional lending, the remainder
consisted of non-concessional loans®. Many
of these non-concessional loans may have
higher interest rates and shorter maturities
and have commodity revenues as collatera®l.
The AidData study also found that China's
non-concessional lending has not impacted
on recipient countries’' GDP and instead
appeared to have acted as subsidies for
Chinese companies, as well as to benefit
local elites®. In other words, these loans
are not necessarily benefiting the countries
concerned beyond the local elites, although
many loans are beneficial to the interests
of Chinese companies operating overseas.
According to another report, outstanding
loans to China by overseas countries amount
to more than US$700 billion today. Moreover,
half of loans to developing countries are
"hidden”, meaning that the World Bank and

IMF do not have data on them®.

Financial institutions

Various Chinese or Chinese initiated
financial institutions have been utilised
by the Chinese government and Chinese
companies for projects associated with
overseas investment and economic activities,

including those related to the Belt and Road




initiative. These include new multilateral
institutions initiated by China, Chinese policy
banks, Chinese state-owned commercial
banks, state backed investment funds and
other investment companies. The following
section provides short profiles of some of
these institutions and their significance for

Chinese overseas investment activities.

Policy banks

The policy banks, especially the China
Development Bank (CDB) and the Export-
Import Bank of China (Exim) have been
the leading institutions operating overseas
in support of the 'going out strategy' and
have been China's main source of overseas
lending. Under the direct jurisdiction of the
State Council, China's policy banks were
established in 1994 with the aim of advancing

China's economic policies.

Since the announcement of the BRI, the
Chinese government has injected significant
amounts of additional capital into both CDB
and Exim. Already, by the end of 2016, these
two banks had together provided $200 billion

in loans to the BRIY.

China Development Bank (CDB)

The CDB is China's largest overseas lender.
By the end of 2018, the bank had a total
foreign-currency denominated loan balance
equivalent to US$250 billion and cross-border
RMB loan balance of 95.7 billion®.

Founded as a policy bank to support China's

economic goals, CDB was incorporated as

China Development Bank Corporation in
2008. It is a Global Fortune 500 company.
As of 2018, its main shareholders were the
Chinese Ministry of Finance (36.54%), Central
Huijin Investment Ltd (an SOE) (34.68%),
Buttonwood Investment Holding Company
Ltd (a company solely funded by the state
administration of foreign exchange) (27.19%),
and the National Council for Social Security
Fund (1.59%). The bank raises capital by
issuing bonds to institutional investors and
foreign markets®” and has been a major lender
supporting development and infrastructure

projects domestically and internationally.

It now describes itself as the world's
largest development finance institution™, and
has stated that it has the leading position
among Chinese banks in terms of overseas
financing. Besides 41 branches in the Chinese
mainland, CDB has considerable international
presence with branches or representative
offices in HK, Cairo, Moscow, Rio de Janeiro,
Caracas, London, Vientiane, Astana, Minsk,
Jakarta and Sydney. One of its subsidiaries,
the China-Africa Development Fund (CAD
Fund), was established in 2007 and was
the first Chinese equity fund dedicated to
investments in Africa. Another international
initiative by CDB in Africa is the Investing in
Africa Think Tank Alliance (IATTA), which it
initiated in 2015 with the endorsement of the
World Bank and several countries in Africa
to support investment and development in
Africa.

In line with advancing China's policies
towards expanding investments overseas,
following the announcement of the BRI in
2013, CDB planned to reserve more than
US$890 billion for the development of more
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than 900 BRI projects. In 2016 it provided
loans totalling US$12.6 billion to support
the BRI, especially targeting infrastructure
connectivity, production capacity, equipment
manufacturing and overseas industrial
parks. Nevertheless, the bank's lending so
far to support the BRI, while significant,
has still been substantially less than initially
pledged. By the end of 2017, it had so far lent
a total of US$110 billion to BRI countries,
and by the end of 2018 it claimed to have
made an equivalent of RMB466.5 billion loan

commitments”.

In considering the banks international
lending overall, it should also be noted that
despite its significant overseas lending,
in 2018 locations “"outside the Chinese
Mainland” accounted for only 2.25% of CDB's
outstanding net loan balance™. In other
words, this amounted to only a tiny fraction
in comparison to domestic loans. Amongst
recent notable projects, in 2018, CDB
provided loans to support the Zhuhai link
road of the Hong Kong-Zhuhai-Macau Bridge,
the Shymkent Oil Refineries Upgrading
Project in Kazakhstan, the Hengyi Pulau
Muara Besar Petrochemical Project in Brunei
and the Jakarta-Bundang High-speed Rail in
Indonesia. It is also notable that Venezuela,
has been loaned a significant proportion of
CDB overseas loans (US$40 billion between
2008 and 2013), with much of the lending

based on oil for loans agreements”.

As an institution designed to advance
Chinese state policy, representatives from
the bank have sometimes by quoted as
saying that it is not seeking to maximise
profits™. However, in discussing lending to BRI

projects, then CDB Chairman, Hu Huaibang,

was reported to have stated that profitability
was the first criterion when assessing which

projects to fund”.

CDB has also been linked to a major
corruption case. In July 2019, then CDB
Chairman, Hu Huaibing, was place under
investigation for serious violations of
Communist Party discipline in what has
become one of China's most high profile
recent anti-corruption cases in the financial
sector. Ha had only recently stepped down as
Chairman in September of the previous year.
In January 2020 he was expelled from the
Chinese Communist Party and in February
he was arrested. According to Chinese
media reports, Hu had helped fuel the rise
of two Chinese conglomerates, CEFC China
Energy Co. Ltd. and HNA Group Co. Ltd, by
helping obtain billions of dollars in dubious
credit. CEFC's credit driven expansion saw
the energy company amass a wide range of
assets around the world, including in Europe,
Asia, Africa and the Middle East™. CEFC's
Chairman Ye Jianming was placed under
investigation for economic crimes in 2018
and the company was declared bankrupt
in April 2020.

The Export-Import Bank
of China (Exim)

Like CDB, Exim bank of China is under
the jurisdiction of the State Council and
designed to further the Chinese government's
economic goals. Unlike CDB, which supports
China's economic and social development
strategies more generally, Exim's focus is
more specifically to support China's foreign
trade, investment and international economic

cooperation.




In addition to 32 branches in mainland
China, it has a representative office in Hong
Kong, a branch in Paris, and representative
offices for Southern and Eastern Africa,
St. Petersburg and Northern and Western
Africa. Its main shareholders are the Ministry
of Finance (10.74%) and Buttonwood
Investment Company Ltd. (89.26%).

In 2018, the bank had an outstanding
balance of foreign trade loans of
RMB10765.28 hundred million, an outstanding
balance of cross-border investment loans of
RMB2725.65 hundred million, an outstanding
balance of international cooperation loans
of RMB8861.78 hundred million, and an
outstanding balance of loans for supporting
greater openness of RMB11398.99 hundred

million”.

In 2016, the bank described its aim as
giving priority to the BRI and supporting
China's efforts to, "build a community
of shared destiny with its neighbours”,
continuing to provide loans to African
countries, boosting cooperation with Europe
(especially Central and Eastern Europe), and
continuing to explore US and Latin American
markets. Among major projects that the
bank has recently helped to finance include
the Abuja Light Rail in Nigeria (West Africa's
first light rail), the Kampala-Entebbe Airport
Expressway in Uganda, the Hanoi Urban
Railway, the Jujuy Photovoltaic Power Plant
Project in Argentina, the China-Railway
Express (helping to transport freight from
Central Asia and Europe) and the Hong Kong-
Zhuhai-Macao Bridge.

The bank is also the, "designated institution

to implement the Chinese Government

Concessional Loan and Preferential Export
Buyer's Credit". According to the bank’'s
annual report, by the end of 2018 the bank's
concessional business covered 90 countries
in the ASEAN, South Asia, Central Asia, West
Asia, Africa, Latin America and the South
Pacific, helping to improve infrastructure,
the investment environment and living

standards™.

In view of the potentially heavy debt
burden resulting from substantial banks
loans, Exim has reportedly imposed a debt
ceiling for each BRI country. Indeed Sun Ping,
Vice Governor of Exim, is reported as having
said, "For some countries, if we give them
too many loans, too much debt, then the
sustainability of its debt is questionable"”.
Nevertheless, the bank has lent money to
projects in countries experiencing significant

debt issues, for instance to Zambia.

State —owned commercial banks

China's state-owned commercial banks
(especially the "big four": the Bank of Chinaq,
Industrial and Commercial Bank of China
(ICBC), Agricultural Bank of China, China
Construction Bank) are also financing and
have agreements related to BRI projects.
Many of the commercial banks have
expanded the number of overseas branches
and offices in recent years coinciding with the
BRI. Already, by the end of 2016, China's three
largest state-owned commercial banks were
reported to have lent US$225.4 billion to BRI
projects®. Nevertheless, these banks differ
to the policy banks in that funding is entirely
commercial. According to ICBC president,
Gu Shu, "If we do not do these projects on
commercial terms, it will be unsustainable

and we cannot be a part of it." By September
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2017, this bank was taking part in 212 BRI
projects with credit facilities exceeding US$67
billion®. Some of these banks have been more
cautious about their overseas investments
and hesitant to take on overseas projects

alone®.

State-backed Investment
Funds and Companies

In addition to loans from the policy
banks and commercial banks, the Chinese
Government has also set up or backed
several funds to support overseas investment
and the BRI. The Silk Road Fund is amongst
the most high-profile funds set up specifically
to support the BRI. It was established in
December 2014 with investment from the
State Administration of Foreign Exchange
(65%), the Export-Import Bank of China
(15%), the China Investment Corporation
(15%) and the China Development Bank (5%).
The fund, which started with a total capacity
of US$40 billion®, supports, "infrastructure,
resources and energy development,
industrial capacity cooperation and financial
cooperation in countries and regions involved
in the Belt and Road Initiative"®. The fund's
first overseas investment was agreed in
2015 and concerned investment in the Karot
Hydropower Project and other projects as

part of CPEC in Pakistan.

The China-ASEAN Investment Cooperation
Fund (CAF) is another fund that is expected
to provide increasing support to the BRI.
Established in 2010, the fund targets
investment in infrastructure, energy and
natural resources, and China aims for it to
help deepen cooperation between itself and

ASEAN countries. China's Exim bank was the

main sponsor contributing the most starting
capital to the fund, but other investors,
including the World' Bank's IFC, have also
contributed to and hold equity in the fund.

Other funds include the China Insurance
Investment Fund, the Silk Road Gold Fund,
the China-Central and Eastern Europe
Investment Cooperation Fund, the China-
Africa Fund for Industrial Cooperation, and
the Green Ecological Silk Road Fund to name

just a few.

In addition to the funds mentioned above,
support for China's overseas investment
strategies including the BRI have also come
from investment companies such as the
CITIC Group. The CITIC group was founded in
1979 and is one of China's large state-owned
conglomerates. In 2015, the company said
that it would invest more than 700 billion
yuan (US$112.79) to support the BRI, with

investments going to about 300 projects®.

Private and Overseas Capital

The Chinese government has also been
trying to encourage the participation
of private capital in the BRI. However,
the Maritime Silk Road Bank, set up by
the Maritime Silk Road Investment Fund
Management Centre (reportedly a private
capital company) is the only privately-
owned bank in China that make overseas

investments on behalf of the country®.

Of course, BRI projects have not been
exclusively financed by Chinese funding
sources (even if these may be the largest
driving forces). Overseas governments have

also raised funds to support or co-finance




Belt and Road related investments, while
overseas banks have been keen to capitalize
on opportunities arising from BRI related
business. HSBC, for instance, states that
it, "set a goal of being recognised as the
leading bank for BRI in its June 2018 Strategy
Update"?. Meanwhile, Standard Chartered
is amongst global institutions that have
signed a Memorandum of Understanding
with China Development Bank to facilitate
trade and investment related to the BRI. In
Kenyaq, its subsidiary has pledge to support
Chinese firms establish and expand their

local operations®.

Multilateral institutions
initiated by China

Coinciding with the political upgrading
of its economic expansion overseas, China
has recently been involved in establishing
two new multilateral financial institutions,
the Asian Infrastructure Investment Bank
and the New Development Bank. While,
as multilateral institutions, loans and
investments from these banks should not be
considered ‘Chinese’ loans, and while these
institutions are not designed to officially
favour Chinese investments, they have been
expected to be a potentially significant
source of financing for BRI projects, and
Chinese companies are expected to benefit
significantly from contracts related to their
lending (on the grounds of experience and

competitive pricing).

The Asian Infrastructure
Investment Bank (AlIB)

Proposed by Xi Jinping on his state visit
to Indonesia in 2013 at the same time that
he also set out plans for the 21st Century
Maritime Silk Road, the AlIB might be
considered especially important to the BRI.
Having opened in 2016, with 57 countries
joining as founding members and an initial
authorized capital of US$100 billion, the
AlIB is headquartered in Beijing and can
be seen as a China led initiative helping to
enhance China's global status and indirectly
contribute to the fulfillment of its economic
and foreign policy goals. Indeed, although
many countries have joined the AlIB as
members, China holds by far the largest
number of shares (approximately 30%) and
controls 26% voting share. The bank has also
been actively encouraged to take part in the

BRI by Xi Jinping.

By the end of December 2019, the bank
had approved loans or financing to 62
projects, at a total value of over US$13
billion. The majority of approved loans have
been provided to directly or indirectly finance
infrastructure projects in Asia, covering
areas such as energy (renewable and non-
renewable energies), transport, water,
telecommunications and urban and rural
development. So far, with 14 loans approved
to the country by the end of 2019, (rival) India
has been the greatest beneficiary of AlIB
financing, receiving more than US$3 billion in
loans or almost a quarter of all money lent by

the AlIB.

It is worth noting that at its founding
in January 2016 the AIlIB initially planned
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to lend US$10 to 15 billion per year for the
first five to six years of its operations, but
by September 2016 had issued less than
$6.4 billion in loans”, and so far lending has
been a lot less than that of similar financial
institutions. Between approving its first
loan in June 2016 up until September 2018
it agreed to lend just over US$5.2 billion in
total. By comparison, the Japanese led ADB
lent a two-year total of US$36.6 billion for
the years 2016 and 2017%°. AlIB lending has
also been significantly less than other major
existing multilateral development banks and
only a fraction of the overseas lending of

China's policy banks.

Given China's dominant role in the
institution, the AIIB has nevertheless
sometimes been portrayed as a regional
rival to the Japanese led Asia Development
Bank (ADB). Major economic rival the United
States has also expressed opposition to
the institution, viewing it as an attempt to
undercut not only the ADB but also the World
Bank, and has encouraged its allies to think
twice about their participation. China, on the
other hand, has been keen to emphasise that
the AlIB will complement the work of existing
multilateral financial institutions rather than
act as a competitor. Indeed, a large number
of projects to which the AlIB has provided
loans have been co-financed with existing
multilateral institutions such as the ADB,
World Bank, IFC, EIB. In this sense such loans
might not be viewed as competing with the
existing institutions but as having a degree of

shared interests.

Loans co-financed with other multilateral
institutions are also potentially significant for

the purposes of holding financial institutions

accountable for their lending. In the cases
involving co-financing, such loans usually
adopt or refer to the exiting institutions'
environmental and social impact assessments
as their criteria for approving the loan. For
loans, where the AlIB is the primary financial
institution, the AlIB's own safeguard policies
and procedures usually apply, including its
Environmental and Social Standards and

Environmental and Social Exclusion List.

The New Development Bank
(NDB)

The NDB, sometimes referred to as
the BRICS bank, is another relatively new
multilateral financial institution that can also
be considered as furthering China's overseas
investment and economic activity, while also
supporting domestic development projects.
Having opened in 2015 and headquartered in
Shanghai, this joint initiative between BRICS
countries aims to finance infrastructure
projects in the BRICS as well as other
emerging economies and developing
countries, with priority given to developing
renewable energy resources. By the end of
December 2019, the bank had approved
loans to 49 projects, with a total value of
almost US$14 billion. 7 of these projects
were categorized as “renewable energy” and
a further 5 as “clean energy"”. The greatest
number of projects were categorized as
“transportation” projects: 18 in total. Other
categories included sustainable development,
social infrastructure, and water, sanitation
and flood protection. So far, the bank has
only provided loans to projects in BRICS
countries. Of loans approved at this time, 14

had been awarded to projects in Ching, 13 to




India, 8 to Russia and 7 to both South Africa
and Brazil. Despite until now being limited
to BRICs countries, in 2019 bank president,
Kundapur Vaman Kamath, stated the
intention to expand membership gradually
and to mobilise funds for other emerging

economies and developing countries”.

Unlike the AIIB, in terms of governance
and management, China does not have
such a dominant role in the institution; each
of the BRICS country has an equal share
and each initially contributed $10 billion.
Another distinguishing feature of the NDB
is that, according to the NDB's procurement
documents, bids for contracts on NDB
projects are generally only open to NDB
member countries” and so currently this
only includes BRICS countries. This might
be deemed advantageous from China's
perspective since it increases the chance of
Chinese companies being awarded contracts
for development projects financed by the
NDB.

Like the AIlIB, the NDB has been viewed
as a potential rival to the World Bank, IMF
and other existing multilateral institutions,
meanwhile for some it has also been
viewed as offering an alternative to these
institutions that have failed to reform and
give a greater voice to developing countries.
Nevertheless, not only is it much smaller
in scale and remit, the bank has also been
expected to work with the World Bank and
other institutions to co-finance development
projects. So far, however, this appears to be
much less extensive than AlIB co-financing
with other multilateral institutions or fewer

details are provided about other lending

institutions acting as project co-financees.
It is also more common for the NDB's own
Environmental and Social Framework (ESF)
to be referred to directly as the framework
for social and environmental standards and
mitigation of adverse impacts than in the

case of projects financed by the AlIB.

Social Responsibility and
Environmental Protection

Many Chinese banks and institutions
have their own social responsibility and
environmental protection guidelines for
loans and investment. CDB's guidelines, for
instance, require projects to comply with
local laws and procedures and to report on
environmental monitoring efforts (which
are not made public) to see if environmental
protection requirements have been met.
The bank is also a member of the United
Nations Global Compact and has pledged to
observe the Universal Declaration of Human
Rights, the International Covenant on Civil
and Political Rights and the International
Covenant on Economic, Social and Cultural

Rights.

The China Banking Regulatory
Commission's (CBRC) Green Credit
Guidelines issued in 2012 also apply to the
policy and commercial banks and requires all
banking institutions to, “effectively identify,
measure, monitor and control environmental
and social risks associated with their
credit activities, establish environmental
and social risk management system, and
improve relevant credit policies and process
management.” These environmental and

social risks:
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refer to the hazards and risks on

the environment and society that may

be brought about by the construction,

production and operating activities of
banking institutions’ clients and key
affiliated parties thereof, including

environmental and social issues related

to energy consumption, pollution, land,
health, safety, resettlement of people,
ecological protection, climate change, etc.
[Article 4],

More specifically for overseas investments,

Article 21 stipulates that:

Banking institutions shall strengthen

the environmental and social risk

management for overseas projects to
which credit will be granted and make

sure project sponsors abide by applicable

laws and regulations on environmental

protection, land, health, safety, etc. of the
country or jurisdiction where the project

is located.

Other opinions and guidelines set out by

Chinese authorities more recently have also
requested that Chinese entities participating
in international cooperation abide by relevant

local laws and regulations.

Yet, as has been often pointed out,
mechanisms for monitoring and enforcing

compliance with environmental and social

guidelines and regulations remain very

weak®, formal grievance mechanisms are

lacking, and public oversight is limited due to
lack of disclosure about project information.
CDB and Exim bank, for instance, do
not disclose basic project information
such as environmental and social impact
assessments, resettlement plans and
monitoring reports”™. Given some of the risks
posed by Chinese loans and investments
detailed in this report, the absence of
transparent disclosure and grievance
mechanisms give reason to be additionally
concerned about loans associated with these
institutions, and to question the substance
of any stated commitment to environmental

and social protections.

While multilateral institutions such as the
AlIB and NDB, might be easier to monitor,
especially where they engage in co-financing
agreements and adopt performance
standards of other international institutions,
this does not mean that these loans will not
have a detrimental impact for people and
the environment and should not be highly
scrutinized by civil society. Indeed, lending by
older international institutions such as the
World Bank and IMF has also gone towards
financing projects that have had destructive
environmental and social impacts and
contributed to harmful debt distress and
poverty through the imposition of structural
adjustment programs. This has sometimes
encouraged developing countries to look
elsewhere for investment and loans in the

first place.
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Part 4:

Hong Kong's role in Chinese
overseas investment

Hong Kong has long played a critical role
in mainland China's development strategies
and facilitated its global economic rise.
Despite some greater diversification more
recently, the city has continued to be
the most important location for China's

outbound investment.

Since the beginning of the 1980s, China
began to export small sums of capital to
Hong Kong for both political and economic
reasons, such as to win over the support of
Hong Kong capitalists before the handover,
as well as to aid Chinese companies to use
Hong Kong's experiences to learn Western
management, trade and technology skills.
Then, in the late 1980s, as mainland China's
domestic market reform deepened and
central control was gradually relaxed,
there was an increasing desire to make
money. This period led to a lot of “window
companies” of mainland companies being
set up in Hong Kong. Corruption, bribery, the
misappropriation of public funds and other

irregularities were common in this period®.

In the 1990s, investment continued to pour
into Hong Kong as the Chinese government
promoted outbound FDI to Hong Kong, and
Chinese provincial governments bought shell
companies and floats in the Hong Kong stock
market”. The 1990s also saw the growth of
underground banking networks, which have

continued to provide a channel for capital

flight since then, as wealthy Chinese people

seek to move their money overseas™.

By 1993, China had become the number
one investor in Hong Kong, with investment
amounting to US$20 billion”. Round tripping
of investments, whereby Chinese capital is
sent to Hong Kong so that it can re-enter
China as FDI and receive the preferential
treatment afforded to foreign capital,
has been a significant phenomenon since
this time. Benefiting Chinese capital, this
has contributed to the high proportion of
investment directed to Hong Kong as a part
of China's overseas direct investment figures,
and some might describe it as distorting
the figures. Estimates continue to place the
proportion of Chinese capital involved in
roundtripping at about 40%, or between 30-
50%, with a large amount of this directed

through Hong Kong™.

Although many of the "window companies”
that had been set up in Hong Kong in the
early 1990s were hit by the Asian financial
crisis in the late 1990s, as mainland China
was not heavily hit due to its capital controls,
the Central and provincial governments were
able to rescue their window companies™ and
they have continued in their role as vehicles
to facilitate the growth of mainland Chinese

capital.
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Chinese capital has benefited from Hong
Kong's position as a major international
service centre. With Hong Kong's almost
unique position under 'one country, two
systems' having until recently allowed for
greater economic and political freedoms
than in the Chinese mainland, it has been
an attractive destination for both mainland
and international capital, offering a window
between the two locations and their doing
business with one another. As a result,
Hong Kong has become one of the world's
leading global financial centres, enhancing
opportunities for Chinese businesses,
including in their international expansion.
Subsequently, Hong Kong has also facilitated
the internationalization of the RMB and was
the world's largest offshore RMB clearing
centre in 2019, sharing about 75% of the

102

worlds RMB payments™.

The Closer Economic Partnership
Arrangement (CEPA), a free trade
agreement, which was signed between
mainland China and Hong Kong in 2003,
represented a further step aimed at
increasing trade and business integration.
The agreement and its subsequent
supplements promote the reduction and
elimination of tariffs, the liberalization of
trade in services and the promotion of trade
and investment facilities, allowing mainland
Chinese companies greater access to Hong
Kong's financial and business services and
Hong Kong companies greater access to the

mainland Chinese market.

More recently, Hong Kong has been

viewed as a tool in the advancement of

the BRI, having been designated a role by
China's National Development and Reform
Commission (NDRC) in its Vision and
Action plan for the BRI. The Plan for this
initiative explicitly states that, “We should
leverage the unique role of overseas Chinese
and the Hong Kong and Macao Special
Administrative Regions, and encourage them
to participate in and contribute to the Belt
and Road initiative"®. Echoing the mainland
government, the Hong Kong government
has similarly stressed the importance of the
initiative for the city. This role is one which
was then consolidated in December 2017
when Hong Kong Chief Executive Carrie
Lam signed an agreement with the NDRC
on 'Advancing Hong Kong's Full Participation
in and Contribution to the Belt and Road
Initiative'. The Hong Kong government has
also so far organized two Belt and Road
summits in Hong Kong targeting investors,
service providers, and project owners and
operators promoting business opportunities
in relation to the initiative. At the summit,
held in September 2017, at which around
3,000 participants were reported to have
attended, Secretary for Commerce and
Economic Development, Edward Yau, stated
that Belt and Road countries would be
given priority in the bilateral and plurilateral
agreements that Hong Kong is negotiating
with other countries and pointed to the
recent conclusion of the FTA with ASEAN
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as an example™. He also reported that
the Hong Kong government had proposed
an agreement with the NDRC (which was
subsequently signed in December that

year) and which would, “give a very detailed




description of areas that Hong Kong is good
at, and areas that we believe that Hong Kong
can serve the Belt and Road Initiative not just
for the country, but also for partners that will

be collaborating with the Mainland".

Related to this role for Hong Kong as
a part of the BRI, Hong Kong has been
integrated into plans for the Greater Bay
Area. First conceived of in 2011 in the Action
Plan for the Bay Area of the Pearl River
Estuary, in March 2017 the plan was officially
put forward in the Government Work
Report to the National People's Congress.
The mainland government's national
development plan for the Guangdong-Hong
Kong-Macao Greater Bay Area was then
unveiled in February 2019™. The "Greater
Bay Area” aims to integrate nine cities in
Guangdong, Hong Kong and Macau. The
Chinese government expects the GDP of
the area to reach US%$4.62 trillion by 2030.
According to plans for this Greater Bay Areq,
which remain vague about detail, Hong Kong
will consolidate its status as an international
finance, trade, transportation and aviation
hub and as an offshore Renminbi business
hub. Although first conceived of prior to the
BRI, the "Greater Bay Area" has subsequently

been described as a "gateway to the BRI".

The following sections provide some more
detail concerning the significance of Foreign
Direct Investment (FDI) and the Hong Kong
stock market in relation to Chinese Overseas
Investment, as well as discussing some of the
implications of mainland Chinese capital for

people in Hong Kong.

Foreign Direct Investment

Hong Kong is the world's third largest host
of FDI stock, largely as a result of the role the
city plays connecting with mainland China.
Mainland China represents both a major
source as well as major destination of Hong
Kong's total FDI. Part of the reason for this
is that, as described previously, Hong Kong
has played an important role for roundtrip
investments (after coming to Hong Kong,
mainland capital is then reinvested back into
mainland China) as well as a location for
channelling investment to other countries
overseas. While there are discrepancies in the
statistics concerning the exact figures of FDI
involved (perhaps due to differing reporting
criteria as well as capital flight), these
discrepancies do not detract from the overall
picture of the significance of Hong Kong as a

recipient and source of mainland FDI.

For many years, Hong Kong has received
by far the largest proportion of China's
total FDI flows and stock according to
mainland official statistics. At the end of
2018, Hong Kong accounted for 55.5% of
China's total FDI stock according to these
statistics. Meanwhile mainland China is Hong
Kong's second largest source of FDI stock,
accounting for 26.8% (HK%$4,121.6 billion)
in 2018, according to Hong Kong Census
and Statistics Department data, after the
British Virgin Islands which accounted for
31.9% (HK$4909.8 billion). In terms of direct
investment inflow, mainland China was
the largest source for Hong Kong in 2018,
with investment amounting to HK$296.6
billion. In 2018 the mainland's investment

($4,121.6 billion) in Hong Kong mostly went
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into, “investment and holding, real estate,
professional and business services" (78.6%);
“banking” (8.8.%); "construction” (5.7%); and
"import/export, wholesale and retail trades”
(2.6%)".

At the same time, in 2018 the mainland
was the most important destination for
Hong Kong's outbound FDI, receiving 40.6%
of the total. This amounted to HK$5,822.8.
billion, with a yearly outflow of HK$397 billion
and resulted in an income inflow of HK$497.7
billion'. Guangdong province received a
high proportion of outbound FDI, amounting
to 25.9% of Hong Kong's outward direct
investment to the mainland. In that year,
80.5% of Hong Kong's total global outward
FDI was in investment and holding, real
estate and business and services. However,
for Hong Kong's investment in the mainland,
information and communication services
accounted for 30.5%, followed by investment
and holding, real estate, professional and
business and services (24%), banking (13.3%)
and manufacturing (12.1%)'”. The role of
Hong Kong is so significant in this regard that
by the end of 2018, of all overseas projects
approved in mainland China, 46.3% were tied

to Hong Kong interests™.

Similar investment trends and proportions
to those presented here concerning Hong
Kong's investments from and in mainland
China in 2018 have been observed over
several preceding years. Nevertheless, as
highlighted in Part One, there has been a
small decline in the percentage of China's
total global FDI received by Hong Kong in
recent years, perhaps indicating a greater

diversification in the channels for Chinese

FDI. Nevertheless, the decline is still far from
representing a situation whereby Hong Kong
no longer plays a crucial role for mainland
Chinese capital, including in the pursuit of

oversedads exponsion.

Chinese capital and listings in
Hong Kong

The Hong Kong stock market has
been another extremely important
vehicle for Chinese companies and their
internationalization, and another reason
that Hong Kong has been an important
destination for mainland FDI. When the
Chinese government was debating opening
the mainland Chinese stock market in the
late 1980s, it looked towards Hong Kong.
Then, with Hong Kong's rapidly growing
economy in the 1990s, and with a market
capitalization more than eight times
China's foreign exchange reserve, Hong
Kong provided a good location for mainland
Chinese companies to gain access to capital

1

and investors™. Today, mainland Chinese
companies represent a significant proportion

of all companies listed in Hong Kong.

At the end of 2019, there were 1,231
mainland Chinese enterprises listed on the
Hong Kong stock market, including private
enterprises, "H share” and "Red Chip”
companies. Between them, these companies
had a total market capitalisation of about
US$3.4 trillion, or 73% of the market total™.
By the end of 2018, nine of the ten largest
IPO funds raised by newly Hong Kong listed
companies since 1986 were mainland Chinese
companies, eight of which were state owned

financial institutions and enterprises™. Then,




in November 2019, Chinese e-commerce giant
Alibaba raised US$12.9 billion in its IPO on
the Hong Kong stock market, representing
the largest IPO since AlA raised almost US18
billion in 2010.

Red Chip companies were (and continue
to be) an important type of company
listed on the Hong Kong stock market. Red
Chip companies are companies that are
incorporated outside of mainland China and
controlled by mainland government entities,
and include major Chinese SOEs, such as
China Mobile, Lenovo Group Ltd and COSCO
SHIPPING Ports Ltd. At the end of January
2020 there were 173 Red Chip companies
listed on the Hong Kong stock exchange,
with telecommunications company China
Mobile significantly the largest in terms of
its market capitalization of approximately
1.3 trillion HKD. Of Red Chip companies that
are currently listed, the earliest listing dates
are 1972 and 1973 (eight companies were
listed). The remainder of the companies were
listed from the 1980s onwards. These state-
owned red chip companies have been a major
form of investment in Hong Kong and in
raising capital in Hong Kong to help develop
China's economy. Many of these companies
have links to high ranking officials in China.
The domestic political power structures
within the leadership of these companies
is not always secure, however, and it has
been argued that those controlling some
of these companies have been more
concerned about personal rather than
company interests, leading such companies
to concentrate capital in industries that
promise quick returns and to engage in

speculative activities, contributing to the

volatility of property prices and stock prices

in Hong Kong™.

Red chip companies have been seen
as advantageous as they do not have to
follow the regulations of China Securities
Regulatory Commission, which controls new
listings and share offerings, and so have the
advantage of being able to more easily use
funds to acquire overseas investments with
than H share companies™. COSCO Shipping
Ports is an example of a Red Chip company
based in Hong Kong that has served this
function. It first listed in Hong Kong in 1994
in order to help its parent company, China
Cosco Shipping Group, to conduct bank
financing. It has bought ports for its parent
company in Shanghai, Zhangjiagang, Yantian
and Qingdao as well as overseas ports in
Greece in 2009 and Turkey in 2015. In 2016,
Kelvin Wong Tin-yau, Cosco Shipping Port's
executive director and deputy managing
director, was reported as having stated
that the company expects to acquire more
overseas ports in light of the Belt and Road

initiative™.

H-shares are another type of company
owned by mainland entities or individuals
connected with the Chinese government
and traded on the Hong Kong stock market.
The H-share was established later than the
Red Chip and was first set up by the HKEX
in 1993, with Tsingdao Brewery Company
the first H-share company. Unlike Red Chip
companies that are incorporated in Hong
Kong, H share companies are incorporated
in mainland China. The H-share index has
been outperforming the Red Chip index for

many years™ and a significant number of new
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companies have listed in recent years. Of a
total of 263 companies that were listed on the
main board™of the Hong Kong stock market
at the end of January 2020, approximately
32% had listed since the beginning of 2015.
Notable H- share companies include the
Bank of China Ltd, China Petroleum and
Chemical Corporation and the Industrial and
Commercial Bank of China Ltd. With the rise
of the mainland stock exchanges, H-share
companies have had an advantage in that
despite their facing more central control
and regulation concerning the raising of new
capital, for companies which seek dual listing
in the A-share market in mainland China, the
Red Chip structure is more complicated than

H-shares for raising funds.

The remainder of mainland companies
listed on the Hong Kong stock market are
Mainland Private Enterprises (MPEs). These
companies are described as, “companies that
are incorporated outside of the Mainland
and are controlled by Mainland individuals"™.
Following the issuing of the Notification
about Issues concerning Overseas Listing
of Enterprises by the China Securities
Regulatory Commission (CSRC) in July
1999, MPEs have been increasingly allowed
to seek listing and funding overseas, as
possible candidates for overseas listings
were expanded from mostly just SOEs to
also include collective and privately owned
enterprises™. Some backdoor MPE listings
occurred much earlier than this. With a
comparatively restricted access to funds in

the mainland when compared to SOEs, listing

in Hong Kong has been an important way for
these companies to acquire funds. In 2018,
MPEs accounted for 54.8% (HK93 billion) of
total post listing funds raised by mainland

enterprises in Hong Kong®.

The Hong Kong stock market looks
set to continue to aid in China's global
expansion through the increased integration
of Hong Kong. The opening of the Hong
Kong-Shanghai Stock Connect on 17th
November 2014 brought a major change
to the Chinese stock market by linking the
two stock exchanges and allowing foreign
investors outside mainland China access to
the mainland Chinese market with fewer
restrictions for the first time, and mainland
investors to purchase select companies
listed in Hong Kong. This was followed by the
Shenzhen-Hong Kong Stock Connect which
opened in December 2016. Meanwhile, the
importance of the Hong Kong stock market
for China's outbound investment strategy
and the BRI is perhaps also evident. Amongst
the Silk Road Fund's initial significant
projects, two have involved assisting Chinese
SOEs to list on the stock market. It backed
the IPO of the investment banking group
China International Capital Corporation by
purchasing $100 million of shares in 2015.
The corporation aims to raise US$50-100
billion for overseas investment including in
BRI countries. In 2015, the Silk Road Fund also
agreed to purchase US$300 million of shares
in the IPO of China Energy Engineering

Corporation™,




What does Chinese capital mean

for Hong Kong itself and people
in Hong Kong?

The presence of Chinese investment
and development plans aimed at driving
the closer integration of the SAR with the
Chinese mainland can now be felt all over the
city. The Greater Bay Area development plans
are potentially significant in this regard, given
the plan directly promotes greater economic
integration between Hong Kong and

mainland China™

but is also given increased
weight due to promotion by the central

government and integration into its BRI.

In Hong Kong, however, plans for the
Greater Bay Area have not been universally
popular. Early on it was already receiving
criticism from lawmakers claiming that
there has been a lack of consultation. While
specific plans and implementation details
have frequently been vague, due to the way
that the Greater Bay Area has been heavily
promoted by the mainland government,
concerns and criticism have also related to
the erosion of Hong Kong autonomy and
threats to ‘one county, two systems’. The
close relationship to Hong Kong's political
elites was also highlighted when it came
to light that former Hong Kong Chief
Executive, Leung Chun-ying, who as Chief
Executive had begun to heavily promote
the BRI, was a director of two companies,
Belt and Road Hong Kong Centre Company
Limited and the Bay Area Hong Kong Centre
Company Limited, that are related to these
development plans. Leung has denied that
there is a conflict of interest, stating that the

companies are non-profit and his role unpaid.

Leung became director of the companies on
the same day that he stepped down as Chief

Executive™.

One of the most notable specific projects
that has been brought under the umbrella
of the Greater Bay Area is the Hong Kong-
Zhuhai-Macau Bridge (HZMB). At 55km
in length, the bridge, which connects the
three cities, is the world’'s longest sea
bridge. Construction began on the bridge
in 2009 and it was finally completed and
inaugurated in 2018 by President Xi Jinping,
after having run into numerous controversies
during its construction, caused harm to the
environment and resulted in the deaths of
numerous construction workers. A 2008
LegCo document showed that Hong Kong
was expected to shoulder the greatest
financial cost for the bridge at 50.2% of
the original 31 billion Yuan budget, with
the mainland financing 35.1% and Macau
14.7%"™. However, the financing and budget
for the Hong Kong section of the bridge
were repeatedly revised and obscured as the
project met with several budget overruns,
and additional financing from Hong Kong

was later sought.

Perhaps more significantly, the unsafe
working conditions for those working on
the construction of the bridge resulted in
a high human cost. With 10 worker deaths
and 600 injuries between 2010 and 2018 on
the Hong Kong section of the bridge alone
(statistics for the mainland section are not
known), the bridge earned the nickname ‘the
bridge of death'. In at least two cases, the
companies involved were fined as little as
HKD15,000 (less than USD2000) for their
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negligence leading to each worker death™.
Meanwhile, safety issues also emerged during
construction that could have potentially
put the public in jeopardy. In mid-2017, 21
employees from a government contractor
were arrested for allegedly faking concrete
test reports, which could have undermined
the safety of the bridge. Then, in another
incident, it was revealed that the Highways
Department had failed to disclose the
collapse of two seawalls that had taken place
two years earlier on reclaimed land, leading
questions to be raised about potential cover-
ups or illegal land reclamation

It is not only human life that has been
threatened or harmed by this project
though. The bridge has also been criticised
by environmental organisations such as the
WWF for destroying marine habitats and
leading to a decline in the number of Chinese
white dolphins in the northern waters of

Lantau since construction began™.

Although the bridge has been described by
the Hong Kong Trade Development Council as
being, “of special strategic value in anchoring
the Bay Area as the investment services
platform for the Belt and Road Initiative
by accelerating economic integration and
increasing regional competitiveness""”, the
overall benefit to the majority of the people
of Hong Kong can be considered highly
questionable. In fact, from a Hong Kong
perspective the project might be viewed as
a white elephant with little prospect of it
paying for itself. The bridge is little used.
Indeed, a special permit is required to drive
across the bridge, with a limit of 10,000
private car permits imposed and only to be
issued to those with financial or political

contributions on the mainland™.

The greater costs than benefits to Hong
Kong residents of similar megaprojects, such
as the US$10 billion highspeed railway linking
Hong Kong and Guangzhou in mainland
China that opened in 2018, have also led
to opposition to these projects. Plans for
this project initially met with significant
opposition in 2009 to 2010 from the public
and civil society organisations who wanted
the Legislative Council to reject the bill
providing funding to the project. The Anti-
Highspeed Railway Movement saw petitions,
several protest marches and rallies and a
hunger strike, culminating in protesters
surrounding the Legislative Council building,
in what became dubbed the 'siege of
the LegCo' to protest against the bill.
Eventually the bill was passed, however, and
construction began on the Hong Kong section
in January 2010. Ultimately, the project
significantly overran its budget and resulted
in the eviction of hundreds of villagers from
their homes to make way for its construction.
This project also later caused significant
concern about the erosion of Hong Kong
autonomy. This was due to arrangements at
the West Kowloon railway station for a joint
checkpoint placing part of the station directly
under the jurisdiction of Beijing and its law
enforcement agencies, despite its location on

Hong Kong soil.

Another major area that has been
affected by Chinese investment in Hong
Kong is housing. In June 2017, it was reported
that so far that year mainland Chinese
developers has bought up all HK$37 billion
of government land sold for residential

development™

. In the second quarter of
2018, Hong Kong received 80% of mainland

Chinese property investment®. This flood of




investment from the mainland has driven up
property prices and rents, an issue which has
a direct adverse economic impact on many
Hong Kong people who are faced with the

world’'s most expensive real estate market.

Interestingly, it is not only ordinary people
that have been affected. The increasing
presence of mainland capital in the city has
also coincided with increasing tensions for
Hong Kong local tycoons. In a 2016 interview
with the Financial Times, Hong Kong
gambling magnate, Lui Che-woo, described
how it had becoming increasingly difficult
for Hong Kong developers to compete with
mainland capital for development sites, with
mainland companies able to offer prices that
local companies found difficult to match™.
Meanwhile, there have also been signs of
pressure placed on Hong Kong local tycoons
to show loyalty to Beijing. During the 2014
Occupy Central Movement, a Xinhua report
criticized Hong Kong tycoons for not doing
enough to oppose the Movement. The article
singles out Li Ka-shing, then Asia's richest
man, as well as three other local tycoons.
Despite the article subsequently being
withdrawn, it was interpreted as a sign that
the Chinese central government might be

running out of patience with them™,

An uncertain outlook

In 2019, growing resentment around
increased political control by Beijing
culminated in the emergence of the anti-
extradition bill protest movement and
significant political unrest. Interestingly, the
movement saw the targeting of mainland
Chinese capital in the city by protesters,
particularly where the business had
expressed support for the government. Thus,
a connection was made between mainland
China's growing political influence and the
activities of mainland Chinese capital in Hong
Kong. Although the movement was ultimately
successful in halting the extradition bill, its
later demands which went far beyond this
and included the re-emergence of the call for

genuine universal suffrage went unanswered.

The outlook now looks even more dim,
leading to questions about the future role of
Hong Kong. By early 2020 the movement was
already ebbing, however the emergency of
the coronavirus pandemic has since provided

a pretext for the Hong Kong
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Part 5:

Strategic Companies and Overseas
Investment: COSCO Shipping, CCCC
and the Sinopec Group.

As outlined in previous sections, the Chinese
government has increasingly been promoting
and guiding the expansion of investments
and related activities by Chinese companies
overseds. This section provides a very brief
introduction to three companies that have
been significant in this regard and which have
played an important and strategic role in the
BRI. It also provides some examples of these
companies' overseas investment activities
and associated problems. While the profiles
of these companies and their activities are
far from complete, it is hoped that they will
nevertheless facilitate insight into the nature
of Chinese Overseas investments in some of

the most strategic industries.

China COSCO Shipping
Corporation Limited
(COSCO Shipping)

COSCO Shipping is a marine
transportation and terminal operation
multinational conglomerate. It operates one
of the world's largest container fleets, with a
3 million TEU capacity. As of April 2020, the
Corporation had invested in 59 terminals,
including over 51 container terminals, all over
the world™. Headquartered in Shanghai, the
conglomerate was formed in 2016 as the

result of the merger of China Ocean Shipping

(Group) Company (COSCO) and China
Shipping (Group) Company (China Shipping).
COSCO Shipping has numerous subsidiaries,
some of which were previously subsidiaries
of COSCO or China Shipping, which like
their parent also have a major international

presence.

COSCO Shipping is one of China's 96
Central SOEs under the State-owned Assets
Supervision and Administration Commission
of the State Council (SASAC) and therefore
of high strategic importance. SASAC is a
very powerful commission, which guides and
pushes forward the reform and restructuring
of SOEs, appoints and removes the top
executives of supervised enterprises, and is
responsible for working out the state-owned
capital operational budget and final account

and their implementation

of COSCO therefore have close ties to the

. Top executives

CCP and the company's activities are linked
to the pursuit of the goals of the party-state.
COSCO Shipping's current Chairman and
Party Secretary is Xu Lirong. Xu has a long
history working for COSCO.

China COSCO Shipping states that
its vision, "is to undertake the mission of
globalizing [the] Chinese economy.” As a

Central SOE, the company's vision is very




much in line with that set out by the Chinese
Communist Party, and with the BRI setting
out a strategy of developing trade and
infrastructure corridors from China to Asiq,
Africa and Europe, the industries that the
company is concerned with play a central
role in establishing and reinforcing these
corridors, while also expanding its business. In
May 2019, Chinese media reported that in the
past few years COSCO Shipping had invested
US$8.12 billion in countries and regions
related to the BRI through development of
terminals, shipping routes and logistics and
was operating 174 container liner routes (1.61
million TEUs) in BRI countries, accounting
for 58 percent of COSCO Shipping's total

136

container capacity™.

It is clear that amongst strategic
functions of COSCO Shipping and its
subsidiaries is that of expanding trade and
infrastructure networks. As well as aiding
Chinese companies to invest and access
market overseas, another reason that this
might be beneficial to China is that it helps
guaranteeing transportation and importing
of natural resources. This naturally has
some geopolitical implications. One example
concerns oil. China is the world's largest oil
importer and the only major importer of
Iranian oil (importing 14.77 million tonnes,
or 295,400 barrels per day in 2019)”. As a
result of their transporting of Iranian oil,
some of COSCO Shipping's subsidiaries
have been subject to US sanctions. Given the
group's major role in the global market, the
blacklisting of COSCO Shipping subsidiaries
disrupted the global shipping market and
sent up the costs of worldwide freight. This

might partially explain why these sanctions

have not necessarily been applied uniformly,
and with developments in US-China trade
talks (and not necessarily policy towards
Iranian sanctions) changes have been made

to the subsidiaries that are blacklisted™.

COSCO Shipping Ports Limited

COSCO Shipping Ports is an example of
one of the notable subsidiaries linked to
COSCO Shipping that is also particularly
important to the BRI. In recent years
(especially since the launch of the BRI) the
subsidiary has made significant investments
in overseas terminals in strategic locations

around the world (see the list below).

COSCO Shipping Ports Limited is a
significant subsidiary linked to COSCO
Shipping and acts as its port and terminals
arm. As of 30 September 2020, COSCO
SHIPPING Ports operated and managed
360 berths at 36 ports worldwide, of which
206 were for containers, and had a total
annual handling capacity of approximately
115 million TEU™. In 2019, it was projected to
soon overtake Hutchison Ports to become the

second largest ports operator in the world™,

Founded in 1994 it was previously known
as COSCO Pacific Limited. The company
is headquartered in Hong Kong and has
been listed on the Hong Kong stock market
(SEHK:1199) since 2003. It is not immediately
directly owned by COSCO Shipping, but is
actually the subsidiary of COSCO Shipping
Holding's Company Limited (the company
owns a 48.84% share), a flagship subsidiary
of COSCO Shipping and is headquartered
in Tianjin and traded on the Shanghai (SSE:
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601919) and Hong Kong stock markets (SEHK:
1919).

COSCO Shipping Ports'
Overseas Acquisitions*

+ Antwerp Gateway NV (Belgium): It holds a
20% shareholding.

« APM Terminals' Zeebrugge (Belgium):
COSCO Shipping Ports finalized a deal to
acquire a controlling stake in the container
terminal in September 2017. US$42 million
acquisition. It has previously bought a 24%
share in 2014. Its current shareholding is
85%

« Bilbao Container terminal (Spain): A 39.78%
share in the Noatum Container terminal .

+ Busan Port Terminal Co., Ltd. (Korea):
COSCO Shipping Ports' current

+ shareholding is 4.89%

COSCO-PSA Terminal Private Limited.

» Singapore: Its current shareholding is 49%.
CSP Chancay Terminal (Peru): In May 2019,
it acquired a 60% equity interest in Port of
Chancay representing the company's first
greenfield subsidiary in Latin America.

« Euromax Terminal (the Netherlands):
COSCO Shipping Ports acquired a 35%
stake in the Rotterdam for US$145 million.

+ Khalifa Port Container Terminal 2 (Abu
Dhabi): COSCO Shipping Ports acquired
the for US$700 million. It has a 90%
shareholding

+ Kumport Terminal (Turkey): It holds a 26%
shareholding.

+ Port of Pireaus Terminal (Greece): COSCO
Shipping Ports acquired a concession to
operate piers 2 and 3 of the container
terminal and currently has a 100%

shareholding in the terminal according

to the company's 2019 annual report.
In April 2020, it was announced that
management of pier 1 would also be
transferred to COSCO Shipping Ports’
Greek local subsidiary in Greece, PCT
from Pireaus Port Authority (of which
COSCO Shipping (Hong Kong) was now
the largest shareholder).

+ Suez Canal Container Terminal S.A.E.
(Egypt):

It has a 20% shareholding.

+ SSA Terminals (Seattle Terminals), LLC
(USA):

It holds a 13.33% shareholding.

+ Vado reefer and container terminals (Italy):
COSCO Shipping Ports has a 40%
shareholding.

+ Valencia terminal (Spain): In June 2017,
COSCO Shipping Ports took over 51
percent of Spanish terminal operator
Noatum Port Holdings for US$228 million.

Investment in the Port of
Pireaus

Of all its recent investments, COSCO
Shipping's subsidiaries' (including COSCO
Shipping Ports) acquisition of the Port
of Pireaus in Greece is one that has been
especially notable. This investment is seen
as significant due to its integration into the
BRI, China's plans for port's rapid expansion
and China's pursuit of turning it into the
major container hub of the Mediterranean.
The port, which has served the city of Athens
since ancient times, is currently the second
largest container port in the Mediterranean

and the largest passenger port in Europe.
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The port's privatization and acquisition has
also been controversial and a cause of high

concern from a labour rights perspective.

Although listed on the Athens Stock
Exchange since 2003, the Port of Pireaus
was previously majority owned by the Greek
state. In 2009, COSCO Pacific (now COSCO
Shipping Ports) was granted a concession
by the Greek government to operate a part
of the port (piers 2 and 3 of the container
terminal) for 35 years. For this the company
had to pay 50 million Euros, pay a sum
of revenues each year, make substantial
investments in Pier 2 and complete the
building of pier 3 so that it could begin
operations in 2014. To manage this, COSCO
Pacific set up Pireaus Container Terminal SA

(PCT) to be its local subsidiary™.

Following the Greek debt crisis, the EU
pushed further privatization in Greece.
Despite Syriza's election in 2015 and its
previous promise not to further privatise
the port, in 2016 this led to a majority
share in the Port/Pireaus Port Authority
S.A. being sold to COSCO Shipping (Hong
Kong) Co., Ltd, a wholly owned subsidiary
of COSCO Shipping that describes itself
as, "one of the large Chinese enterprises
in Hong Kong"™. COSCO Shipping (Hong
Kong) agreed to pay 368.5 million euros
(US$410 million) for the government's
67 percent stake in the port authority.
This would involve it initially paying 280.5
million euros for a 51% stake, with the
remaining 16% being purchased for 88
million euros after five years, provided that

the company invested 350 million euros in

the port's expansion and modernization.
The breaking of this promise to halt the
port's privatization left many in Greece

feeling betrayed.

Although carried out through Hong
Kong based subsidiaries, investment in the
Port of Pireaus seems to have been very
important to the Chinese government.
Senior Chinese government officials have
paid close attention to the acquisition and
visited the port on several occasions. In 2019,
President Xi Jinping himself visited the port.
On his visit, Xi said that the port showed
that the BRI was a brilliant reality™. Indeed,
investments by COSCO subsidiaries in the
Port of Pireaus have largely been viewed as
successful so far from the Chinese party-
state's perspective. Since acquisition, it has
become one of the fastest growing container
terminals in the world. In its 2019 Annual
Report, of terminals where COSCO Shipping
Ports has a controlling stake (domestic and
overseas), the Port of Pireaus was described
as one from which profits were mainly
attributable to™. The company has also
highlighted benefits for the local economy.
According to COSCO Shipping Chairman Xu

Lirong:

We don't simply aim for financial return,
but wish to lift the local development
through investment...The Port of Piraeus
was a small port in the Mediterranean
Sea. Since China COSCO Shipping took
over operations, the port has become a
large port, adding over 8,000 jobs to the
local economy. We aim to increase that to
37,000 jobs and also add 0.8 percentage
points to Greece's GDP by 2025%s,
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Pireaus (Greece): Photo Globalization Monitor

In November 2019, China and Greece
agreed to push ahead with a 600 million euro
investment in the port, with the European
Investment Bank agreeing to provide a 140
million euro loan to help with the investment

plans.

In addition to investment by COSCO
Shipping subsidiaries in the Port of Pireaus,
in November 2019 OceanRail Logistics S.A.,
an affiliate of COSCO Shipping Europe,
also acquired a 60% stake in Pireaus Europe
Asia Rail Logistics S.A. (PEARL S.A)), a
Greece based railway operations company.
The acquisition would allow OceanRail
Logistics S.A. to obtain the railway operation
qualification in Europe, thereby consolidating
COSCO Shipping's involvement in the China-
Europe Land Sea Express Line, a line which
effectively connects the 21* Century Maritime

Silk Road and the Silk Road Economic Belt™.

While largely viewed as a success story

from China's perspective, local opposition has

nevertheless led to some setbacks to COSCO
Shipping's expansion into Pireaus, however. In
2019, the Greek government rejected COSCO
proposals for a new container terminal

following local community opposition™,

In November 2018, Globalization Monitor
visited the Port of Pireaus, and spoke with
trade unionists and activists about the
acquisition of the port and how labour
conditions had been affected since COSCO
Pacific had first taken over part of the port 's
operations in 2009. A lack of discussion and
dialogue was one issue that was discussed
both concerning the sale of the port —one
of the senior trade unionists that we spoke
to had only learned of the sale of the port
from the Chinese media— and in sharing
knowledge of aspects of the port operations.
Meanwhile the earlier privatization of part of
the port in 2009 had led to a situation where
COSCO's permission was needed to make

certain changes around the port, for instance




Pireaus (Greece): Photo Globalization Monitor

moving a fence, even though the rest of the

port was still owned by the state.

There have also been problems at the
port regarding labour rights since COSCO
Shipping subsidiaries first became involved
in investing in it. Trade unionists reported
deteriorating working conditions, inadequate
health and safety training procedures
resulting in accidents, difficulties negotiating
with the management to conclude collective
bargaining agreements, as well as the
problem of decisions no longer being taken
at the port but instead far aware in China.
Giorgos Gogos, General Secretary of the
Greek Dockers Union, expressed the fear
that the management were trying to
reduce the number of dockworkers they
employed in preparation for a situation
where the company would make greater
use of subcontract and agency workers.
In considering the working conditions at

Piraeus, it should be noted that the labour

law in Greece was also described as having
deteriorated following the Greek debts crisis
and signing of the Memorandum™. This had
allowed for a situation in which working
conditions had declined despite the company

not necessarily having violated the law.

Anti-union activity was another reported
problem. According to Anastasia Frantzeskaki
from the Greek Federation for Port
Employees, some trade union members had
faced retaliation or refused promotion while
others had been sacked as a result of trade
union activity. At the same time, a yellow
union had recently been established and was
racing with existing unions to sign a collective

bargaining agreement.

Although these factors in themselves might
not be unique to Chinese investment and are
greatly influenced by Greece's own political
and economic situation, it was observed that

Chinese investment was different compared
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China COSCO Shipping Corporation Ltd.

(COSCO Shipping)
HQ: Shanghai

(prior to 2016: China Ocean Shipping (Group) Company (COSCO) & China Shipping

(Group) Company (China Shipping).

46.22%
|

|
100%

|

COSCO Shipping
Holdings Co., Ltd.
HQ: Tianjin
SSE: 601919/SEHK:1919

Ltd.
HQ: Hong Kong

COSCO Shipping (Hong Kong) Co.,

66.12%
Since 2018 daily business ops.

& management of COSCO
Shipping (HK) passed to

(previously COSCO Pacific Ltd.

48.84% COSCO Shipping Int. (HK).
COSCO Shipping
International (Hong
COSCO Shipping Ports Ltd. Kong) Co., Ltd.
HQ: Hong Kong Incorporated: Bermuda
SEHK:1919 SEHK: 00517

100%

.
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51% since 2016
67% by 2022

Pireaus Container

Terminal S.A. (PCT)
HQ: Greece

Operates container
terminals 2 & 3.
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Pireaus Port Authority S.A.
HQ: Greece
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e  Cruise terminals x3
e  Ferry terminal

e Carterminal

e logistics centre

e Container terminal 1

In 2020 it was . e Shipyard Facilities

announced that

container terminal 1 will
be operated by PCT




with that from other countries regarding
the extent that agreements involved top
political officials from both countries. It
was also alleged by one interviewee that
during an earlier strike COSCO and the
Chinese ambassador had together tried
(unsuccessfully) to persuade the government

to send in special forces to end the strike.

China Communications
Construction Company (CCCC)

Headquartered in Beijing, China
Communications Construction Company
(CCCQC) is the largest port construction
and design company in China; its major
businesses also include dredging, road
and bridge construction and design and
railway construction™. It has more than 60
subsidiaries. At the end of the third quarter
of 2018, the total assets of CCCC were
worth about 922 billion RMB. From January
to September of 2018, CCCC confirmed
1,419 new infrastructure construction
contracts—141 of them were overseas
projects. It also confirmed 3,272 new
infrastructure design contracts during the

same period™.

CCCC was established in 2006, as a
result of a merger between China Harbor
Engineering (Group) Corporation and China
Road & Bridge (Group) Corporation. The
origins of these two companies included
a series of old state-owned enterprises in
related industries™. CCCC is one of China’
central state-owned enterprises, which
means it is directly supervised and governed

by the State-owned Assets Supervision and

Administration Commission of the State
Council (SASAC) and strategically important
to the Chinese party-state. CCCC's current
chairman of the board is Liu Qitao. Liu is also
the party secretary of CCCC™, and was also
elected as a member of the 13th National
Committee of the Chinese People's Political
Consultative Conference in January 2018 for

the term from March 2018 to March 2023.

CCCC is listed on both the Shanghai
Stock Exchange (code: 601800)™ and the
Hong Kong Exchange and Clearing (code:
1800)™. China Communications Construction
Group (Limited) is CCCC's parent company
and its top shareholder (with 50.88% of
shares). Its second largest shareholder is
HKSCC Nominees Limited (27.11%), which is
a subsidiary of Hong Kong Exchanges and

Clearing Limited™.

Overseas Projects

As a major construction company, CCCC
has been highly involved in a significant
number of infrastructure projects overseas,
and also described as the BRI's “biggest
builder"™. To facilitate its overseas activities,
the company has established more than 240
branches, research institutes and service
hubs in 118 countries and regions. Between
2014 and the end of 2018 it signed overseas
contracts worth US$170 billion™. In BRI
countries it participated in more than 1,600

projects by April 2018™.

The scale of CCCC's overseas operations

and international presence is perhaps
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worrying however, given the exceptionally
high number of corruption and malpractice
scandals related to its overseas activities.
Indeed, in 2009, it was blacklisted by the
World Bank for eight years for alleged
fraudulent bidding practices stemming from
a highway project in the Philippines™. CCCC
has denied the allegations. The company or
its subsidiaries have also faced allegations

related to bribery, corruption or overbilling

related to projects in Bangladesh, Malaysia,
Tanzania, Sri Lanka Kenya and Equatorial

New Guinea amongst others™

. Having been
blacklisted by the World Bank, the extra
available financing made available by China
Development Bank and EXIM Bank of China
as well as commercial lenders for advancing

the BRI might be considered especially

advantageous to CCCC.
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China Petrochemical
Corporation (Sinopec Group)

China Petrochemical Corporation
(Chinese: 1 E &k TEH AR LA ) or
Sinopec Group is a giant petroleum and
petrochemical enterprise group. It is the
world's largest oil and gas company and
ranked second in the Global Fortune 500,
with revenues of more than US$430 billion in
2019™. In China, people also refer to Sinopec
along with CNPC (China National Petroleum
Corporation as 'Two Barrels of QOil, as a way
to emphasize their dominance and significant
influence in China'’s oil industry.

Like COSCO Shipping and CCCC, the
Sinopec Group is a central State-Owned
Enterprise (SOE) administered by the
State-owned Assets and Administration
Commission of the State Council (SASAC).
Similarly, the Sinopec Group's leadership
are also members of the company's Party
Leadership Group, reflecting the control of
the Communist Party over the company™.

According to a document published by
China's State Council, Sinopec had 62
subsidiaries when it was first established in
1998". And according to Tianyancha ( X R
# ), a large data technology service company
with a vast repository of Chinese enterprise
information, it currently controls or holds
shares in at least 65 domestic companies™.
Among them, China Petroleum & Chemical
Corporation (hereinafter referred to as
Sinopec Corp) is undoubtedly the most
important, since its establishment in 2000
was the result of concentrating the group's
most valuable assets. Sinopec Corp is listed
in Hong Kong (stock code:00386), New
York (stock code: SNP), London (stock code:
SNP) and Shanghai (stock code: 600028)™.
Sinopec Corp itself has multiple subsidiaries
and has been active in operations and
investment activities overseas.

Another important Sinopec Group
subsidiary for overseas investments has

been the Sinopec Engineering (Group)
Co., Ltd. (hereinafter referred to as SEG).
SEG was founded in 2012 after an internal
reorganization of Sinopec™ and listed
in Hong Kong the following year™. SEG
also has subsidiaries or branches in Saudi
Arabia, Malaysia, USA, Indonesia, Nigeriq,
Kazakhstan, Russia, United Arab Emirates
and Spain™,

Overseas Investment

Sinopec has been an active participant
in China's 'Going Out' strategy. Given the
nature of Sinopec's industry and China's need
for natural resources, overseas activities and
investments by the company have been of
added strategic importance. Indeed, China
was already the second largest oil consumer
in the world at the beginning of the 21st
century, which gave Sinopec's overseas
operations the mission of securing China's
energy supply. Consequently, the Middle East
became the first destination for its overseas

investment™.

In 2001, Sinopec founded its first overseas
partner—National Iranian Oil Company
(NIOC). Two years later, Sinopec drilled the
first oil and gas well in the Kashan Block of
Iran™. In 2004, Sinopec won a bid to develop
a natural gas project in the Sharub Khali
Basin of Saudi Arabia. In order to explore
and develop this gas field, it formed a joint
venture with the stated-owned Saudi Arabian
Oil Company (ARAMCO)". In 2009, by
acquiring the Swiss company Addax, Sinopec
obtained oilfield rights in the Kirkuk region of
Iragq™.

In recent years, Sinopec has continued to
expand rapidly overseas, with the BRI having
provided further opportunities for Chinese
oil companies to continue to invest. By the
end of 2017, Sinopec Group had implemented
17 oil and gas cooperation projects in 10 BRI

countries™.

Details of some of the overseas investments
that Sinopec Corp is currently operating:
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Project

Udmurtia Petroleum

Overview

Located in the Udmurt Republic, Russia; originally

Major Partner

PJSC Rosneft Oil

Amount of
Investment
Unknown (Rosneft:

Corp (UDM), Russia owned by TNK-BP. It was acquired by Russia's|Company 51%, Sinopec Corp:
Rosneft Oil and Sinopec Corp in 2006 and 49%)
became a joint-venture between the two. It has
32 oil fields and a daily production capacity of
17,000 metric tons.™
Caspian Investments|Originally owned by Russian company LUKOIL, None 2010: 1.408 billion

Resources Ltd. (CIR),
Kazakhstan

CIR has 5 oil and gas projects in Kazakhstan.

In 2010, one of Sinopec's overseas subsidiaries,
Tiptop BVI™, acquired 50% stakes in CIR with
around 1.408 billion USD. Its output in 2013 was
approximately 1.02 billion barrels, and the proved
total oil and gas reserves were approximately 72.2
million barrels™. In 2014, Sinopec Corp agreed

to buy the remaining 50% stakes for 1.2 billion
USD. However, the international oil price fell
sharply soon after the deal, so Sinopec refused
to complete the transaction. After negotiating
for more than a year, Sinopec eventually bought
the remaining 50% stakes for 1.086 billion USD in
2015™,

UsD;

2015: 1.087 billion
uspD.

Since then:
unknown.

Mansarovar Energy
Colombia Ltd.
(Mansarovar),
Colombia

Originally owned by Texas-based Omimex
Resources. In 2006, Indian SOE ONGC Videsh
Limited and Sinopec bought Omimex de
Colombia together for 850 million USD and
formed the 50/50 joint-venture™. In 2013,
Sinopec bought a 50% stake in Mansarovar from
its parent company for 428 million USD that
included the takeover of a loan of 348 million
USD from Mansarovar's shareholders™,. In 2017,
Mansarovar produced 11,156,658 barrels of oil™.

ONGC Videsh
Limited

2006: 850 million
USD (ONGC: 50%,
Sinopec Corp:
50%).

Since then:
unknown.

Yanbu ARAMCO
Sinopec Refining
Company (YASREF),
Saudi Arabia

This is Sinopec's first overseas refining and
chemical project. Agreement signed in 2012, then
in 2014 Sinopec Corp bought a Dutch company
called COOP from Sinopec for 562 million USD
and indirectly obtained the 37.5% stakes of
YASREF'™. The project went into test operation
in April 2015, and started production in January
2016™. It can process 400,000 barrels of crude
oil per day to produce premium transportation

fuels and other high-value refined products™.

ARAMCO

2012: 8.6 Billion
USD (ARAMCO:
62.5%, Sinopec
Corp: 37.5%)

Repsol Sinopec Brasil,
Brazil

Repsol S.A. is an energy company based in Spain.
In 2010, Sinopec Corp bought 40% of its Brazilian
subsidiarity for 7.1 billion USD and turned it into
a joint-venture™. In 2018, the joint-venture's net

192

daily oil production was 48,391 barrels™.

Repsol S.A.

2010: 7.1 billion
UsD.
Since then:

unknown.

Block 18, Angola

In 2010, Sinopec Corp acquired 55% stakes of
Sonangol Sinopec International (SSI), which has
a 50% stake in Block 18, in Angola's deep waters.
The remaining 45% is controlled by a mysterious
joint venture registered in Hong Kong™™™.

China Sonangol
International
Holding Limited

(2 v [ s A 9 4
ERAR)

2.457 billion USD




Details of some of the overseas projects that SEG has been involved in:

Project

Phase Il of
Abadan Refinery
Upgrading project,
Iran

Overview

Commissioned in 1912, Abadan refinery is
the longest-running Iranian crude refinery
and once the largest oil refinery in the
world. SEG won the EPC (engineering,
procurement and construction) contract
in 2017, which is expected to be completed
in four years™. Financing for the project is
coming from China's state-owned export

credit insurance agency Sinosure'™.

Major Partner

National Iranian
Oil Engineering
and Construction
Company"”

Amount of
Investment
6.858 billion RMB ™

Al-Zour Refinery
Project, Kuwait

In 2015, a consortium formed by

SEG, Spanish Técnicas Reunidas S.A.

and Korean Hanwha Engineering &
Construction won the EPCC (engineering,
procurement, construction and
commissioning) contract from Kuwait
National Petroleum Company (KNPC).
The refinery is expected to have the
largest capacity in the Middle East when
completed™.

Técnicas Reunidas
S.A., Hanwha
Engineering
&Construction, KNPC

Approximately 4.24
billion USD (SEG:

40%)200

RAPID Oil Refining
Project, Malaysia

In 2014, SEG won the EPCC contract for
the Refinery & Petrochemical Integrated
Development (RAPID) complex in
Pengerang, Johor State®". The project has
already begun operation.

Petroliam Nasional

Berhad (PETRONAS)

1.329 billion USD**
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Other Overseas Investment

In addition to the investments and projects mentioned above, Sinopec Group and its

subsidiaries have many other overseas investments. Some examples include:

Project Overview Investment amount

OXY Argentina In 2010, Sinopec acquired US oil firm Occidental|2.45 billion USD***
Petroleum (OXY)'s Argentine subsidiary and its
affiliates. By the end of 2009, this company's
total proven and probable reserves (2P) were 393
million barrels of oil equivalent.”®

Junin 1 and Junin 8 Blocks,|Contract was signed in 2010 as part of China's  |Unknown

Venezuela 40 billion USD investments to Venezuela's oil
205

industry“>.

Apache Corporation, Egypt [In 2013, Sinopec bought a 33% of American|3.1billion USD*”

company Apache Corporation's assets in Egypt®®.

Galp Energia Brasil, S.A. In 2012, Sinopec bought a 30% stake in[5.156 billion USD**”
Portuguese company Galp Energia, SGPS, S.A.'s

Brazilian subsidiary®®®.

OML138, Nigeria In 2012, Sinopec bought a 20% stake in OML138|2.46 billion USD*"
from French company Total S.A™.

Talisman Sinopec Energy UK|In 2012, Sinopec bought a 49% stake in Canadian|1.5 billion USD*”

Limited company Talisman's UK subsidiary®”.

Addax Petroleum In 2009, Sinopec fully acquired this Swiss|7.2 billion USD**®

company**.




Damaging consequences

As a major oil conglomerate, the
Sinopec Group's activities pose significant
environmental risks. The company has been
frequently criticized for causing damage to
the environment. In the mid-2000s, Sinopec
was accused of dynamiting and polluting
Loango National Park and destroying
the forest while prospecting for oil in
Gabon, resulting in the Gabon government
ordering Sinopec to stop its activities™.
The company (along with other Chinese
oil companies) has also been criticised for
lagging behind Western counterparts in
the approaches adopted to environmental
and social standards concerning their
FDI*®. In Angola, for instance, Sinopec does
not routinely conduct environmental and
social impact assessments, whereas British
Petroleum and Chevron do®”. In 2012, Sinopec
announced that it was issuing the first white
paper on environmental protection by a
Chinese company and stated commitment
to clean production, raising resource
efficiency, developing green energy and
providing sufficient funds for environmental
protection. Nevertheless, the company
continues to engage in activities that have
very harmful effects on people and the

environment.

In South Sudan, where Sinopec is part
of Dar Petroleum Operating Co., *'one

of two major consortiums that operate

there, the oil industry has caused severe
environmental damage by leaving hundreds
of open waste pits and contaminating the
soil and water with toxic chemicals and
heavy metals. This is believed to have had
significant health impacts on residents and
led to birth defects. The government and oil
consortiums have been accused of trying
to silence those who have tried to expose
the problem. Several studies since 2013
have nevertheless confirmed the severe oil
pollution (including pollutants that have
potentially serious health effects), including a
2018 report commissioned by Dar Petroleum
Operating Co. itself, which found extremely
high levels of hydrocarbons, 650 waste pits
with arsenic and lead contaminated water
and ponds gilled with millions of litres of
water contaminated with drilling chemicals™.
According to an Associated Press report, in
December 2018 South Sudan's government
instructed Dar Petroleum Operating Co., to
move ahead with a proposed clean-up, but by
early 2020 two people with close knowledge
of the situation were claiming that the

consortium had never acted™.

Workers for Sinopec group subsidiaries
have also sometimes faced lax safety
standards and violations of their rights. In
2013, Sinopec subsidiary SSEC Canada Ltd.
was ordered to pay $1.5 million workplace
safety fine by an Alberta court, following
the deaths of two temporary Chinese

workers in 2007 at an oil sands construction
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site when a tank roof collapsed. Five other
workers were injured, two seriously, in the
incident. The order came following long legal
proceedings in which SSEC Canada had
eventually pleaded guilty to three charges
under Alberta's Occupational Health and
Safety Act. The fine was the largest penalty
the Alberta government had ever imposed on
a single defendant, although the local labour
federation argued it was insufficient for a
global giant such as Sinopec™. During the
investigation following the workers' deaths,
the Alberta government is also reported to
have found that Chinese workers were not
paid for several months of their employment
by their employer SSEC, although Canadian
Natural Resources Ltd. (the company that
had contracted the construction to SSEC),
had eventually paid the workers or their
families. SSEC had brought 132 temporary
workers from China to work on the

construction site®.

Corruption has been another major issue
for the Sinopec Group both domestically

and internationally. In 2015, China's anti-

corruption watchdog reported that it had
uncovered evidence of graft, with some
executives suspected of corruption in
multiple project areas, including in overseas

investments?®®

. Former Sinopec Group
president, Wang Tianpu, was jailed for 15
and a half years for graft by a Chinese
court in 2017. Specifically related to
overseas investment, in August 2017, the US
Department of Justice and the Securities
and Exchange Commission started an
investigation into Sinopec over suspected
US$100 million of bribes paid to Nigerian
officials to settle a business dispute. Earlier
that year, the corporation had already been
required to pay 31 million Swiss francs (about
US$32 million) after the company admitted

227

organizational deficiencies™. According to the

Swiss probe, the company and two executives
were suspected of bribing foreign officials™.
By the end of 2017, it was reported that
Sinopec was trying to sell off its Nigerian and
Gabonese businesses that had been acquired

through its purchase of Swiss company

Addax Petroleum in 2009%.




Part 6:
China in Africa

The PRC has long standing engagement
with Africa. From the 1950s until reform,
it provided assistance to Africa’s liberation
movements and aid to more than 800
projects, including in agriculture, fisheries,
energy, infrastructure, water conservation
and power generation. In the 1980s
engagement then became based around the
idea of 'third world' solidarity®. China has,
however, also taken a growing interest in
Africa in relation to its resources, markets
and diplomacy, particularly following the
1990s when the need for new sources of
energy and natural resources to support
rapid economic growth as a result of reform
became increasingly apparent. This need
for raw resources is in many ways similar
to reasons leading to Europe's scramble for
Africa in the late nineteenth century as it

went through industrialization.

In 2000 the Forum on China-Africa
Cooperation (FOCAC) was established as a
ministerial conference held every three years
involving China and the 50 African nations
with which it had diplomatic relations to
enhance cooperation. Each forum develops
an action plan for the years that follow. The
forum often sees large amounts of loans and

aid offered to African countries by China.

Trade and investment have grown
substantially. By the mid-2000s, over
800 companies were trading in 49 African

countries ®'and by 2010 China had surpassed

the US to become Africa's largest trading
partner. By 2014 trade with Africa had
surpassed US$174 billion, having grown from
US$1.3 billion in 1992*%. According to one
report, by 2019 there were 10,000 Chinese

2 Meanwhile,

companies operating in Africa
in terms of FDI, while the World Investment
Report found a three-fold increase in Chinese
FDI stock in Africa between 2009 and 2014,
it still ranked behind that from the UK, US

#‘ China has also been involved

and France
in financing and constructing a significant
number of infrastructure projects in various

countries throughout Africa.

On one hand China's involvement in Africa
has been presented as helping to boost
the economies and development of African
countries, however serious concerns have
been raised over whether this comes at too
high a price. China's lack of commitment to
human rights and press freedom, support
for corrupt leaders of undemocratic regimes,
labour rights violations and the lack of

creation of local jobs have all been criticised®.

Where and in what is
China investing?

A lot of China's investment in Africa has
gone into energy, mining, infrastructure
construction and manufacturing. Access to
resources has been one important driving
factor. Exports to China were still mostly in

the form of natural resources as of 2015, with
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crude oil, iron ore, diamonds and agricultural
products comprising 56.5% of imports from

Africa in the first three quarters of 2015,

At the same time, China has also been
keen to shift its labour intensive industries
to Africa as well as to export its excess
capacity. Development of infrastructure
has been one means to achieve this, both
directly through construction and indirectly
by providing enhanced infrastructure
to support exports and manufacturing.
China had therefore already been investing
significantly in infrastructure long before
the BRI was announced. According to a
recent Deloitte report, by 2018 China was
financing one in five infrastructure projects
in Africa and constructing one in three®.
As well as constructing ports, roads and
railways, Chinese companies have also
been contracted for multiple construction
projects to develop power generation plants,

hospitals, schools and agriculture.

Chinese companies have also increasingly
been setting up factories and investing in
manufacturing in African countries. One
major example involves investment in shoe
manufacturing in Ethiopia, where the
Hujian Group, one of the world's largest
manufacturers of women's shoes, has
been operating since 2011 in the country's
Eastern Industrial Zone. Having opened a
second factory in its own industrial park just
outside of Addis Ababa in 2016, Hugjian has
continued to expand its investments. In 2019,
the company signed an agreement to operate
Ethiopia's Jimma Industrial Park, promising
to invest US$100 million to construct shoe

manufacturing and coffee processing plants

and to encourage other Chinese companies
to set up in the industrial park®. Another
example involves automobile manufacturing
in South Africa. In 2014, Chinese automaker
FAW opened a R600 million factory in the
Coega Industrial Development Zone in
South Africa. Then two years later, in 2016,
another Chinese manufacturer, the Beijing
Automobile International Corporation (BAIC)
announced that it planned to invest almost
US$800m to set up a factory in the same
zone. The investment represented the biggest
investment in vehicle production in South

239

Africa in 40 years™. The factory opened in
2018 and aims to have the capacity to build

more than 100,000 vehicles per year by 2027.

Despite growth in investment in
manufacturing, however, recent research
has found that Southeast Asian countries,
partially due to proximity, are often a
preferred destination over Africa for many
light manufacturers considering overseas

investment™®.

One notable strategy for investment (both
resource seeking and for manufacturing) in
Africa promoted by the Chinese government
has been investment in Special Economic
Trade Zones (SEZs) and industrial parks.
With SEZs having played an important role
in China's own economic ‘miracle’, following
China's 'going out' strategy, China has also
promoted the establishment of overseas
industrial and trade zones. Africa was a key
target for the establishment of these zones.
Presented as a way to boost the economic
development in the countries concerned,
these zones would also increase demand for

Chinese machinery, improve infrastructure




thereby benefiting trade and exports, and
provide tax and other incentives for Chinese
companies to invest. Since 2006, eight
SEZs were approved in six African countries
- Nigeria (2 zones), Zambia (2 zones),
Ethiopia, Algeria, Egypt and Mauritius.
Unlike other SEZs where the governments
of affected zones established the zones
of their own initiative, Chinese SEZs have
been described as a “re-territorialisation of
the Chinese state abroad” and are initiated
by the Chinese government (through
MOFCOM) and operated by the developers
or managers of the zones that might
include SOEs, private enterprises or public
organisations®™, with the aim of boosting
Chinese economic development. Meanwhile,
the establishment of such zones overseas
has also been described as "building a nest
to accommodate the Phoneix” (zhu chao
yin feng), in other words to accommodate
China without much regard for the needs of
the host country*?. Indeed, the terminology
used to describe these overseas zones has
changed in many recent Chinese publications
to distinguish between the SEZs in China and
those overseas, indicating how the model
proposed in Africa did not replicate the

‘Chinese model'”,

While still promoted both in Africa and
other locations subsequently included along
the New Silk Road®, the zones in Africa have
experienced different (and often limited)
degrees of success. By 2015, the Suez
Canal zone in Egypt was described as the
only zone that was fully operational. The
Jinfei SEZ in Mauritius, having experienced
continuous setbacks, had been unsuccessful

in attracting Chinese companies and stood

largely empty*®“. The Jiangling SEZ in
Algeria had also failed, something which has
been partially attributed to the divergence in
visions by the Chinese side that wished the
zone to be an enclave for Chinese companies,
and the Algerian government that wanted it
to benefit Algerian companies and Algerian

development®.

A large amount of Chinese investment
in Africa is held by a relatively small
number of large SOEs. In 2013 about 100
large Chinese state owned or controlled
companies accounted for about 55% of the
total Chinese investment in the continent™.
Nevertheless, although the amounts invested
are often lower, the number of private
companies investing in the continent have
also been growing. Of 10,000 Chinese
companies currently operating in Africa,
McKinsey estimates that 90% of them have

private ownership®’

. Moreover, accompanying
larger investments (state and private) and
the growth of Chinese overseas networks,
hundreds of thousands of individual
entrepreneurs from China have also been
estimated to have gone to Africa to try to

make their fortune.

Belt and Road Initiative

As in Asia, the launch of the BRI has meant
a heightened focus on investments and
infrastructure construction involving Chinese
capital and corporations. Strategically
situated on the BRI corridor, east African
countries, especially those close to the
horn of Africa, have initially been the main

focus of the BRI. Kenya and Ethiopia were

69



70

Part 6 : China in Africa

among 30 countries to sign BRI cooperation
agreements at the first Belt and Road Forum
held in Beijing in 2017. However, since then
the BRI has been further pushed throughout
the continent. By the end of September 2019,
40 out of 55 African states had signed BRI

Memorandum of Understanding with China

for the financing of infrastructure, such as
highways, airports and railways®’. While the
extent to which some of these agreements
will be implemented is yet to be seen, that
so many countries have signed on to the
initiative might be considered testament to

China's growing influence.

Selected Investment Examples by Country

Chad

- Chad is an important source of oil for
China. China has had a closer relationship
with China since 2006 when the country
transferred diplomatic ties from Taiwan
to China. In 2007 China then bought
the rights to a large oil exploration
zone. A large proportion of the Chinese
royalties for oil have been invested in
arms and training the Chadian army. The
World Bank group had also previously
provided loans to Chad on condition
that oil royalties be used for health and
education, but it withdrew funding in
2008 and requested Chad pay the loans
back in response to the loans being used

for defence spending. As a result of oil

- royalties Chad has been able to build
up its military and has used it against
Islamist rebels, regaining Western support
(Besliu 2013). In 2014 Chad fined Chinese
oil company CNPC's local subsidiary
in Chad US$1.2 billion for repeatedly

violating environmental standards™.

China has also been involved in

infrastructure projects in Chad including

roads, railroads, hospitals.

In July 2019 Chad signed a US$216 million
agreement for a telecom infrastructure
modernization with the Chinese

government®,

Djibouti

- In 2013, China Merchants Port Holdings,
a Hong Kong based subsidiary of the
Chinese state-owned China Merchants
Group acquired a 23.5% stake in the
Doraleh Container Terminal. In 2015
construction of the Doraleh Mulit-
purpose Port (which opened in mid-2017)
began and was jointly financed by China

Merchant Holdings International (another

subsidiary of the China Merchants Group)
and the Djibouti Port and Free Zones
Authority. The port is currently a source
of dispute and legal action; in November
2018, Dubai based port operator DP world
sued China Merchants in Hong Kong for
bypassing a concession agreement it had
with Djibouti to acquire a stake in the

terminal®.




-Infrastructure networks connecting
the port to neighbouring Ethiopia were
also being constructed with Chinese
financing at around the same time. The
Ethio-Djibouti railway, which runs for
750km and also began operations in
2017, for instance, was constructed by
China Railway Group Ltd. and China Civil
Engineering Construction Corporation

and financed by Exim Bank™.

-The first phase of the Djibouti
International Free Trade Zone was
launched in July 2018 with the help of
China. The zone, which is Africa’s largest
free trade zone is a US$3.5 billion project,
spanning 4,800 hectares. The zone will
be managed by Djibouti along with three

Chinese companies: China Merchants

Group, Dalian Port Authority, and IZP*",

-In 2016, China began construction of
its first overseas military base in the
country. Djibouti is a significant location
as it already also hosts America's largest
military base in Africa and is strategically
located between the Red Sea and Gulf of
Aden, providing a gateway to the Suez
Canal. According to state media Xinhua,
in addition to escorting peacekeeping
and humanitarian aid, the base, "will
also be conducive to overseas tasks
including military cooperation, joint
exercises, evacuating and protecting
overseas Chinese and emergency rescue,
as well as jointly maintaining security of
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international strategic seaways"**.

Egypt

- China is the largest international investor
in the Suez Canal corridor, a major transit
point between the Indian Ocean and
the Mediterranean Sea, and previously
China's primary access point to Europe.
China has been interested in upgrading
the port of Port Said and the capacity
of the canal®. In 2008 COSCO Pacific
invested US$185.6 million in a joint
venture to operate and manage the Suez
Canal Container Terminal. China Harbour
Engineering Company invested US$219
million to construct a 1200 metre quay
in this port's second development stage

which has been operating since 2012*,

China Railway Construction Company has
also been involved in the construction of
a 70km railway from Cairo. The contract
worth US600 million was awarded to the

company in 2015.

- Having previously agreed US$7 billion
dollars in investments in Egypt, in 2019
China agreed to increase this amount to
US$15 billion.

In January 2019, Egypt signed a US$1.2
billion loan agreement with the Export-
Import Bank of China to finance an

electric railway project.
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Ghana

Kenya

- The Atuabo Freeport: a new port will
be built at Atuabo for US$600 million
by Chinese companies™. In 2015, CHEC
won the contract to construct the port
and construction was expected to be

completed within 25 months.

- The Atuabo Gas Processing Plant, built
by SINOPEC petroleum and financed
by Chinese banks, began production in
2015*°,

In 2018, China and Ghana signed a MOU,

part of which included Beijing providing
financing for US$2 billion of infrastructure
(rail, road, bridges) in exchange for access
to 5% of Ghana's bauxite (a mineral used
to produce aluminium) reserves. As part
of the deal Beijing also agreed to fund
100 vehicles for the Ghana police service,
offered a 300 million yuan grant and to
write off 250 million yuan of debt. The
agreement has received a lot of criticism
due to the environmental impact of the
bauxite mine and future debt risks and

reliance on China for Ghana®'.

- US$3.6 billion in credit was agreed at
the first BRI Forum for the extension
of the Naivasha-Kisumu Standard
Gauge Railway (SGR) line. It was later
planned for the railway to extend from
Kenya's coast to Uganda. But in 2019
construction halted when China suddenly
decided to withhold US$4.9 billion of
financing needed to complete it. It has
been speculated that high profile concern
over Kenya's potential for unsustainable
debt and China's recent signaling that
it would exert tighter oversight over its

overseds projects may have triggered the

decision to halt the financing®.

In 2014 China Communications
Construction Company signed a US$479
million deal to build three berths at the
Port of Lamu. Two berths were set to
handle cargo, while the third would be for
crude oil export. The port was scheduled
to receive its first ship in late 2019 and for

the other two berths to open in 2020.

Kenya is China's largest trading partner in
Africa, with bilateral trade amounting to
US$5.3 billion in 2018.




Mozambique

- For the period 2013 to 2015, the
Mozambican government requested
funding from China for 11 infrastructure
projects with an overall budget of
US$1.4 billion. This included a loan for
the reconstruction of the fishing port of

Beira.

China has been involved in construction
projects for the Maputo International
Airport, Zimpeto National Stadium,
Maputo Ring Road, the Presidency
building, rebuilding National Road 6

263

between Beira and Machipanda®, and

the Maputo-Katembe bridge (opened

Nigeria

- 2018).
The Agricultural Testing and Development
Centre sponsored by the Chinese Ministry
of Commerce opened in Mozambique
in 2012 and hosts representatives from
Chinese and Mozambican ministries,
research agronomists and Chinese
SOEs. It also operates a commercial

farm on government concession land.

While officially considered 'development
assistance’, Chinese Ministry of
Commerce directives are reported to have
emphasized profitability as the goal of
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the project™.

- The Lekki deep-sea port, located in the
Lagos Free Trade Zone, is being built by
China Harbour Engineering Company
Limited (CHEC), the engineering
and construction arm of CCCC. The
agreement was first formally signed
by CHEC and the Lekki Port Company
in 2012, with the value of the contract
worth around US$679 million. However,
it suffered years of delays and it was not
until 2019 that a financing agreement
was signed with China Development
Bank to provide the Singapore based
Tolaran Group and CHEC with funding
to build the port. In May 2020, it was
reported that the project had received
over US$221 million equity funding from

CHEC?®*®. Upon completion, which is
expected to be in 2022, it was agreed that
CHEC will operate the port under a 45-

year concession,

The Ogun-Guangdong Free Trade Zone
is located in Ogun State close to Lagos
and was one of the first eight overseas
free trade zones approved by the Chinese
government. According to the Chinese
government, the start-up phase of the
zone is 2.24 square kilometers and has
a cumulative investment of US$325.3
million. In July 2018, it had 50 registered
enterprises of which 26 had been

completed and put into operation®.
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South Africa

Tanzania

- China Development Bank (CDB) and
the Industrial and Commercial Bank of
China has loaned millions of dollars to
state-owned power company Eskom.
The proposed loans have been met
with criticisms and protests from civil
society activists, concerned about the
implications that loan repayment will
have on tariffs. In 2019 CDB was unable
to disburse funds to Eskom on time
reportedly due to central bank exchange
control requirements. This created further
liquidity problems for the company that

was already facing severe difficulties™.

- South Africa is also a member of the New

Development Bank and recipient of loans.

Again, concern has been raised by civil
society about a lack of transparency and
currency risks due to the majority of loans
being dollar denominated. A US$200
million loan from the NDB to logistics
company Transnet for the rehabilitation
of Durban port's container terminals has

been criticized for lack of due diligence™.

In July 2018 President Xi Jinping pledged
more than US$14.7 billion investment in
South Africa. This included further loans
to Eskom and Transnet as well as planned
investments in electronics firm Hisense
and a metallurgic complex in Limpopo

province®®,

- When plans for Tanzania's Bagamoyo
port were agreed with China in 2013,
it was to become Africa's largest port
and would connect with several East
African countries. It was to be funded
by China Merchants Holdings, which
would also construct railways and a
special economic zone, and Oman's
State Government Reserve Fund. China
secured an investment of US$10 billion
in 2015 for the port”™. However, the port
plans were seemingly put on hold in 2016
due, "to austerity measures introduced in
Tanzania in order to reduce the widening
budget deficit"”. Negotiations continued
to stall and in June 2019 Tanzania
suspended the project indefinitely and
unhappy with the conditions that the

Chinese company was offering, issued an
ultimatum to China Merchants Holdings
that it should accept Tanzania's terms
or leave. Tanzania's government rejected
the Chinese company's demand for a 99-
year lease and instead offered a lease
of 33 years, denied the company the
tax-free status and special water and
electricity rates it requested, denied
China Merchants the ability to open
and operate businesses within the port
without receiving government approval
and stated that the country would be
free to develop other ports to compete
with Bagamoyo. The government stated
that if China Merchants was to agree to
these terms it could proceed with the port

project®™.




- China is involved in plans to revitalize
the TAZARA Tanzania-Zimbabwe railway
that was first build in the 1970s with
China's help. The railway was the largest
single foreign aid project that China was
involved in at that time. However, it has

faced continuous operational difficulties

Zambia

and has relied on continued assistance
from China, Europe and the US. In 2011
China cancelled half the debts (from an
interest free loan) that it was owed by the
railway and has since injected additional
money and equipment into supporting the

railway”.

- The Chambishi copper mine was the
first overseas mine to be acquired by a
Chinese SOE™. In 2018, NFC Africa, a
company that is majority owned by China
Non-ferrous Metals Company Limited,
launched a new US$832 million dollar
mine. This is the third mine mined by NFC
Africa in Chambishi™.

-The Zambia- China Economic
Cooperation Zone was the first overseas
economic trade and cooperation zone
to be established in Africa. Established
in 2007 and located in Zambia's copper
belt, it consists of two multi-facility
zone — a 11.58 square kilometre zone in
Chambishi focusing on the development
of the nonferrous metal industry, and a
5.7 square kilometer zone in Lusaka East
focusing on commercial enterprises and

logistics.

- The Kafue Gorge hydropower plant is
being built by Sinohydro. Construction

began in 2015, with 85% of the financing
reportedly coming from China's Exim
bank and the Industrial and Commerical
Bank of China. The government of Zambia
was would provide the remainder of the
funding. In 2019, however, it was reported
that Sinohydro had halted construction
after the Sinohydro's services were

reportedly not paid for?.

In the first half of 2019, China injected
US$260 million of direct investment into

different sectors of Zambia's economy?™.

China has been keen for the Tazara
railway (see section on Tanzania) to play

a role in Zambia's development?.

Zambia is China's second largest trading
partner in Africa. In 2018 bilateral trade
amounted to more than US$5 billion (over

US$4 billion in exports to China).
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Case study:
Mombasa-Nairobi Standard
Gauge Railway (Kenya)

Nairobi is Kenya's capital and largest city,
while Mombasa is its second-largest city and
home to the country's only large seaport,
the Kilindini Harbour. An old railway line
connecting the two cities was part of the
Uganda Railway built by the British colonizers
more than one hundred years ago and did
not meet modern needs——the trip could take

longer than 24 hours™,

In the early 2000s, the East African
Community (EAC) proposed rejuvenating the
existing railways serving Tanzania, Kenya,
Uganda and extending them initially to
Rwanda and Burundi and eventually, to South

A new railway

Sudan, Ethiopia and beyond.
line between Mombasa and Nairobi was also
included in this so-called East African Railway

Master Plan.

The plan provided an opportunity for
Chinese investment and has been viewed
as a project of strategic significance by
Chinese officials. In August 2009, the Kenyan
government and the China Road & Bridge
Corporation (CRBC) signed a memorandum
of understanding and cooperation concerning
the Mombasa-Nairobi Standard Gauge
Railway (SGR). In January 2011, CRBC
completed a project feasibility study report
and in July 2012 an EPC (Engineering,
Procurement and Construction) contract
for the project was signed®. In May 2014,
Chinese Prime Minister Li Keqgiang and
Kenyan President Uhuru Kenyatta then

signed the financing agreement to fund the

SGR project. According to the Forum on
China-Africa Cooperation, the total cost was
3.81 billion USD, and 90% of the financing
was to be provided by the Export-Import
Bank of China®. On December 12, 2014,
construction officially started and in May
2017 it was completed and trial operations
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began®®. China's State councilor Wang Yong
attended the opening ceremony. He said that
the SGR was a significant early achievement
of the BRI and would play an important
role in promoting BRI into the hinterland of

Africa®™.

Clearly important for China, what have the
implications of this project been for Kenya?
The railway has been beneficial in the way
that it has reduced the travel time from
Mombasa to Nairobi to only about 5 hours,
and early indications have suggested that
the line has been quite popular, with the train
carrying 2 million riders in the first 17 months
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of operation®. Nevertheless, there have also

been scandals and criticisms.

Opponents have argued that the cost of
the SGR was too expensive and that the huge
debt will become a burden for Kenya. They
have also asserted that political elites must
have been bribed and that this is the reason

why the construction was not bid on openly®.

Another Chinese company, Third Railway
and Design Institute Group Corporation
(TSDI), won the SGR tender for the,
“supervision of construction, procurement
and installation of facilities, locomotives and
rolling stock” in 2014. Critics argued that this
company is closely linked with CRBC. For

example, both of their parent companies are




controlled by SASAC. An Italian company also
protested that it was ruthlessly locked out of
this tender bidding process by top insiders™,
Allegations of corruption might not all
be completely groundless. In November
2018, prosecutors in Kenya charged three
senior CRBC employees with trying to bribe
detectives investigating fraud involving ticket
sales. The three Chinese suspects denied all

charges®™.

The Chinese side claimed that the project
created 42,000 jobs and 92% employees
were locals. By the end of 2016, the project
had employed 8,976 Kenyan technical workers
and 8,790 Kenyan management personnel,
together accounting for 42.3% of the local

employees®®.

However, Kenyan media
exposed racism and discrimination against
local workers; some locals were paid less than
a quarter of what their Chinese counterparts
earned for the same job; Kenyan workers
were not allowed to share dining tables and
commuting vehicles with Chinese workers;
most gadgets were programmed in Chinese,
thus the language barrier prevented Kenyan
train drivers and technicians from mastering
the machines; and Chinese instructors

were reluctant to transfer skills to Kenyan

trainees™.

In January 2019, the details of the SRG
contract were revealed by Kenyan media,
leading to a new round of concerns about
the project. Critics argued that Kenyan
sovereignty is at great risk, for example since
one clause implies that Kenya must forfeit its
assets if it defaults on the loan, while another
clause says any disputes on the loan will

only be resolved in Beijing through the China

International Economic and Trade Arbitration

Commission®.

CRBC signed a ten-year operation and
maintenance contract with Kenya Railways
in 2017, thus SRG will still be run by this

company in the near future™,

What kind of approach to
development is China offering
in Africa?

In the past, China has been seen as a
friend and ally of many Africa countries
against Western colonialism and Chinese
aid has been welcomed. China has provided
grants and loans (both concessional and
non-concessional) and other resources to
support development in Africa. Indeed, loans
have been a major form of Chinese capital
flow to Africa. Many have gone towards
supporting major infrastructure construction
projects that are often contracted to Chinese

companies.

Debt

In 2000 China cancelled US$10 billion
in debt owed by African countries and in
2003 it offered additional debt relief to 31
African countries™. Similarly, in September
2018, China announced that loans that
had been given to ‘Africa’s least developed
countries would be exempted and forgiven’,
although specific details were not provided®.
Significant debts continue to exist, however,
and the issue of the repayment terms of
China's loans to African countries and how
they will be repaid in the future still remains.
Of 72 low income countries (including 40
African countries) for which the World Bank
published data in 20207, 62% of debt owed
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to Chinese creditors was disbursed to African
countries. For 32 of the 40 African countries,
China was the biggest bilateral lender.
Interestingly, besides from Angola (which
had the largest debt owed to China of all 72
countries at US$19 million), the data shows a
peak in Chinese lending in 2013 but that with
the five to seven year grace period of a lot
of Chines loans, many countries may now be

facing significant principle repayments®.

While often presented as " assistance” or
"aid” by China, the potential debt burden
to African countries has been a cause for
concern. The 'Angola model’ is a term that
became coined in 2008 to refer to a model
of development along the lines of China's
economic relations with Angola. In the mid-
2000s, China identified Angola as a potential
major supplier of oil, and this was at a
time when, following the end of decades of
civil war, Angola was in desperate need of
rebuilding functioning infrastructure. China
and Angola therefore made an agreement
where Angola accepted oil-backed credit
from China's Eximbank for the construction
of infrastructure such as roads, hospitals,
schools and housing. Not only did this benefit
China through the provision of oil, around
70% of the infrastructure construction
projects making use of the credit were
assigned to Chinese companies®. This
agreement later caused problems for Angola.
It left the country without enough oil to sell
on the open market for cash to put into the
economy and triggered a massive inflation
spike. Moreover, when the price of oil crashes,
such as it did with the 2008 financial crisis,
the contract with China means Angola is

forced to borrow money to make up the

difference that it owes, resulting in a debt

problem?®.

While resource backed loans similar to
those offered by China are not unique -
Western banks made similar loans to African
countries before this ~China has been
described as having “built the model to scale”
and applying it systematically®®. China used
a similar model to secure cobalt and copper
mining rights in the Democratic Republic of
Congo in 2008 for instance. As this model
has become increasingly criticized, some have
suggested that China may now be trying to
downplay the role of natural resources for
Sino-African relations and move towards
new models of economic cooperation.
However recent loans to Ghana and Guinea
where Chinese companies provide financing
for infrastructure projects in exchange for
bauxite have been questioned for posing debt
risks, with one report pointing out that the
repayment schedule would demand a rapid

increase in bauxite production and refining™".

Another problem with some Chinese
loans in Africa is that even when they
are '‘concessional’ or 'interest free' they
might pose a greater risk of a debt burden
than expected. According to Ching Kwan
Lee in discussing Chinese investments in
Zambia, Chinese concessional loans have
higher rates of interest when compared to
World Bank loans, smaller grant elements,
shorter repayment periods and require
noncompetitive single sourcing from China.
She furthermore cites a senior technocrat
from the Zambian Ministry of Finance as
saying that, “their so-called interest-free

loans actually carry other charges and fees
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that, taken together, amount to interest
bearing loans™*, In 2018, fears were raised
that Zambia's debt would lead to China
taking over Zambia's national power supplier,
Zesco, which has been used as a guarantee
for loans. However, this is something that
had not happened at the time of writing and
Lubinda Haaabazoka, the President of the
Economics Association of Zambia, has denied
the risk®®, despite Zambia's external debt
estimated to be at 35% of its GDP, and loans
from China accounting for 65.8% of this
debt according to the Brookings Institution
estimates®. Several construction projects
in Zambia involving Chinese companies have
also recently been suspended due to financial

difficulties.

Despite the potential debt risks, the way
that China has also been seen as offering an
alternative to a unipolar world associated
with Western dominance, is another related
reason cooperation with China has been
welcomed by many political leaders in
Africa. The example of China has also been
viewed by some as a potential ‘'model’ for
how development can be achieved without
'Western democracy'. Although the idea that
China offers a model to simply be applied
to the development of other countries is
something that has been increasingly rejected

by Chinese officials.

Political implications,
transparency and corruption

It is also worth observing how Chinese
‘aid’ or 'development assistance’ has not

only been in the form of grants, equipment

and concessional loans, it has included the
provision of scholarships and training®. As
of 2007, China had cultural agreements with
42 African countries and 65 cultural exchange
programmes and had offered scholarships
to 10,000 students®®. Beijing has also been
inviting political and business figures to
China for exchanges and training. Having
already hosted 200 between 2011 and 2015,
in 2016 Beijing announced that it would invite
1,000 young African politicians to China for
training®”. Some analysts have argued that
the purpose of such exchanges is to help
cultivate leaders that are more sympathetic

to China.

Indeed, in addition to potentially leading
to economic dependency on China, Chinese
investments might be linked to political
consequences. Following SGo Tomé and
Principe cutting diplomatic ties with Taiwan
and re-establishing ties with the PRC in
2016, China donated US$146 million for
infrastructure construction to the island

state®®

. Other countries, such as Chad and
Malawi, have had to cut ties with Taiwan (a
prerequisite for establishing ties with China)
to pursue trade and investment relations

with China.

China also built the US$200 million
headquarters of the African Union in Addis
Ababa, which opened in 2012. Later, claims
that it was being used for spying emerged
when it was reported that data from
computers in the headquarters were being
transferred to China each night. China denied
that it had hacked the headquarters®”.
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One problem in assessing conditions
attached to Chinese loans and investment
is that there is often a lack of transparency,
secrecy or in some cases indications of
corrupt practices in the negotiations and
conclusion of trade and investment deals
involving China and African countries. In
December 2018, a US federal jury found
former Hong Kong Home Secretary Patrick
Ho Chi-Ping guilty of bribery and money
laundering over oil rights in Chad and Uganda
for former energy conglomerate CEFC China
Energy. Ho was found to have offered US$2.9
million in bribes to Chad President Idriss
Déby, Sengalese diplomat Cheikh Gadio and
Ugandan foreign minister Sam Kutesa®.
Mysteries also surround some operations by
Chinese companies including, for instance,
of Sam Pa (a businessman with seven
names who is believed to have connections
to Chinese intelligence and SOEs) and the
Queensway Group (a group of companies all
connected to an address at 88 Queensway
in Hong Kong) and their investment in
Africa™. Corruption and lack of transparency
not only make it ever more difficult to hold
companies accountable, it fuels suspicions
about China's intentions, and also further
calls into question whose interests such
cross-border investments really serve. This
is especially so given that bribery has also
reportedly been used in some cases to buy
off local government or union officials, while
those who speak out against poor working
conditions have been threatened. In 2010
Chinese managers reportedly fired shotguns
at a crowd of protesting workers from a

copper mine in Sinazongwe Zambia®,

Impacts on people and the
environment

In addition to debt problems, political
implications and a lack of transparency, some
sections of civil society have been concerned
about Africa’s relationship with China and
the impact that it has on human rights and
humanitarian conditions. Its arms sales, for
instance, are often cheaper than those from
Western countries and do not usually have
the same human rights and humanitarian
conditions imposed. During the Sudan crisis,
for instance, this meant support for a military
regime involved in ethnic cleansing , while
it has also provided the Mugabe regime in
Zimbabwe with financial aid, machinery and

military supplies .

A lack of protection of the rights and
interests of workers employed by Chinese
companies operating in Africa, including
on infrastructure construction projects is
another problem that has been criticized.
According to a Building and Woodworkers
International resolution on workers' rights in
Chinese multinational companies passed in
May 2013:

The Chinese MNCs in several African
nations, and in Nepal and Pakistan,
have exhibited a general disrespect to
workers’ rights and labour standards
- discrimination in wages of local and
Chinese workers, poor housing facilities,
non-compliance with local labour laws,
lack of / inadequate social security cover
and poor OHS conditions that characterise
Chinese MNCs worksites3s,

While many Chinese projects in Africa hire

management and supervisors from China




but a large proportion of the workforce
locally, for concessional loans projects a
larger number of Chinese workers may be
permitted as part of the agreement®™. This
is something that has sometimes been
reported to cause resentment among local
workers, including when pay and conditions
are believed to be different, something which
may be exacerbated by limited interactions
and language barriers between workers.
Nevertheless, a recent study that compared
Chinese and non-Chinese manufacturing
and construction companies in Ethiopia and
Angola found that Chinese companies mostly
employ similar numbers of local workers as
non-Chinese companies operating in these
countries and pay and train them more or
less the same. In Ethiopia, almost 90% of
employees at Chinese companies were local,
and for unskilled labour Chinese companies
were hiring entirely locally. In Angola,
which had higher levels of skill shortages,
both Chinese and non-Chinese companies
employed a lower percentage of local
labour, although for Chinese companies the
percentage of local employees had risen to

74% from 50% about a decade earlier®™.

As in Asia, some of the investments and
activities of Chinese companies in Africa
have also been potentially destructive to
the environment and led to the destruction
of farmland and homes. In the mid-2000s,
Sinopec's prospecting for oil led to mass
pollution and destruction of the country's

national parks and rainforests, causing public

outrage. In some cases, Chinese companies
have been fined by overseas governments
as a result of the damage caused to the
environment. In 2014, for instance the Chad
government fined China National Petroleum
Corporation (CNPC) US$1.2 billion and
revoked its oil license for environmental
damages due to the dumping of excess crude
oil. The fine was subsequently commuted
to US$400 million, however this coincides
with allegations that former Hong Kong
Home Secretary Patrick Ho, who was later
convicted of seven counts of bribery and
money laundering over oil rights in Africa by
US courts, had asked Senegalese diplomat

Cheikh Gadio to help resolve the issue.

Where homes and livelihoods have been
destroyed residents have not always been
adequately compensated. Demolition of
homes to make way for the Lagos-lbadan
railway in Nigeria, funded by Exim and to be
built by China Civil Engineering Construction
Company, for example, came under criticism
for the lack of compensation to residents.
Harm to lands and homes of local residents
has sometimes led to protests that have
s brought a halt to operations by Chinese
companies. In October 2016, Chinese
company Jiuxing mines had to halt its
activities (for which it had received a 40-year
license) in Soamahamanina in Madagascar
due to protests by locals whose lands were

being affected™.
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Risky prospects

Given the numerous problems associated
with Chinese investments in Africa for the
host countries concerned, it is perhaps
unsurprising that there are many examples
of mega-projects that have resulted in
failure, cancellation or delay as opposition,
disagreement or practical difficulties in
implementation emerge. Examples include,
cancelled railway projects in Nigeria and
Libya, petroleum expansion in Angola and
Nigeria, melting and smelting investments in
the Democratic Republic of the Congo and
Ghana and a US$100 billion hydropower
project on the Congo river being put on
hold®. Some projects have also resulted in
losses, the Addis Ababa-Djibouti railway, for
instance, cost Sinosure almost US$1 billion
in losses. Meanwhile, although at the 2015
FOCAC, The China Africa Industrial Capacity

Cooperation Fund was announced with the
intention of giving US$10 billion to invest in
big low-risk projects, by 2018 only six projects
worth $542 million had been approved and
local African companies had not been the
beneficiaries of any of them™. While China
and Chinese companies have multiple reasons
for pursuing the expansion of investment
overseas, and the type of development
promoted by China is one in which China
itself likely stands to gain more than host
countries, its investments in Africa are very
far from risk free. Indeed, in October 2018,
the South China Morning Post reported China
Export and Credit Insurance Corporation
(Sinosure™) head, Wang Wen, as saying that
Chinese developers and financiers involved
with BRI projects in developing countries
needed to increase their risk management if

they wanted to avoid disaster®™.
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China’s investments in Asia-

Global concern about the implications of
Chind's increasing investments overseas has
been felt not least in Asia. Given its close
regional proximity to China, Asia is a region
where China has significantly upgraded
efforts to try to assert a leading role, not
only for economic benefit but also to gain
strategic leverage and attempt to counter
US hegemony. While increased Chinese
overseas investment in Africa has early
received much more attention, the growth of
China's economic activities in Asia have also
become increasingly notable not only for their
potential political implications but also for
the way that they have been reshaping the
lives of ordinary people and threatened the

environment.

Types of investment in Asia

One significant form of investment that
has grown in terms of value in Asia is China's
FDI. According to official statistics, by the end
of 2018 the value of China's FDI stock in Asia
amounted to almost US$1.3 trillion compared
with just over US$447 trillion at the end of
2013. While globally, developed economies still
dominate among major recipient countries
of Chinese FDI, this is beginning to change.
There has been a growth in Chinese FDI to all
continents since 2001, and Asia has received

a substantial proportion of it

. One major
reason for this is the inclusion of Hong Kong,

which continues to receive by far the largest

proportion of mainland China's outbound
FDI. Growth in FDI to Asia is also in line with
a general trend in the growth of Asia's global
importance as a destination for inward
FDI (not only from China). Asia's share of
the global total of FDI stocks rose by 9.6
percentage points between 2005 and 2015
to reach 23.8%°%. Nevertheless, although in
terms of value Chinese FDI in Asia has been
continuing to grow, in recent years outbound
FDI to Asia has declined as a percentage of

China's total global FDI.

As a large and diverse continent, the
significance of Chinese FDI flows to Asia
has varied by region and country, however,
and major statistical discrepancies make
a clear picture difficult to obtain, although
there seems to be consensus on a general
trend of growth in value. In Southeast Asiq,
for instance, despite geographic proximity,
China's FDI has been comparatively small as
a percentage of China's total global FDI. In
2013, China only contributed a total of 2.3%
of its FDI into ASEAN**. However, Singapore,
as a more developed country, receives a
significant proportion of Chinese FDI to
the region and ranks amongst the leading
individual recipient globally of Chinese FDI
(see table below), with its FDI to the country
more than tripling from US$4,857 million to
US$14,751 million between 2009 to 2013. It
is thought, however, that some of this FDI
to Singapore then flows to other ASEAN

325

countries™. Other leading Asian recipient
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countries or regions of Chinese FDI have
included Cambodia, Kazakhstan, Indonesia,
Macau, Myanmar, Mongolia, South Korea and
Pakistan. Even where, by global comparison,
the amounts received may be small, for some
countries Chinese FDI may still account for a
significant proportion of all FDI received by

the country concerned.

As a part of its investment activity,
the growth of China's outbound FDI has
received a lot of attention globally. While
this is a trend that is replicated in terms
of value in Asia, Chinese overseas lending
to the region is also very significant.
Moreover, closely related to such Chinese
investment, a large proportion of China's
economic activity results from commercial
contracts (for instance in infrastructure
construction). The award of such contracts
to Chinese companies are sometimes a
condition of Chinese lending. These loans and
contracts are an important feature of the
infrastructure investments being driven in

association with the BRI.

Between 2000 and 2014, five Asian
countries (Pakistan received $16.3 billion,
Laos $11 billion, Turkmenistan $10.1 billion, Sri
Lanka $8.2 billion and Kazakhstan $6.7 billion)
were amongst the top ten countries to receive
financing from China classified as ‘other
official flows' (OOF), meaning that they were
non- concessional or commercial in nature.
Top sectors for overall OOF from China
during this period were energy generation
and supply (51%), transport and storage
(17%), industry, mining and construction
(10%), communications (5%) and agriculture,

forestry and fishing (3%)*. In other words,

even before the BRI was fully underway,
infrastructure was an important component
of China's official financing overseas and
was significant in Asia. With the increased
political push from the BRI and commitments
to this by the Chinese banks, such lending
and the associated debt that will need to be
repaid might likely be expected to increase.
Indeed, according to one estimate, between
2013 and early 2020 the total announced
327

lending
to BRI projects totaled US$461 billion, with

by Chinese financial institutions

Indonesia, Pakistan and Iran among top

recipients™

. With the coronavirus pandemic
causing economic hardship in many countries
around the world from 2020, there has been
increasing concern about debt burdens and
calls from some BRI countries for debt relief
by some countries, for instance Pakistan.
While Beijing was reportedly considering a
number of responses, including suspension
of interest payments, a researcher from
China Development Bank reportedly told the

Financial Times that:

The BRI loans are not foreign aid. We need
to at least recoup principal and a moderate
interest... It is OK for 20 per cent of our
portfolio projects to have problems. But we
can't tolerate half of them going under. We
might consider extending loans and giving
interest relief. But in general, our loans are

issued according to market principles32s.

As far as conventional aid is concerned,
this is less significant. During the 2000 to
2014 period, the countries which received the
greatest amount of conventional Chinese
aid were mainly in Africa, however Cambodia

and Sri Lanka were also ranked in the top ten




global recipients receiving US$3 billion and

US$2.8 billion in ODA respectively™.

As previously mentioned, Chinese lending
to finance large infrastructure projects is
often accompanied by the award of contracts
to Chinese companies for the construction of
the respective infrastructure. This is especially
so in Asia. Based on official statistical data,
Asian countries account for a significant
proportion of the value of projects contracted
by Chinese companies overseas. In 2016, for
instance, the value of Chinese contracts in
Asia accounted for 48% of the total value
of Chinese contracted projects globally.
Saudi Arabia, from where China receives a
significant proportion of its oil imports and
with which it has recently signed agreements
and letters of intent worth $65bn in energy,
space and infrastructure agreements, has
granted Chinese companies the greatest
value of contracts, accounting for 12% of the
value of contracts from all Asian countries
in 2016. Meanwhile Pakistan, where China is
making significant investment in the China-
Pakistan Economic Corridor, accounts for the
second highest value amounting to 9% of the
total for Asia. In recent years, construction,
transportation and real estate are areas that
have seen significant growth in the value of
contracts in Asia in particular. The value of
transportation projects contracted in Asia
grew from $16.2 billion from 2006 to 2011 to
$62.03 billion from 2012 to 2017, whereas the
value of contracted real estate projects grew
from $9.2 billion from 2006 to 2011 to $21.1
billion from 2012 to 2017%".

Incentives

In addition to the general incentives and
reasons for promoting overseas investment
set out in Part One of this report, there
are also some incentives for expanding
investment and related activities that are
specific to Asia. On the one hand, lower
wages (including lower minimum wages)
and other benefits in some countries when
compared with China have been additional
factors that make investing in developing
countries in Asia more attractive to
Chinese companies (a similar factor drove
the massive influx of foreign capital into
China from the 1990s). Chinese overseas
investment in the Cambodian garment sector

offers one such example®

. Perhaps more
significantly, however, regional geopolitical
interests and a desire to establish itself as a
dominant power in the region in the face of
rival competitors such as the US and Japan,
may also be considered a motivating factor
for establishing closer economic relations and

encouraging some countries to increasingly

rely on China.

Indeed, Xi Jinping has talked about
wanting to create '‘an Asia-Pacific dream
for our people’. In 2013 China's foreign
minister, Wang Yi, announced that the focus
of China's foreign policy would move to
China's backyard, where it wants to build,
"a community of shared destiny"**. These
comments, which seemingly present a
unified goal (implicitly China-led) perhaps
run somewhat in contrast with China's
generally stated approach to foreign
policy, whereby it insists on opposition to

unilateralism, non-interference into the
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affairs of each country and its respect for
differences. More broadly, the term tianchao
zhuyi, which loosely translates as heavily
dynastism, has been used by liberal critics
to refer to China's ambitions and activities
overseas. Debates have also arisen around
suggestions that China is now imperialist
or is in the process of returning to the role
of an imperialist power. While this is a
debate that requires further consideration
elsewhere, in its own backyard, where it vies
for political and economic influence in the
face of regional and international rivals,
attempts to establish itself as a regional
hegemonic power are increasingly evident,
not only through its economic activities but
also as witnessed through its increasingly
aggressive strategies in the South China Sea.
The waters represent significant channels of
communication and trade. Almost 40% of
all China's trade passes through the south
china sea, as well as significant proportions

** While several countries

for other countries
(including China) make territorial claims
to the contested waters and islands in the
South China Seq, since 2013 China has been
constructing artificial islands around the
Spratley and Paracel islands and has
expanded its military presence, a sign
of it more strongly asserting its claim
to sovereignty which has exacerbated
tensions in the region. Matters have
not been helped by the interventions of
countries such as the US and UK, which
have provoked China further by carrying
out warship sailing operations through
the disputed waters (seen as a potential
threat and undermining China's claims).
More recently, declining US-China

relations have led to increasing tensions

over the South China Sea, which have
led some to speculate or fear potential

future military clashes in the region.

There is, however, a way to go before
China becomes the sole major force in the
region. With an economy measuring US$10.9
trillion in 2015 (larger than other East and
Southeast Asian economies combined),
and as a major trading partner of many
Asian countries, China already has very
significant economic leverage. Nevertheless,
although the BRI has been viewed as a way
to further boost regional investment, it is not
necessarily the dominant actor throughout
the region. The EU and Japan, for instance,
were investing more overall in Southeast Asia
than China when the BRI was announced®.
Between 2011-2013, the EU invested US75
billion and Japan invested US56 billion, while
China invested the lower amount of US$22
billion in ASEAN countries. Meanwhile,
Japan remains the largest provider of aid
(where it is defined as grants and loans at
minimal interest rates) to Southeast Asia.
Successfully driving forward the BRI therefore
may be viewed as a way to enable it to be
more assertive in view of the comparative
strength of its competitors. Indeed, this is
something which has not gone unnoticed.
China's growing investments and influence
in the region may have prompted responses
in the form of increased investments from
states and associated institutions that see
China as a rival for economic and political
influence in the region. Following plans for the
BRI and AlIB being outlined, in 2015 Japan's
Prime Minister Shinzo Abe announced that
Japan would provide US$110 billion for

Asian infrastructure over the next five years,




while the ADB expanded its lending capacity
by 50%. Then in July 2018, US Secretary
of State, Mike Pompeo, announced a new
infrastructure initiative in the Asia-Pacific
region, the 'Indo-Pacific Economic-Vision', to
involve US$113 million in direct government
investment in infrastructure, energy and new
technology®. The US, Australia and Japan
also announced that they had formed a
trilateral partnership to mobilise investments
in energy, transportation, tourism and

technology infrastructure™.

Problems with China’s
investments in Asia

Infrastructure in parts of Asia is
underdeveloped and in this respect
infrastructure investments might be
welcomed. Indeed, China has often presented
its investments as a 'win-win situation’,
previously projecting, for instance, that
Southeast Asian countries had plans to
invest US$1.5 trillion in infrastructure
between 2011 and 2020 and could therefore
benefit from Chinese investment®*. As far
as overseas governments are concerned, in
many instances, China's overseas ambitions
to invest in infrastructure are viewed as
a way to gain the capital to meet the
infrastructure and development aims of
the respective country's government. The
Thai government, for instance, has sought
Chinese investment and integration with
the BRI for its own Eastern Economic
Corridor development plan. Under this plan
Thailand hopes to attract US$46 billion in
foreign investment (not only from China),
for development of train, rail, road and

marine transportation and investment in

strategic industries such as biotechnology,
biofuel, IT, medicine and aviation, for
which it has reportedly offered investors
additional corporate and personal income
tax privileges™. Related to this, construction
of the first phase of the China-Thailand high
speed railway, seen by China as a flagship
project of the BRI, began in late 2017, albeit
after some delay due to disagreement over
the loan that China Development Bank was
offering the Thai government to finance
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the project™. China is also expected to be a
key financier in Duterte's ‘Build, Build, Build'
infrastructure project in the Philippines.
Meanwhile, in Cambodia, where China is
the country's largest foreign investor, the
government has continued to seek aid and
investment for infrastructure such as bridge
and road construction, in the face of rising
concern from civil society about some of the

341

adverse impacts™ that have also been the

cause of growing anti-Chinese sentiment®’.
In Pakistan, however, one of the criticisms
levied against the CPEC relates to lack of
transparency in investment allocation and
the Pakistan central government giving
preferential treatment to some provinces
along the eastern route and denying other

areas the benefits of the investments®.

The CPEC in particular has received a lot of
criticism from those that claim that the loans
are not economically viable, and Pakistan
will likely have a hard time meeting its
repayment obligations. The IMF, for instance,
previously warned that when Chinese
investors start repatriating profits and after
2021 when repayments are expected to
rise, if the CPEC does not generate enough
growth, then Pakistan's debt from Chinese

87



88

Part 7 : China's investments in Asia
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bank loans risk becoming a burden™. More
recently, Pakistan's overall debt levels have
contributed to economic crisis prompting the
Pakistan government to approach the IMF

for a bailout.

In addition to Pakistan, a study by the
Center for Global Development has identified
seven other BRI countries (the majority
in Asia) that face significant risk of debt
distress due to high levels of debt owed to
China, with some potentially at risk of having
to default especially if further loans are
made. These countries include Kyrgyzstan,
Mongolia and Laos, Maldives, Djibouti,
Montenegro, Tajikistan and Mongolia®®. Such
risks have already turned out to be a real
problem for some countries. In Sri Lanka, for
instance, the inability to repay debts to China
has already resulted in the country having to
cede majority control over the Haombantota
port in exchange for debt relief, leading to

major protests in 2017°.

While debt may cause challenges for
overseas countries, the impacts may not
always® be so detrimental to China.
Chinese loans have also provided a way
to secure land, resources and further
contracts for Chinese companies. Some
loans by Chinese banks to overseas
countries are backed by natural resources,
a notable example being oil, meaning that
the country may be required to pay off
the debt using the resource, regardless
of the domestic need. The same is true of
infrastructure as in the case of Sri Lanka.
There are also examples of cases, for
instance in Cambodia, where repayment of

debt is allegedly rescheduled or cancelled

in exchange for Chinese companies being

awarded further contracts®®.

In Asia, there have been situations that
suggest that some countries might be
more likely to take favourable political lines
towards China in exchange for investment.
Cambodia received US$600 million in
development aid and loans in 2016 shortly
after calling for ASEAN to retract its
statement of the South China Sea dispute.
It has also reportedly made exemptions
to its laws for China, awarding land to
Chinese companies far exceeding legal limits,
coinciding with loans and investments®’.
In Myanmar, China has also allegedly
directly tried to involve itself in the conflict
issues faced by the country. In 2013 China
designated a special envoy of diplomats,
which continues to facilitate talks between
armed organizations and the Myanmar
government. China has also defended
the Myanmar government over Rakhine
state, an area where China has significant
economic interests related to infrastructure
and a planned Special Economic Zone, and
where armed forces have carried out ethnic
cleansing of the Rohingya population®®.
Chinese diplomats have denied involvement
in the conflict, although admitted that there
have been, "individual acts that broke the
law of either country or affected the peace
process of Myanmar” that were unrelated to
China's policies™. Regardless of more direct
political intervention, however, concerns
have also been raised more recently about
the debt implications for Myanmar related
to plans to build the Kyaukpyu port, without
it facing similar risks to those that have

already affected Sri Lanka. When countries




become trapped in debt and have to give
up their resources, or if they adapt laws and
environmental regulations to attract Chinese
investment then this already has potential
political implications for the countries

concerned.

As in cases involving capital from
other overseas countries, labour rights
violations are frequently reported at
Chinese companies and in Chinese invested
operations in Asian countries. One issue
which has become especially contentious
for some countries in Asia, however, is
the use of Chinese workers for projects
contracted to Chinese companies. Indeed,
Asian countries receive a high percentage
of all Chinese workers sent overseas in
relation to contracts awarded to Chinese
companies. According to data from official
statistics, in 2016 61% of Chinese dispatch
workers sent overseas to work on contracted
projects were sent to Asian countries, while
a total of 46% of Chinese persons abroad
related to contracted projects were in Asian
countries at the end of the year. It should
also be noted, however, that official statistics
only provide data on the number of workers
sent overseas through legal channels, such
as overseas labour cooperation companies
and employment agencies licensed by the
Ministry of Commerce. Workers are also
sometimes sent by unlicensed agencies and
labour brokers®?, and so the actual number
is likely much higher. Tensions have emerged
where the local population have felt that
Chinese workers were being employed at the
expense of the employment of local workers,
and this, along with other complaints related

to Chinese investments, has contributed to

growing anti-Chinese sentiments or racism in
several Southeast Asian countries including
Laos, Indonesia, the Philippines and Vietnam.

Nevertheless, infringements of labour
rights not only affect local workers but also
the Chinese workers imported to work on
contracted projects (especially when they are
imported through illegal channels). Indeed,
many overseas Chinese workers have faced
exploitation and rights violations at the
hands of the Chinese contracted or investing
company as well as the labour dispatch
employment agency. Unpaid wages and visa
issues have been amongst problems that they
have faced. In 2017, for instance, Malaysian
media reported that Chinese migrant
workers working on the construction of the
Forest City project in Malaysia were facing
wage arrears and had not been provided with
the proper work visas after being cheated
by agents in China to whom they needed to

repay huge loans™.

Land use is another major issue in Asia.
Myanmar is one country where problems
related to land use as a result of Chinese
invested projects have surfaced. From 1988
to 2010, during the military period, many
land intensive infrastructure projects were
approved in Myanmar without safeguards
for communities and the environment, of
which a large number involved investments
by Chinese SOEs™. However, Myanmar is
also an example of a country where Chinese
investments have frequently met significant
public opposition related to these issues.
In 2011, the construction of a US$3.7 billion
Chinese backed hydro dam project was
halted due to opposition, then later in the

year a Chinese backed copper-mine project
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was also temporarily put on hold following
protests. The Sino-Myanmar pipeline project
has also been met with opposition from local
communities due to negative impacts on
livelihoods and inadequate compensation
for loss of land. The Chinese invested
Letpadaung Copper Mine has also been a site
of several protests that have often been met

*5 due to land seizures,

with violent repression
dissatisfaction over the compensation offered
to villagers for resettlement and pollution. It
has subsequently been argued that in view
of earlier experiences, including the backlash
from civil society as well as changing
political circumstances and insecurity in
the region, the Chinese government and
some Chinese companies are attempting to
improve relationships with communities and
minimize conflict by engaging with different
stakeholders®™, although the effectiveness

remains to be seen.

It is not just humans that have been
affected by inadequate assessments and
consideration of environmental impacts;
ecological destruction also endangers wildlife.
In the Batang Toru rainforest on Sumatra
in Indonesia, the development of a US$1.6
billion hydroelectric dam has raised concerns
due to the threat it poses to the habitat of
the endangered Tapanuli orangutan and the
Sumatran tiger. The power plant, which is
being developed by Indonesia company PT
North Sumatra Hydro Energy, is reportedly
backed by the Bank of China, while Sinohydro
(the SOE that built the Three Gorges Dam)
has been awarded the contract for design and
construction. According to conservationists,
the threat to the orangutans was given little

attention in the project's environmental

impact assessment and the Indonesian
Forum for the Environment (Walhi) filed
a legal challenge against the project’s
environmental permit in August 2018. The
environmentalists also reportedly claim that
while the Bank of China continues to back
the project, the World Bank dropped out due

to environmental concerns®

. The dam project
has also led to protests by indigenous people,
for instance in August 2017, when faced with
eviction from their land, dozens protested
against the project leading to violent clashes
with representatives of the developer and

police®®,

Gwadar Port (Pakistan) -
a strategic and challenging case

One project that has been included in the
BRI and is especially strategic to China but
is also problematic and challenging as far
as ordinary people and the environment are

concerned is the case of Gwadar Port.

Gwadar is located on the southwestern
coast of Pakistan's Balochistan province,
about 460 kilometers east of Karachi and
about 120 km west of the Pakistan-lran
border. It is near the Strait of Hormuz and
close to several important strategic maritime
routes linking the Persian Gulf and Asia

Pacific®

. Building a deep sea port in Gwadar
had been Pakistan's dream for quite a long
time, but the plan was only implemented
after China agreed to offer help at the end of
the 1990s*°. In March 2002, China Harbour
Engineering Company (CHEC) and the
Ministry of Ports and Shipping of Pakistan

signed a contract to construct Phase 1 of

Gwadar Port, costing US$248 million*. China




provided US$198 million. It is difficult to find
out the details of this investment, however,
and public reports only say that it included
grants, interest-free loans, concessional loans

and buyer credits®?.

Chinese workers were involved in the port's
construction and some became victims of
terrorist attacks. In May 2004, a commuting
van was targeted by a car bomb on its way
to the construction site of Phase 1. Three
Chinese engineers were killed on the spot
and nine Chinese workers were injured. Two
Pakistani workers in the same van, a driver
and a security guard were also injured®®.
Later Pakistan's police arrested 13 suspects

in connection with this attack™.

Phase 1 was completed in 2006 and the
Port of Singapore Authority (PSA) won the
bid to become the port's operator in the same
year®*®. The original lease was for 40 years;
however, PSA ended the US$750 million deal

in 2012 for two major reasons:

Firstly, the security situation in Balochistan
hindered the PSA from investing the money
it had promised in the agreement for the
development of the port and offshore

infrastructure.

Secondly, the Supreme Court [of Pakistan]
had issued a stay order against the
allotment of Gwadar land to a foreign
company, back in December 2070, on
petitions filed by some individuals, including

the Balochistan governorsss,

In February 2013, however, a contract for

construction and operation of Gwadar Port

was awarded to China Overseas Port Holding
Company (COPHC). President Asif Ali Zardari
and Chinese Ambassador Liu Jian attended
the contract signing ceremony, indicating that
this was highly important to both countries.
However, COPHC, the company awarded the
contract, is a mysterious company that little
is known about—the address of its parent
company in Hong Kong is one single room
shared by four different companies, a typical
sign of a shell or paper company. There is also
no public information showing the existence
of any contenders in this deal®’. The lack
of transparency around this deal might be

considered worrying.

The importance of this project for China
nevertheless became further apparent
shortly afterwards. Later in the same year,
China and Pakistan reached a consensus on
building the long-planned China-Pakistan
Economic Corridor (CPEC)*® and plans for
the BRI were also announced by Xi Jinping.
The development of Gwadar Port has been
integrated into these initiatives since then

and is considered a flagship project of CPEC.

In November 2016, Gwadar Port
officially opened, but further constructions
and upgrades are still on-going. China
Communications Construction Company
(CCCC) has also since been awarded
contracts related to Gwadar Port. In March
2017, for example, the Pakistani government
awarded the 300-megawatt coal power
project at Gwadar, which was worth 55 billion
PKR, to CCCC without bidding®’; and in
September 2017, it signed the Gwadar East

Bay Expressway project contract™.
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It has been suggested that Gwadar
Port is advantageous to China since it
will allow China to benefit from a shorter
transportation route for the transportation

of oil and gas from gulf countries. In the case

that potential conflicts in the Asia-Pacific
region, especially in the South China Seaq,
arise, alternative energy supply routes could

be beneficial®.

Source: China Dialogue Ocean®

Nevertheless, the development of Gwadar
Port and CPEC are not appreciated by
everyone in Gwadar. One issue is the
displacement of local fishing communities.
COPHC promised that it would create
as many as two million jobs in 20 years.
However, local fishermen worry that they
don't have the necessary skills to compete
with workers from the other parts of Pakistan
and even from China. They also complain
that the government has not fulfilled its
promises related to compensation, schools,
hospital and roads after it gave up land to

373

the project™.

Chinese projects are also facing security
problems caused by general instability
in Balochistan province, threatening
Chinese workers and locals. The 2004
incident mentioned above was not the only
attack targeting Chinese investment and
companies. In November 2005, unidentified
armed men fired five rockets at the camp
site of a Chinese construction company in
Gwadar. Two rockets landed and exploded in
the parking area of the camp and damaged
a number of vehicles. However, no casualties

were reported in the attack™. In October




2017, unidentified men threw a grenade
into a workers' hostel in Gwadar Port and
wounded 26 workers who were having

dinner®®

. Many of these attacks were carried
out by Baloch separatists, who have been
fighting against the central government in
Islamabad for the liberation of the western
Balochistan province for decades. Now they
are also condemning China for plundering
Balochistan's resources®. Another issue
that has concerned both separatists and
many ordinary Baloch people is that these
CPEC-related projects will bring about a
demographic change in the near future and
turn them into a minority group in their own

province®.

Meanwhile, heavy-handed repression of
China's Muslims in Xinjiang is also stirring
up anti-China sentiments in Pakistan, which
has driven religious extremists to act against

Chinese citizens in Pakistan™®.

The dangers of debt to China?
- the Hambantota Port case
(Sri Lanka)

The case of Haombantota Port has been
widely cited as a reason to be cautious about
Chinese overseas investments. The plan
to construct a port at Hambantota was
proposed as early as 2002. However, the
government only started implementing it
after Mahina Rajapaksa became president
in 2005. Rajapaksa was born in Hombantota
and the region was his electoral district.
Thus, he made election promises to create

prosperity there™.

Only China was willing to finance the

project, however, as many other potential

investors thought that building a new port
did not make sense economically—the
capacity of Sri Lanka's existing ports, such
as Colombo, Galle, and Trincomalee, were
still adequate®®. Critics argued that China's
consideration was geopolitical rather than
economical—the new port could become
its strategic foothold and navy base in the

Indian Ocean®..

Ports of Sir Lanka. *Source: MMS

It is difficult to find all of the details of
the negotiations between the two sides. Two
Chinese SOEs, China Harbour Engineering
Company (CHEC), a CCCC subsidiary, and
Sinohydro, constructed Phase 1 of the project
costing 361 million USD**. 85% of the cost,
or 306 million USD, was paid with a 15-year
loan from the Export-Import Bank of China,
at a 6.3% interest rate®*; and construction
commenced in January 2008 and was
completed by November 2010°**. In December
2010, CHEC and the Sri Lanka Ports
Authority then signed the EPC contract for
Phase 2*, which was to be entirely financed
by the Export-Import Bank of China®.
Construction of Phase 2 was completed by
the end of 2016, The total cost of the port's
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construction was 1.761 billion USD*”.

The Hambantota port was an economic
disaster. During the first couple of years of
operation it was unable to attract passing
vessels and its profits were not enough to pay
off the loans. By the end of 2016, the port's
total losses had reached 304 million USD*.

Rajapaksa lost the election in 2015, but
the new government found that it was hard
to repay the foreign debts—by 2015, some 95

percent of Sri Lanka's government revenue

was going towards servicing its debts®.

After months of negotiations with China, Sri
Lanka agreed to hand over the Hambantota

port to China Merchants Port Holdings Co.,
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Ltd on a 99-year lease™. The latter's parent

company, China Merchants Group, is also a
SOE directly controlled by SASAC.

Changing fortunes for Chinese
investments in Asia?

As this chapter has highlighted, there
has been a growth in Chinese investments
and related economic activity in Asiaq,
accompanying the increased strategic
importance of the expansion of China's
overseas expansion and the BRI by the
Chinese state. While welcomed by some
overseas governments, where Chinese
investments have aligned with their own
plans and interests, Chinese investment
has nevertheless not met with universal
enthusiasm. Concerns about some of the
adverse effects of Chinese investment, the
mounting costs to the countries involved,
increasing anti-Chinese sentiment and

popular backlash related to the growth and

impacts of Chinese investment, along with
the election of politicians that have adopted
positions less favourable to such investment;
have resulted in delay and even cancellation
of projects. Disputes have also frequently
occurred between Chinese investors and the
countries in which they invest, some of which
are brought to arbitration in Hong Kong. Last
year the Hong Kong International Arbitration
Centre recorded a 17% rise in the number of
disputes that it handled involving mainland
Chinese parties and parties from other BRI

countries™.

A prominent recent example of the
reversal in fortune for Chinese investment
overseas following a change in government
comes from Malaysia and its halting of the
construction of the East Coast Rail Link after
costs greatly exceeded original estimates.
With most of the work on the planned
620-kilometre railway line awarded to China
Communication Construction Company
(CCCC) and 85% of the financing being
provided by China's Exim bank, the project
was supposed to connect the East Coast of
Malaysia with Kuala Lumpur and Thailand,
and aid in creating a trade route connecting
China with markets beyond Asia. By late
2017, the project had been hailed the largest
ongoing project by a Chinese company
overseas, however in July 2018, Malaysia
suspended the project with concerns having
been cited about the project's costs and the
borrowing from China that would have been

required to complete it*. The suspension




of the project came following the election
of new Malaysian Prime Minister Mahathir
Mohamad, who had promised to curb China's
influence and to renegotiate some of the
terms of the estimated US$34 billion worth of
deals Malaysia had signed with China under
predecessor Najib Razak®, a big supporter of
the BRI. This type of U-turn is not unique to
Malaysia, however. The Nepalese government
has also cancelled plans for Chinese
companies to build hydroelectric plants in
the country. In November 2017, it scrapped a
US$2.5 billion deal for a Chinese company to
build a plant on the Budhi Gandaki river, and
then in May 2018 it announced that it would

build a plant on West Seti river, which was
previously to be constructed by China's Three
Gorges International Corporation, by itself. The
recent change in leadership in Pakistan has also
been considered a potential cause for concern

for the future of CPEC.

Now, with the Covid-19 pandemic causing
significant economic hardship for people and
countries around the world, those countries that
are deeply in debt, be it to China or elsewhere,
may face even greater risks of debt distress
going forward. The long-term implications for

China's BRI projects in Asia remain to be seen.
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Part 8:

Chinese Investment in Germany-

Germany has been one of the major
recipients of Chinese overseas investment
amongst European countries and, despite the
increasing diversification of its investments
more recently to other European countries, it
is still considered one of the most appealing
destinations for Chinese FDI. Between 2000
and 2015, Germany received a cumulative
total of EUR 7,905 million in Chinese FDI,
ranking fourth in the EU for this period in
terms of investment received®. In the mid-
2000s, investment was mostly in small
greenfield projects, however since 2011 in
particular investments have soared®®. From
2011 to 2016 the value of Chinese investments
in German companies grew from 690 million
Euros to 7 billion Euros, although 4.5 billion of
this total resulted from Midea's acquisition of
Kuka®”. In 2018, even while an overall decline
in investment into Europe was reported,
Chinese investment in Germany grew in
terms of its total value*®. As China has
sought to expand international connectivity
and transportation routes to Europe as part
of the BRI, Germany has also been integrated
as a destination for trains departing from

China to Europe included in this initiative.

Since Germany is a country which has been
so important to China as it has expanded
its investments into Europe, Globalization
Monitor was keen to learn more about how

Chinese investment is viewed there and the

impacts it has had so far, particularly in the
workplace. For this reason, in November
2018 we visited Germany for two weeks to
meet with works council members, trade
unionists and other activists and experts
about their experiences related to Chinese
investment and visited strategic sites of
interest for Chinese investment activity.
Our visit took us to two different locations
in Germany. The first was North Rheine-
Westphalia*”, an early industrial area, where
Chinese companies have been acquiring
manufacturing plants in various industries
and where the city of Duisburg has received
recent attention in relation to its role for
China's new Silk Road as the terminal of
its rail route from Chongqing. The second
location was Hamburg, a city which has been
an important location for the establishment
of the European headquarters of Chinese
companies - 500 such headquarters are
now located there*”—and where plans to
construct a new container terminal at its
port, to potentially be built and operated by
Chinese companies, have become a cause for
concern. This report draws on our discussions
and findings from this visit as well relevant
recent reports and literature to explore
some of the important emerging issues
for understanding implications of Chinese
investment in Germany, as well as potentially

further afield.




How has China been investing
in Germany?

Map of Germany

Source: http://ontheworldmap.com/germany/germany-political-map.html

Chinese companies have made numerous
investments in Germany of various sizes.
In 2016, for instance, 68 acquisitions were
made by Chinese companies in Germany*®,
One of the main reasons is its advanced
manufacturing capabilities. Germany has
been seen as a location from which China
might not only benefit from the acquisition
of industrial assets but also from the
related advanced knowledge and expertise.
Acquiring knowledge and production

expertise from Germany is in line with

China's ‘Made in China 2025’ strategy, which
aims at the upgrading of manufacturing
capabilities so as to meet China's goal of
becoming a leading industrial nation by
2049. Other related reasons that have also
contributed to Germany's popularity with
Chinese investors include Germany's leading
international position and competitiveness,
the ability to open up access to other
European markets, as well as the good
reputation of the '"Made in Germany'

label**, something which is advantageous
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for attracting customers to buy finished

products.

Related to these aims, the most important
sectors for Chinese FDI in Germany have
been automotive and industrial equipment.
Between 2000 and 2014, automotive and
industrial equipment accounted for more
than 65% of total Chinese investment to
the country*®, Other important sectors
have included renewable energy, consumer
products and finance and transportation
services. The majority of these investment
in Germany take the form of acquisitions—
according to one 2015 report this had
accounted for 82% of Chinese FDI**—
allowing for a quick way to enter the market
and to acquire knowledge and assets.
Nevertheless, Germany has lagged behind
some European countries as a recipient of
Chinese FDI in certain areas. These include
the biggest sector for Chinese overseas
investment in Europe, namely energy. Despite
deals in renewable energy, overall investment
is small in this sector when compared to
other types of investments in energy (for
instance energy extraction and utilities) in
other European countries. Investment is also
smaller in transportation, infrastructure,

basic materials, metals and minerals*”.

The industrial regions of Germany are
amongst those to receive the greatest
proportion of Chinese FDI. Between 2000
and 2014, southern and western Germany
(states of former West Germany) received
the greatest amount of Chinese FDI. Bavarig,
Hesse and North Rheine-Westphalia were the
states that received the most, each receiving

a cumulative value of FDI projects from

Chinese companies in excess of one billion

Euros*®.

Emerging concerns and cooling
attitudes

Although still comparatively welcomed
by the German government*”’, concerns
about the nature and consequences of
Chinese investment in Germany have been
growing. One of the major causes of this
relates to fears over loss of technology
and technological advantage. This has
particularly been the case as the scale of
investment has increased and coincided with
China's stated ambition of catching up and
competing with advanced manufacturing
companies such as Germany. A Bertelsmann
Stiftung foundation study found that
between 2014 and 2017 almost two-thirds of
China's mergers and acquisitions in Germany
involved the ten sectors outlined in Beijing's
'Made in China 2025' plan®®. It is not just
the German government that is potentially
concerned about this. According to one trade
union consultant that we spoke to, while
sometimes German trade unions viewed
Chinese investment as being preferable to
other types on investment, there was some
fear about the future impact of technology
transfer and the potentially resulting
subsequent competition. Meanwhile, at the
same time that Chinese FDI to Germany has
been growing, German FDI to China has been

declining in recent years™.

The acquisition of German robotics
manufacturer KUKA in 2016 by Chinese
electrical appliance manufacturer Midea

has been seen as a significant turning point




in Chinese-German investment relations,
causing concern from the government
and workers alike. When the news was
announced approximately 3,000 employees
gathered at the Augsburg factory, worried
about what the new ownership would mean
for the company. However, two years later,
according to the head of the Works Council
at KUKA, Midea had committed to keeping
the factories open and preserving jobs.
The union IGMetall had also unsuccessfully
sought to find alternative buyers for the
company. Nevertheless, the acquisition
also alarmed the government due to Kuka's

position as a major company in a strategic

sector of the economy. Indeed, the company
has been described as, “a pioneer of Industry
4.0, the digitally networked economy”"*?.
Although the government eventually
conceded that the acquisition did not harm
national interests, it did face opposition from
some officials in Berlin and contributed to
a political atmosphere in which the German
government tightenedregulations on all non-
EU foreign investment in 2017*°. Under the
new regulations the government granted
itself the power to intervene if a foreign
company obtained a 25% stake or higher in a

German company.

Examples of recent notable Chinese acquisitions in Germany

201 Lenovo acquired a 51% stake for US$900 million in technology and consumer electronics
company Medion.

2012 Weichai Power acquired a 25% stake in truck maker KION for 738 million euros. At the time
it was China's largest direct investment in Germany.

2014 AVIC Systems (a subsidiary of aerospace and defence conglomerate AVIC) acquired
automotive systems manufacturer Hilite International for 473 million euros.

2015 China's Zhongding Sealing Parts Co. Ltd acquired a 100% share in injection moulder
company Wegu Holding GmbH for 95 million euros.

2016 China National Chemical Corporation (ChemChina) acquired a two-thirds stake in
machinery manufacturer Kraus-Maffei for 925 million euros. At the time it was the largest
Chinese acquisition of a German company.

2016 Beijing Enterprises Holding Limited acquired 100% of waste management company EEW
Energy from Waste for 1.4 billion euros. The acquisition was agreed only a few weeks after
the acquisition of Kraus-Maffei.

2016

investment group Fosun International Ltd. acquired 99.91% of equity interest in private bank

Hauck & Aufhduser for 210 million euros.
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2017 Midea acquired a 94.55% stake in robot manufacturer Kuka for 4.5 billion euros.

2017 Biotest Pharmaceuticals agreed to a 1.3 billion takeover deal by China's Create Group Corp.

2017 China's HNA Group acquired a 700 million euros (3.04%) stake in Deutsche Bank AG. Later

that year it was revealed that HNA's stake had risen to just under 10%.

2018 China's Geely Group acquired a 7.3 billion euros (9.7%) stake in Daimler - the biggest

Chinese investment in a global automobile manufacturer to date.

In line with growing global trends, more
recently there have been some additional
signs that the German government has been
growing warier of Chinese investment. In
July 2018, Merkel's cabinet for the first time
moved to veto the takeover of a German
company by a Chinese company, when it
signalled that it would block the acquisition
of Leifeld Metal Spinning by Yantai Taihai
group on "security grounds". Leifele Metal
Spinning makes equipment for the nuclear

energy and aerospace industries™.

Exacerbated by the Chinese government's
Made in China 2025 plan, the perceived
political implications of Chinese investments
are perhaps a related reason for the cooling
attitudes towards it. This has particularly
been so given the connection that many
Chinese companies have to the Chinese
state. This may not only include China's
State-owned Enterprises (SOEs), which
have been responsible for a significant
proportion of China's overseas investment,
but also companies with a sometimes
unclear ownership structure, even where
they claim a lack of connection. The growing
global concern over the security of Huawei's
technology and the way that the company
is believed by many to be linked to the

Chinese Communist Party (something that
Huawei has denied) and the allegation that
such technology could be used to spy for
the Chinese government has not helped to
improve this image. It should be noted that
at the time of writing, however, Germany
has not so far bowed to US pressure to ban

Huawei*®

. Nevertheless, Chinese investments
in small or medium sized German companies
that specialise in advanced technology have
sometimes been viewed more as political

than economic acquisitions.

Restrictions have not just come from the
German government, however. In 2017 the
Chinese government also introduced new
restrictions to regulate or restrict certain
types of overseas investment by Chinese
companies, partially in an attempt to limit
capital flight. This led to a decline in Chinese
ODI internationally and to some investors in
restricted sectors, such as the hotel industry,
withdrawing their investments. Following
the introduction of new restrictions by
China, German sellers have also reportedly
sometimes been more cautious about
Chinese investment and have asked for
higher sums of money as collateral or other
payment requirements that have contributed

to the failure of some deals*™.




Investment in Manufacturing
in North Rhine-Westphalia

View from the Alsumer Berg in Duisburg Marxloh: the North Rhine-Westphalia area was an early

industrial centre. Photo Globalization Monitor.

In November 2018 we visited the industrial
region of North Rhine-Westphalia, an area
where a number of companies have been

acquired by Chinese investors.

On our visit we met with representatives
from works councils and trade unions
associated with four companies that had
been acquired by Chinese investors. We also
learned about additional cases of Chinese
investment in the region from other trade
union researchers and consultants. All the
companies were involved in manufacturing

industries.

The Chinese companies that had acquired
the four companies in Germany that we
focused on had different ownership types.

While Company A, Tailored Blanks, had been

acquired by the State-Owned Enterprise
(SOE) WISCO in 2013, which itself had
subsequently been merged with central SOE,
the Baosteel Group, in late 2016, two of the
companies (Companies B and C) had been
acquired by private mainland Chinese capital,
one in 2010 and the other in 2014. The fourth
company (Company D) had been recently
acquired in 2017 by a Hong Kong company
that had itself only recently been established
in 2016. While Hong Kong capital is subject
to different rules and different patterns of
behaviour may be observed when compared
to mainland Chinese capital, a significant
proportion of 'Hong Kong' capital likely has
its origins in the mainland*”. Indeed, as far as
Company D was concerned, on more closely
examining the investing company's ownership

structure and tracing it up to higher levels,
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it became evident that ultimately the Hong
Kong company that had acquired Company
D was very much connected to mainland
Chinese capital. In addition, the chairperson
of the investing company also held senior
positions (chairperson and vice-chairperson
respectively) in two mainland Chinese
companies, which like Company D also

produced equipment for the railway industry.

Outside the office of Chinese invested company WISCO

tailored blanks in Duisburg. Photo: Globalization Monitor.

Acquisition

All four of the companies were experiencing
some degree of financial difficulties at
the time of acquisition and so the Chinese
investment was largely, at least initially,
viewed as something positive for securing the
company's future by those we interviewed.
In some cases, further investment in the
company was promised for the future and so
this was seen as a positive sign. For Company
D, financial worries had been exacerbated
due to China, which had been a major
location for the sale of its products that
were manufactured in Germany, changing its
policy such that products produced in China
were favoured over those from overseas.
This had resulted in a loss of customers for
the company. Acquisition by the Chinese
company, which was linked to other
companies producing for the Chinese market,
wdas seen as a way to continue to access the
Chinese market and improve the financial
situation of the company. Experiences since
the four companies were acquired by Chinese

companies have varied, however. While

some companies had experience layoffs, for
others the further expected investment in the
company had not always been forthcoming.
In one case, concern was expressed that
the financial system had changed and that
the works council had little insight into the
activities of the Chinese investor's holding
company. Moreover, credits were being
used to pay off old debts instead of for new
investment as had been promised. Meanwhile
some of the companies we visited or learned
about had continued to experience losses
and/or other financial difficulties since being
acquired. In this respect, initial optimism and

expectations had not been realized.

One complaint that emerged from one of
the cases was that the acquisition process
had taken much longer than had originally
been hoped for. This was due to the long
time needed for necessary permissions to be
obtained in China for the Chinese company
to acquire the German company. The degree
of knowledge of the Chinese acquisition
by worker representatives prior to the

takeover seemed to vary, however. This was




in part affected by the size of the company.
Larger companies are entitled to greater
representation, for instance the size of the
company affects the number of works council
members, and in companies where there are
over 500 employees, workers are represented
on a company's supervisory board and so
may participate directly in decisions about
the acquisition process. Regardless, works
councils should be informed about the
economic situation of the company and
changes that could adversely impact the

workforce®®,

Amongst the companies that we visited,
one works council chairperson said that the
works council had only become involved in
negotiations around the acquisition after the
workers had threatened to go on strike. At
another company, works council members
told us that they had learned about the
potential acquisition when the Chinese
investor company had sent a team of 40
to 50 people from China to the factories in
Germany to carry out an investigation. At
this company, the procedure was said to have
taken about half a year, and, following the
agreement of the sale of a majority stake in
the company, an assembly was held to inform
the company's employees, which involved
a video call with the Chairperson from the
investing group company. At Company D, as a
company which at the time of acquisition had
more than 500 employees, there was a trade
union representative on the governing board
of the company who was aware and involved
during the acquisition process. Regardless of
involvement in the process, however, other

research has previously found that it is not

uncommon for works councils and employees
to have little contact with the new owners
after a purchase has been completed, and
this is something which has not sat well with

employee representatives™.
Y

When companies in Germany are acquired
by Chinese companies, it is common for
agreements to be made protecting jobs
and securing the location of the workplace
lasting for five years. During this first period,
relatively few changes are made by the
Chinese investing company. After the five-
year period, some changes were noticed
by some of those we spoke to however,
including adding more Chinese management
and reducing the size of the workforce. At
Company C it was noted that in the first
five years, other than paying salaries, the
Chinese company had largely left it alone and
it did not invest a lot in machinery. Company
B also had an agreement lasting five years
protecting job security and was in the process
of beginning to negotiate a new agreement.
In one case, where a collective bargaining
agreement for a 35 hour work week existed,
it had been agreed to extend the work week
by three hours with the same pay in exchange
for guarantees of job security. At Company D,
the most recently acquired of the companies,
we were told that there had been some
small-scale conflicts over reducing costs and
the arrangement of shifts and rest time, but
the trade union representative seemed keen
to point out that this type of conflict was
not unique to the period since there had been

Chinese investment.
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Workforce reductions

A number of the Chinese invested
companies in the region had continued
to experience significant losses and had
started to cut the number of workers.
Tailored Blanks was one such example.
It had begun a layoff program with the
aim of cutting 50 of its 270 workers
and had begun to negotiate conditions
with the works council from March 2018.
According to Deniz Erdogan the Works
Council Chairperson, the management
did not initially understand that it had to
negotiate with the works council or that it
would have to pay compensation for laying
people off. Two weeks before our meeting
with him in mid-November, an agreement
on the redundancies had been signed over
the amount of compensation. There would
be 40 voluntary redundancies, while the
workforce would be reduced by a further
10 as a result of the expiration of existing
contracts. The amount of compensation
agreed seemed to be very appealing to
workers. As a result, 60 workers had
volunteered for the redundancy even
though they had only needed to find 40
workers to volunteer. We were told that
the total cost for reducing the number
of employees would be around 5 million
euros, and that the money for this would
come from Baosteel, the Chinese owner,
directly. An additional condition was that
there would be no more layoffs in 2019.
Interestingly, according to the works council
chairperson, the company had previously
been presented to them as a big company
with lots of money that never laid people

off. Baosteel is one of the world's biggest

steel producers and in 2017 was ranked by
the World Steel Association as the second
largest steel producer in the world in terms

of volume*®.

Company No. Redundancies and
Employees| workforce reductions
in Nov. 2018

Company A 270 The company was
preparing to reduce
the workforce by 50

workers.

350 (280
permanent
and 70
contract
workers)

Company B

Company C 200 Técnicas Reunidas
S.A., Hanwha
Engineering

&Construction, KNPC

Técnicas Reunidas
S.A., Hanwha
Engineering
&Construction, KNPC

Company D 480

Tailored Blanks was not the only case
that we heard about in the region where
the workforce had been downsized or faced
that prospect in the near future. Company
C had also faced significant job losses since
being acquired by a Chinese company. This
company had 700 employees at the time
of its acquisition by the Chinese investor in
2010. In 2015 the number of employees was
reduced to 350 and in 2017 to just 200.
One of the main threats to employment
at this factory was the relocation of
production. Due to the cheaper costs, the

company was moving manufacturing to




its factory in Serbia and had been sending
machinery and equipment from this factory
there. When we looked around the factory,
we saw large empty spaces where there
was once machinery. Amongst remaining
machinery, there were additional items
already packed up and ready to send. We
were told by a works council member that
the company seemed to intend to make the
components in Serbia and then assemble
them in Germany so that the "made in
Germany” label could still be used. He
believed, however, that the ultimate aim
was to produce everything in China. Five
years after acquiring the company, copies
of everything at the factory had been
made and sent to China. The Chinese
company had then started to produce
some motors in China, although the quality
was described as being "different” to
those produced in Germany. The same fate
(concerning employment and the relocation
of production) was said to be facing the

company's other two German factories.

Company D had also experienced a
reduction of its workforce. At the time
of the sale to the Hong Kong company
there had been 594 employees, but when
we visited Germany in November 2018
this had fallen to 480. The trade union
representative that we spoke to about
this case did not attribute the workforce
reduction to the Chinese investment.
Accordingly, there had already been plans
in place to reduce the workforce by 120
in order to level out company losses. The
workforce had been reduced through not
replacing workers who retired due to old

age and through voluntary redundancies.

During our visit, we also heard about
difficulties at engineering company KHD
Humboldt WEDAG following its acquisition.
A 90% stake in the company, which
provides products and services to the
cement industry, was acquired by Chinese
SOE AVIC International Beijing Co. Ltd,
a member unit of the central aerospace
and defence SOE the Aviation Industry
Corporation of China (AVIC Group), in 2011.
In discussing the current situation, the
company was described by a trade union
consultant that we spoke with as facing
a critical situation, lacking new strategy
from China and having made losses in
the last couple of years. Having already
reduced the workforce by 19%, on 12th
March 2019, the company announced that
Humboldt Wedag, a major subsidiary of
KHD Humboldt Wedag based in Cologne,
was planning to cut approximately 80 jobs
and that it would be discussing this with

the works council in the coming weeks*.

The experiences that we heard about
during our fieldwork in Germany and
from local media reports, where despite
the initial positive expectations of the
investment the workforce was subsequently
reduce, are consistent with a recent study
published by the Hans Bockler Foundation
that records 14 cases of high job losses at
Chinese invested companies, the majority
(12) of which has been acquired between
2011 and 2013. Two of these cases involved
100% of the workforce being cut as the

companies became insolvent*.
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Changes and new challenges
encountered

While as a recent acquisition it was
too early to tell concerning the company
acquired by the Hong Kong investor, at the
other three companies, although relatively
little changed immediately following
acquisition, after a period of time some
changes had occurred. One of the major
changes was to the management. Although
initially management mostly stayed the
same, over time Chinese managers were
brought in, either alongside or replacing
German management. Not all of the
Chinese managers could speak German.
Even where companies retained some
German management, one additional
problem was that there was no direct line
of communication with those responsible
for decision making in China. One works
council chairperson said that it, "is nearly
impossible to deal with them"”, and that
any decisions took months to come back
from China. He told us that there was very
little information about what was getting
reported back to China and he suspected
that the Chinese management were not
reporting anything back about what had

been discussed with them.

“Cultural differences” and relevant
knowledge of how things worked in
Germany were also identified as a big
problem. Translation problems were one
issue that was highlighted, however a
lack of understanding of procedures,
how meetings were run, democratic
decision making as well as inadequate

understanding of the German legal system

and its protection of workers' rights
were also reported. One works council
chairperson commented on his impression
that if a company is doing badly the
Chinese management just expect the
workers to take a pay cut. He commented
that even if this might be normal in Ching,
it is not in Germany. Some interviewees
noted the Chinese managers' concern
about losing face in China when they
encountered difficulties in running the
company in Germany. One of the Chinese
companies had also run into problems
when it had started to renovate a building
only for it to be discovered that it had not
sought relevant planning permissions. The
building in question was standing vacant

and unused when we visited.

While one of the aims of Chinese
companies investing in Germany is to
obtain access to European markets,
this has not always been a straight-
forward process. Overconfidence or lack
of experience by the Chinese investing
company have resulted in some difficulties.
This has included inexperience on the
part of the Chinese investors in selling to
relevant customers. In the case of Wisco
and Tailored Blanks, for instance, while the
original intention was for Tailored Blanks
to use Wisco's steel in its manufacturing
following the acquisition, Wisco's steel
was reportedly not good enough to use
in Germany's auto industry and this had
meant it had to buy steel from other
companies, contributing to financial losses.
Fortunately for this case, following Wisco's
merger with Baosteel, Baosteel had been

able to send over good quality suitable




steel and so there was more room for
optimism about the future. Indeed, the
works council chairperson believed that
if Baosteel had not taken over then the
company would have had to close; instead
they would now have the chance to be
more competitive. A lack of familiarity with
the European market was also identified as
being a problem at Company C. Although
everything at the factory in Germany
was custom made, the Chinese investing
company was used to producing serial
models and had little understanding of the
scales involved. This was said to have led to

the loss of a lot of customers.

Other than the reduction of the
workforce and some additional pressure
from the management, working conditions
at the factories were said to have changed
very little if at all at the companies that
we visited since they had been acquired
by Chinese investors. Nevertheless, it
was observed that some of the Chinese
investors were more concerned about
profit margins than the previous owners
had been. Works council members at
Company B, for instance, commented that
the new investors had expected higher
profit margins, however, due to an increase
in the secondary costs of production such
as energy prices, its profits had fallen, and
so this was experienced as a pressure for

the works council.

At one of the workplaces, the company
had previously sent a small number (10
to 20) workers from China to Germany to
work on the production line, however this

stopped when it was discovered that the

workers only had tourist visas (and so did
not have permission to work in Germany).
These workers had been accompanied
by a translator, but it was nonetheless
still unclear to the works council whether
they had been properly introduced to the

relevant safety procedures at the factory.

Machinery for mining produced by Schorch on display at
the Zollern colliery museum in Dortmund.

The company has a long history dating back to the
nineteenth century. It was acquired by the Chinese
Wolong Group in 2010. Photo: Globalization Monitor.

Future prospects

Overall, there were different degrees
of optimism concerning the future of
work at the four companies that we
visited. At Company C, with the workforce
significantly reduced and machinery and
production increasingly being shifted
elsewhere, the outlook seemed bleak;
at the other companies there was still

a higher degree of optimism remaining.
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Works council members from Company B,
for instance, said that they felt relatively
positive about the future. They expressed
the hope that the holding group company
would buy up more companies that could
make use of the products that they
produced, thereby helping to safeguard
work. According to a representative
from the local trade union that we spoke
to about Company D, workers at this
company were initially worried about
the takeover and what would happen
in 5 to 6 years' time. Nevertheless, he
claimed that although there are a lot of
changes going on in the industry as well
as big competition, for now, thanks to
the Chinese investment the company was

relatively stable.

Duisburg - China's ‘Gateway
to Europe'?

Interested by all the media hype
around the new role of Duisburg and its
significance to China, we also visited this
city and the railway container terminal for
the route originating in China. The city of
Duisburg, a steel and coal town for much
of the twentieth century, was already
considered the world's largest inland port
before Beijing's plans to revive the Silk
Road. Now, with the China Railway Express
railway service linking Duisburg to China,
the port is reportedly fast becoming one of
Europe's central logistics hubs. For Ching, it
marks a very important strategic location
in its Belt and Road initiative as the
Western terminus of the new Silk Road. The
route from Chongqing to Duisburg, which

was first launched in 2011, with regular

cargo trains travelling between the two
cities since 2015, covers more than 10,000
kilometres, passing through Xinjiang,
Kazakhstan, Russia, Belarus and Poland.
The train runs to the river Rhine arriving at
the Duisburg Intermodal Terminal (DIT),
where the goods can then be loaded onto

ships.

According to reports, it is the first stop
of about 80% of trains from mainland
China and around 25 to 30 trains arrive at
Duisburg's inland port from China every
week*”. Last year DIT reportedly leased an
additional 200,000 square metres of land
from Duisburg port due to growing Chinese
business**. According to the port's CEO,
Erich Staake, freight sent by rail between
Chongqging and Duisburg costs almost
twice as much as shipping it, however it is
much faster and only takes 12 instead of 45
days. However, in terms of cargo volume,
trade is not equally balanced or beneficial
for the German side. Only half the number
of full containers return to China as those
that arrive in Duisburg from Ching, and the
port only earns a fifth of the fee for empty

containers sent back to China*®.

The rail route between Chongging and Duisburg. Source:
Belarusian Railway.




A China Railway Container Transport Corp. Ltd. (CRCT) container on a train at the terminal in Duisburg. Photo:

Globalization Monitor.

Duisburg is a city with high
unemployment, standing at 12% in 2018,
a rate almost four times the national
average. With this in mind, the rail link has
been presented as beneficial to the city for
its potential to create employment. Indeed,
since the rail link first began operation,
additional drivers and workers have been
hired to deal with the increased container
transportation. A 2018 Xinhua report cites
Duisburg’s city official for Chinese affairs,
Johannes Pflug, as claiming that the rail
transport business from this has created
over 6,000 jobs**. This is something
which may continue as additional land is
purchased for warehouses and a logistics
centre connected to the rail link, although
we were told by a local activist that the
plan was to construct this some distance

from Duisburg and so potential benefits

to the city might be questionable. At the
same time, there has also been some
impact for Chinese business in the city.
Since Xi Jinping visited Duisburg in 2014
on his state visit to Germany, the number
of Chinese businesses in the city have
reportedly doubled since to 100 companies.
With the potential prospects for new
business and to gain further market access,
there are also plans for Chinese developer,
the Starhai Group, to build a 260 million
Euro '‘China Trade Centre Europe' in at the

Niederrhein Business Park in Duisburg*.

Nevertheless, despite the presentation of
the rail link's significance in both Western
and Chinese media, other than job creation,
the idea that the rail link might have much
significant impact for the city was met with

a certain degree of scepticism by some
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local activists, who did not see it as such
an important issue for the city. In speaking
about Chinese investment in the city more
generally, one activist did raise concern
about data security and the city's planned
partnership with Huawei over digitalization.
In January 2018, Duisburg and Huawei had
signed a Memorandum of Understanding to
work together on ‘'smart city' development.
Unlike in some countries where China has
invested, however, Chinese investment in

the city was described as something that

was accepted and not something that was
a cause of conflict or opposition. Indeed, in
contrast to some other cities along the New
Silk Road, the port remains German run*,
The independence of the city is something
that local officials are reportedly keen to
maintain. Aware of the fate of Sri Lankan
Hambantota Port, Chinese affairs official
Johannes Pflug has said that, “we must
preserve our independence and at all costs
avoid falling into a debt trap with the

na29

Chinese

A China Shipping container on a train at the terminal in Duisburg. Photo: Globalization Monitor.




The Hamburg Port Investment Plan

A China Shipping container on a train at the terminal in Duisburg. Photo: Globalization Monitor.

In Homburg a very different story
appears to be unfolding. Proposed plans
for Chinese companies to develop part of
the port there are a significant cause for
concern according to local activists and

works council representatives.

Hamburg port is the largest port in
Germany and the third largest in Europe.
Handling 8.9 million TEUs of containers in
2016, it ranked 17th globally in terms of
the volume of container throughput®®. It is
therefore a significant location for trade
and logistics. Hamburg Port already has
four major existing container terminals:
Container Terminal Altenwerder, Container
Terminal Burchardkai, Container Terminal
Tollerort and EUROGATE Container
Terminal. Apart from the EUROGATE

terminal, the other three terminals are

operated by Hamburger Hafen und Logistik
AG (HHLA), a logistics and transportation
company that the state of Hamburg
has retained a 68.4% stake in*', after
it was partially privatized and made an
IPO on the Frankfurt Stock Exchange in
2007. Container Terminal Altenwerder

1432

is considered 'state-of-the-art and is

notable for its high degree of automation.

Despite its significance in Europe and
globally as a major transportation and
logistics hub, Hamburg port has been
shrinking in size, both in terms of land
used for port activities and the volume
of cargo handled. As a result, some of
the port area has been given over to
real estate. This includes land for the
development of Hafen City - a 157 hectare

area of decommissioned harbour space
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that is expected to have 12,000 residents
by 2025*°. The number of containers
handled has also been declining especially
since 2008 and it has begun to lose some
ground to other ports such as Antwerp and

Rotterdam.

Nevertheless, in response to declining
throughput at the port of Hamburg in the
first quarter of 2018, it was noted that
a growth in container traffic with some
countries nevertheless occurred. China
was one of these countries. According to
Ingo Egloff, Joint CEO of Port of Hamburg
Marketing :

China is by a wide margin the Port of
Hamburg’s most important trading
partner. We can report a distinct advance
of 4.5 percent in container traffic with
the Peoples’ Republic. Substantial growth
also occurred on container services with
Brazil (up 37.7 percent), Sweden (up 38.5
percent) and Israel (up 63.8 percent).
New or expanded liner services between
Hamburg and these countries are one

reason for the positive trend.434.

New Development Plans

Even though the port has been
experiencing a decline, in January 2017
the Hamburg Port Authority opened a five
month initial ideas competition to develop
Steinwerder-Sid, a 42 hectare area of the
port. Later that year, Shanghai Zhenhua
Port Machinery (ZPMC) Germany GmbH
and its parent Chinese multinational
engineering and construction company China

Communications Construction Company

Ltd. (CCCC)**® were declared the winner of
the competition with a proposal to build a
new fully automated container terminal. The
potential construction costs are estimated
to be between 1.2 and 1.4 billion euros.
According to one interviewee from a port
related works council, the Chinese bid was
unusual as for the first time it proposed to
“include everything", "both the superstructure
and infrastructure”. This would mean that
CCCC would be responsible for all of the
construction work thereby gaining greater
control over the constructed terminal and its
operation. In previous practice, the city itself
would have been responsible for providing
and maintaining the infrastructure. Second
place in the competition reportedly went
to a plan to develop a shortsea terminal at
the site by Dutch company the C Steinweg

436

Group™. The City of Hamburg had also put
in an unsuccessful bid for the development of

the port area.

The plans by CCCC to construct the new
terminal have been met with criticism from
existing businesses at the port, which claim
that there is insufficient business at the
port for an additional terminal that would
only result in the redistribution of existing

437' and

business leading to job instability
port related works council members who
also said that it will adversely impact on
jobs. Indeed, the Hamburg Port Authority's
own development plan had estimated that
the existing terminals and their projected
expansion could cope with forecasted
volumes up until at least 2025*°, The reasons
for declaring the CCCC project the winner

have been questioned.




Representatives from all three of the works
councils that we spoke with in relation to the
port expressed scepticism about the need
for a new container terminal, especially in
light of the fact that the existing terminals
are not currently operating to full capacity
and the decline in the volume of containers
that the port has been handling since 2008.
One estimate suggested that the port has
the capacity to deal with an additional 5
million TEU above what it currently handles.
According to Hamburg Port Authority works
council chair, Doris Heinemann-Brooks,
since the 2008 crisis there has been so little
capacity that cranes have simply remained
parked. They have not yet been successful at
getting the cargo to return to the port. Some
of it now goes to Poland and Rotterdam and
possibly Croatia, as labour is deemed cheaper
and faster elsewhere in Europe. While Cargo
has been lost from the port, so far there has
been little impact on jobs, although there
have been some cuts and short time work in
the past two years. Concern was expressed
about potential salary reductions in the
future, something that increased competition,
for instance as a result of the proposed new

terminal might exacerbate. Another works

council chair estimated that plans for the new
terminal would cost a couple of hundred jobs,
both through intensification of competition
and the fact that the proposed new terminal
would be fully automated. Meanwhile HHLA
Works Council chairperson, Norbert Paulsen,
estimated that the plans could cost as many
as 400 jobs.

For jobs that were not expected to be
cut, the perceived potential threat to labour
rights and to jobs that paid well was another
issue worrying the works councils. Specifically
referencing cases of poor working conditions
in Chinese invested workplaces elsewhere
in Europe, such as in textiles in the Italian
region of Tuscany as well as problems at the
Port of Piraeus in Greece, one interviewee
expressed concern that similar problems
could occur in Hamburg. Indeed, prompted by
concerns around the experiences of Chinese
investment elsewhere, German activists
had already begun to have exchanges about
their experiences with trade union activists
in Greece, who had been affected by Chinese
state-owned shipping and logistics company

COSCO's investment in the port of Piraeus.

The proposed site for the new container terminal in Hamburg. Photo: Globalization Monitor.
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In the Hamburg case, while at the time of
our visit plans for the Chinese investment
were still not finalized, the circumstances
related to the competition and development
plans for the construction of the new
terminal were considered unusual and a
break with past decisions. One reason was
that the whole process around the plans
were considered undemocratic and lacking
in transparency. One works council member
noted that while there was a long tradition
of democratic discussions, experiences so
far with this plan differed. He labelled it an
"outrageous coup d'état” to give away such
an important piece of the port without a
democratic process. He also commented
that there was a rumour that some sort of
secret deal might have been done during the
G20 summit the previous year. Regardless of
whether or not there is any degree of truth
behind such a rumour, the very existence
of such a rumour is a reflection on the lack
of trust in decision making procedures

concerning the development plans.

Significantly, the plans to develop the port
also coincided with changes to the length of
land leases. Whereas previously port land
could only be leased for 40 years, following
the competition the maximum length for
a possible lease was changed to 99 years.
According to those we interviewed, the
parliament passed this change to the law
with little discussion. The fact that whoever
eventually was given the go-ahead to develop
the area might be able to do whatever they
wanted to with it, for instance to close access
to it or to import workers, was also viewed as

alarming.

Indeed, another factor that was deemed
unusual about development plans was that it
did not provide room for money from the use
of the land to flow back to the city to benefit
the public, as by giving up the land in this
way the state would lose a potential source
of revenue. Such investment was viewed as
problematic, regardless of the country where
the investor came from. One explanation
for the change in approach was the political
and economic situation in Hamburg and
behaviour of the banks. Accordingly, the large
amount of money lost through speculation
was believed to have led to a situation where
the city lacked money to invest in the port

itself.

At the same time, while the procedures and
plans for the potential new developments
were considered alarming due to the potential
for it to set a precedent for other investment
to follow in a similar manner (threatening
labour rights and eroding democracy),
concerns were also raised about the negative
impact that privatization had already had
elsewhere. Meanwhile, the problem of lack
of space and a lack of affordable housing in
Hamburg was contrasted with the proposal
to develop an unnecessary additional

container terminal.

Despite these concerns, it was noted
that the local trade unions were largely
unopposed to the plans for the port due to
their traditional ties to the social democrats
who supported the proposed development.
This was viewed as a factor that made it
more difficult to challenge the plans. There

had been some small-scale opposition both




The Hamburg Port Authority. Photo: Globalization Monitor.

in the local parliament and attempts outside
the parliament to inform the general public;
however what was perceived by interviewees
as a lack of interest in labour matters had,
they believed, meant that it had so far
been difficult to attract more widespread
attention to challenge problematic aspects
of the development plan. It was hoped that in
the future they would be able to find a way to
inform the public and create resistance, such
as by holding a big public demonstration to
display the strength of the opposition to the

plans.

We also learned that a new law which
is expected to change the management
of the Hamburg Port Authority was under
preparation and was expected to be ready by
summer 2019. This was considered alarming
in light of the plans to develop the port,
however little was so far known about the

details.

Another existing container terminal in Hamburg. This
container terminal is automated. Photo: Globalization
Monitor.

Exploring Chinese investment
in Germany

While this preliminary exploration that

draws on our visit to Germany in November
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2018 is not an in-depth study and is only able
to consider some of the issues stemming
from a small number of examples, it does
begin to give an indication of some patterns
emerging concerning Chinese investment and
identifies challenges being faced by some
Chinese invested companies in Germany,
amongst which are issues that are a cause
for concern. Such issues include a lack of
understanding of local laws and procedures
by the investors, an inability by the investor
to fully grasp the operations of the company
and/or customers, communication difficulties
and cultural differences, a potential threat
to labour rights, and a lack of transparency
and erosion of democratic decision-making
processes. Moreover, while investments
may at first appear to offer solutions to
financial difficulties and protect jobs, in
some cases this seems to have faced limits
and subsequent changes in behaviour and
management on the part of the investor may
occur after only a few years. The long-term
intentions and plans of investors may also
be unknown. While earlier research by Bian
and Emons concluded that, despite some
negative impacts, Chinese investment had so

far been more positive than originally feared,

our own preliminary research suggests a need
for caution when considering the long-term

impacts.

Learning about experiences elsewhere, as
labour activists in Hamburg and Greece have
been trying to do, is one way to gain greater
awareness and become better prepared for
any potential challenges that similar types
of investment might bring. Although Chinese
investments in some developing countries
have increasingly been criticized for their
potential adverse impacts on labour, local
people and the environment amongst other
issues, investments in Western countries
such as Germany have sometimes been
viewed as comparatively less problematic.
The experiences that we learned about on
our visit to Germany suggest that this is
not something that should be so readily
assumed. That is not to say that issues faced
are necessarily the same—investments and
how they are viewed and experienced as well
as their impacts are often greatly affected
by the economic and political situation of the
countries concerned—however comparing and
sharing experiences may be greatly beneficial

to those who are affected.
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Part 9;:

Where does it lead? Challenges for
Chinese Overseas Investment and
the Belt and Road Initiative.

In October 2017, just two years after it
was launched, Xi Jinping's Belt and Road
Initiative was given a further political boost
when it was written into the Communist
Party constitution, thereby signaling that
officials should pay even greater attention to
this vision. Although clearly important to the
Chinese party state's goals and ambitions, it
is nevertheless worth asking what this road
has meant in practice and where it really

leads.

Indeed, despite both its drawing on the
historical legacy of the ancient Silk Road and
also having been presented as an ambitious
new initiative for the twenty-first century and
the "new era", beyond highlighting geographic
regions and broadly outlining areas of focus,
specific details about what is to be newly
included might be deemed a little bit vague.
Moreover, with plans for many of the major
projects that are now included in the BRI
having been devised or already initiated prior
to the BRI first being announced and some
projects, such as CPEC, dating back decades
and later incorporated into the initiative, it is
hard to see the BRI as something completely
new. It is nevertheless true that the BRI
era has seen extra focus and additional

money (albeit at a slower rate than might

have initially been expected) prioritized for
investments in BRI regions, as well as the
signing of Memorandum of Understanding
(MOU) for cooperation between China and
BRI countries*”, although these MOUs do not
guarantee substantive actions take place.
With this in mind, in many senses the BRI
might be viewed as simply the continuation or
next stage in the advancement of processes
and agendas dating back several decades,
and as a “marketing” or promotional strategy
to illustrate China's vision and encourage
other countries to get on board and sign
up to China's political and economic goals

globally.

While the BRI and Chinese overseas
investments strategies are clearly designed
to be advantageous to China itself, China has
been keen to present the initiative as offering
benefits to recipient countries claiming
that BRI opportunities represent “win-
win" situations. Indeed, as far as Chinese
investment has been viewed as politically
and economically advantageous to their own
interests, overseas governments and political
leaders have often welcomed the investment
opportunities, and even sometimes drawn on
the BRI to affirm their own vision or that of

the country's own historical legacy. Iran is one
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such example, presenting the new Silk Road
as representative of its own cultural and

historical ties with neighbouring countries*.

But are such wins guaranteed? The BRI and
other Chinese investments have frequently
run into significant problems. Indeed, Chinese
officials themselves early recognized that
80% of money invested in Pakistan, half
of that invested in Myanmar and a third
in Central Asia will most likely be lost*.
However as noted in Part 7, although making
a profit is an important for many investing
companies, it might not always have been the
most immediate concern for some projects
or investments. While profit is certainly a
major aim of Chinese overseas investment
(including that of major state-owned
companies), building up influence for longer
term economic (for instance to gain market
access or more advanced technological
knowledge) and political (for instance to win
over friends, limit the influence of rivals or
to establish regional hegemony) power may
sometimes be a greater factor. At the same
time, there is a lot of evidence that Chinese
investments often do not constitute a “win-
win", either for local governments or for
ordinary people in the countries concerned.
Problematic areas have included treatment
of local people, workers (local and Chinese)
and the environment; corruption; high costs
and debt; as well as exacerbated geopolitical
tensions. This has led to some changing
and negative attitudes towards Chinese
investments. Subsequently, many projects
have experienced delays or cancellations, due
to mounting costs, changing political agendas
or local resistance, while some projects simply

do not appear to have been economically

viable in the first place. With the onset of
the Covid-19 pandemic, many BRI projects
now face additional setbacks. The following
sections summarise some of the major
problems associated with the BRI and Chinese
overseas investment and then considers
some strategies and recommendations for

limiting adverse outcomes.

Labour

Despite the Chinese government having
issued a number of non-binding guidelines
for Chinese companies operating overseas
to encourage better practice and adherence
to local laws, mechanisms to enforce them
are lacking and labour rights violations, poor
working conditions and even the driving down
of existing standards and job losses (for
instance following the COSCO acquisition at
the Port of Pireaus in Greece) occur at many

overseas Chinese invested workplaces.

While poor labour standards are by no
means unique to Chinese investment, there is
one additional challenge for building solidarity
to resist Chinese capital overseas and to seek
labour rights improvements for workers at
Chinese invested companies: international
trade unions and trade unions in the countries
concerned cannot draw on support from
affiliates in China as they might attempt
to do in challenging multinational capital
from other countries. In China independent
trade unions are prohibited and the All-China
Federation of Trade Unions (ACFTU) is the
only institution legally recognized to act as
a trade union. This is especially problematic
since it is an organ of the party-state

mandated to pursue China's development




interests as set out by the Chinese
Communist Party (including those related
to Chinese state capital). Domestically, it is
widely acknowledged that the ACFTU does
not prioritise the protection of the rights
of Chinese workers in China, who will often
bypass it when they need to take action to
protect their interest. Internationally, the
ACFTU has no international affiliation and
although it has, sometimes aggressively,
pursued contact and relations with overseas
unions, the forms that this has the potential
to take are severely restricted by the aims of
the CCP.

While some have suggested that in cases
of Chinese investment overseas, trade
unions attempt to establish contact with the
ACFTU* there is therefore a lot of reason to
be skeptical about the potential for this to
act as a meaningful basis for international
solidarity aimed at protecting the rights of
workers in both countries. On the contrary a
case might be made that giving legitimacy to
the ACFTU in this is harmful to the interests
of workers in China.Indeed, the lack of
freedom of association in China is one major
reason to be concerned about the (rapid)
expansion of China's overseas investments in
recent years and poses a great challenge for

the labour movement internationally.

Meanwhile, perhaps contrary to its official
stance of non-interference in the affairs of
other countries, Chinese state media has at
times advocated for limiting the influence
of overseas unions so as to maintain an
attractive environment for Chinese investors.
In February 2017, following strike action by

local workers in Myanmar against a Chinese

invested garment factory, reportedly due
to the company's dismissal and refusal to
rehire a local trade union leader and for the
renegotiation of company bonus rules, an
article in Chinese party-state newspaper the
Global Times argued that it was necessary
for Myanmar to, "restrict the power of local
labor unions according to relevant laws to
better protect foreign investors' legitimate
rights". The article observed that Chinese
companies lack experience in how to deal
with its unions, and commented that,
“The immoderate use of labour unions to
improve worker's welfare or seek interests
for union members is likely to hurt foreign
investors' enthusiasm, especially in increasing
investment in labor-intensive manufacturing

1443

sectors ™.

Another major issue specifically concerning
labour and Chinese overseas investment is
the use of imported rather than local labour.
Even though there is evidence suggesting that
its use may be declining in some countries,
when Chinese companies are awarded
construction and other contracts overseas,
it is still not uncommon for them to import
Chinese workers to work on these projects.
Perceived lack of job creation for local
workers, differing treatments concerning
wages and benefits, as well as language and
cultural misunderstandings have sometimes
led to tensions and anti-Chinese sentiments.
Nevertheless, many overseas Chinese workers
have also been victims of exploitation and
rights violations at the hands of Chinese
contracted or investing companies as well
as labour dispatch employment agencies.
Unpaid wages and visa issues have been

amongst problems that they have faced. In
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2017, for instance, Malaysian media reported
that Chinese migrant workers working on
the construction of the Forest City project
in Malaysia were facing wage arrears and
had not been provided with the proper
work visas after being cheated by agents in
China to whom they needed to repay huge

loans**

. Another example involves the use
of undocumented Chinese construction
workers in Saipan, who were hired to work
on projects contracted to Chinese companies
constructing the Imperial Palace Casino.
After having paid at least 10,000 Yuan each
to labour agencies in China to obtain their
posts, many of the workers had to work
long hours in violation of local labour laws,
were paid below the local minimum wage
and faced high occupational injury rates.
In this case the workers fought back and
won some compensation for unpaid wages
after a US$14 million settlement was agreed
between the Chinese companies and the
US department of labour in 2018, although
some workers it was reported not to have
been enough to pay off debts resulting from

payment of recruitment agencies in China*“.

Environmental Costs

Chinese overseas investment has also been
a cause for concern due to environmental
issues such as pollution, destruction of
habitats and natural resource depletion,
as well as impacts to the livelihoods
and homes of local people due to land
use or displacement. This is despite the
Chinese government repeatedly stating its
commitment to environmentally sustainable
investment and advancing clean energy when
outlining its plans for the BRI and overseas

investments. For instance, in reporting on

China's proposed 3 marine passages for the

BRI, the China Daily notes that:

The Chinese government called on
nations participating in the 21st Century
Maritime Silk Road to work together to
preserve marine ecology, boost maritime
connectivity, foster marine economy,
safeguard security at sea, deepen
research in oceanography and enhance

collaboration, according to the document.

To achieve these goals, China plans to
carry out a host of measures, such as
establishing a marine environmental
protection cooperation mechanism with
the Association of Southeast Asian
Nations; supporting island nations coping
with climate change and ocean disasters;
and sharing research capability with

partners4s,

The Chinese government has also issued
guidelines and regulations (again non-
binding and difficult to enforce) that apply to
issues related to environmental protection,
including, for instance, the Guidelines
for Environmental Protection in Foreign
Investment and Cooperation, issued in 2013.
Nevertheless, overseas infrastructure projects
and the activities of many companies
continue to harm the environment,
sometimes in violation of local legislation.
In 2019, for instance, inspections at 32 gold
mining sites in northern Congo revealed that
the Chinese company, Agil Congo, a company
which did not have a mining permit, had
destroyed 150 streams while prospecting for
gold*”. The US$62 billion CPEC has also come
under significant criticism due to potential
adverse environmental impacts, with the

destruction of farmlands, forests, a strain




on natural resources and some negative
impacts on livelihoods reported*®. Indeed,
BRI projects often require a large amount of
land for the construction of infrastructure
and the development of industrial zones
have sometimes resulted in land being
grabbed from local populations, resulting in
families being displaced and livelihoods lost.
In Laos, for instance, the construction of
the China-Laos railway reportedly replaced
4,411 families with very few of them having
been compensated in accordance with local

regulations*’

. Meanwhile, plans for Malaysia's
East Coast Rail Link, which was intended to
be completed by 2026, have been criticized
for risks posed to biological diversity
through its disruption of the habitats of
peatlands, estuaries, mangroves, lagoons*®.
In some cases, for instance involving dams
on the Mekong River, Chinese invested
projects have been implemented without
adequate Environmental Impact Assessment

approvals®.

This is all especially worrying since along
planned BRI economic corridors there are
an estimated 91,222 protected areas that
may be affected by its projects, as well as
265 threatened, endangered or critically
endangered species*’. While Chinese
companies have frequently faced fines for
environmental damage, this means very
little in an area where the harm done could

potentially be long-term or irreversible.

One particular area of concern regarding

the long-term environmental consequences

of Chinese investment relates to the
expansion of investment in non-renewable
energy sources. Despite commitments to
renewable energies, in the official NDRC
Vision and Action plan for the BRI, “the
exploration and development of coal, oil,
gas, metal minerals and other conventional
energy sources” is highlighted as an area for
increased cooperation*®. These are energy
sources which are known to necessarily
have significant adverse environmental
impacts, contributing to global warming.
Between 2001 and 2016, China was involved
in 240 coal power projects in countries that
it now classifies as part of the BRI. India,
Indonesia, Mongolia, Vietnam and Turkey
were the top five countries in which it was
involved®. This commitment not only impacts
countries where China is involved in building
coal power plants and other energy related
infrastructure, the supply of fossil fuels such
as oil and gas to China has been something
that BRI projects have sought to secure or
further develop. Such is the significance of
this type of energy for Chinese overseas
investment that, as of 2017 Russia had been
the largest recipient country of Chinese
overseas financing (OOF and ODA), largely
as a result of a US$25 billion loan package
provided by China Development Bank in
2009 to oil company Rosneft and pipeline
builder Transneft. A further US$6 million
was provided to Russia in loans-for-coal in
2010*°. Meanwhile, with Saudi Arabia now
also invited to join CPEC, there are plans to
turn Gwadar Port into a petroleum city, with

US$10 billion of Saudi funding®®.
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Corruption

Like companies from many other countries,
Chinese companies have been frequently
accused of corruption related to their
overseas activities. Nevertheless, the scale
of the lack of transparency and corruption
related to some Chinese companies is
particularly notable. Indeed, in a 2016
survey by Transparency International of
100 companies based in emerging market
economies, Chinese companies ranked
worst overall and 9 of the worst ranking 10
companies were Chinese®. The fact that
the China Communications Construction
Company (CCCC) and its subsidiaries have
had so many allegations of corruption made
against them related to overseas activities
(see Part 5), yet the group still represents
one of the leading contractors for BRI
infrastructure construction projects, is in
itself alarming. While corruption may help
with the procurement of contracts and other
business agreements or line the pockets of
various (local or Chinese) officials, it may
also harm local people, workers and the
environment when regulations that protect
them are overlooked or resources diverted
away from places where there might be
greater need. Despite repeated pledges by
China to tackle corruption in BRI countries
and China's anti-graft body, the Central
Commission for Discipline Inspection,
reportedly planning to embed officers in BRI
countries for the first time*®, widespread

significant progress remains to be seen.

Debt

With Chinese banks making huge loans

to developing countries often to finance

infrastructure and other mega-construction
projects, the (lack of) sustainability of the
projects and the question of whether the
countries taking out the loans really have the
ability to repay or whether they will be left
with unsustainable debt problems is a cause
for concern. Pakistan, Kyrgyzstan, Mongolia
and Laos, Maldives, Djibouti, Montenegro,
Tajikistan and Mongolia have been identified
as facing significant debt stress, with a
potential to have to default if further loans

are made.

In some cases, Chinese loans may carry
increased risks and high interest rates. For
recipient countries, since loans are mostly
denominated in dollars or RMB, borrowers
are also potentially susceptible to risks form
changing exchange rates. These are therefore
factors that may increase debt burdens.
In other countries, for instance in some
African countries, as well as Brazil, Ecuador,
Venezuela and Russia, China has signed
resource backed loan agreements, such as oil-
for-loans agreements, whereby Chinese banks
offer loans guaranteed by oil shipments. This
arrangement has meant that the banks can
afford to make the loans at lower rates than
US and European banks that are bound by
OECD rules*”. Nevertheless, these too can
carry great risks for the countries concerned,
especially so when the oil price crashes, as
cases such as Angola and Venezuela have

shown.




Sri Lanka's leasing out of the Hambantota
port to China for 99 years in the face of the
former country's debt to China and other
international lenders has been the most
widely cited example invoking fears around
the consequences of racking up significant
debt and the potential for Chinese loans to
contribute to a ‘debt trap' for less well-off
countries. In this case, the debt (borrowed
mostly at commercial rates to a country
already very much in debt) owed to Chinad's
Exim bank for the construction of another
(perhaps unnecessary) port for the country
was not cancelled with the lease and still
needs to be repaid. However, the US$1.12
billion paid to Sri Lanka for the lease was
used to strengthen Sri Lanka's dollar reserves
in 2017-2018 in light of its huge external debt

servicing*.

Since the Sri Lankan port case, there has
been widespread international fear that
other countries will be forced to cede similar
assets if they are unable to service their
debts, especially in the face of mounting
debts to China. In 2018, drawing comparisons
to Sri Lanka, concerns surfaced that Kenya
would have to give up its Mombasa port after
it was reportedly offered as collateral for
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underperforming loans*. Chinese and Kenyan
authorities denied the situation*”. The Sri
Lanka case was also cited by trade unionists
and works council members working at both
the Hamburg Port in Germany and Pireaus

Port in Greece, who Globalization Monitor

interviewed in November 2018. Meanwhile in

2018, Tonga Prime Minister Samiuela Akilisi
Pohiv expressed fear about the potential
seizure of strategic assets in the face of the
country's debt of US$115 million to China. As
one of eight islands in the South Pacific with
significant debt to China he expressed how
he thought that the region should negotiate
collectively: "It is no longer an issue for
individual countries because there are small
countries who borrowed from China and we
have problems with that and the option is
to collectively work together to find a way
out."*® However, later that year in October
2018, the nation joined the BRI and was
granted a five year reprieve on the repayment
of its debts by China**. Signing up to China's
grand plan coincided with debt relief. Such
coincidences might reflect the way that debt

encourages loss of autonomy or dependency.

Potential investment has already
influenced political relationships. El Salvador,
for instance, cut ties with Taiwan in summer
2018 and switched allegiances to China, after
Taiwanese engineers had reportedly declared
a port project that the country sought loans

“*. The Dominican

for economically unfeasible
Republic also aligned with China at the
expense of Taiwan in May 2018, following
offers of US$3.1 billion in investment from
China**. Likewise, Panama and Sao Tome e
Principe cut diplomatic ties with Taiwan in
2017 and 2016 respectively before seeking
investment from Beijing. In this way the

expansion of Chinese capital overseas further

impacts on global politics.
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Geo-political Impacts

China has long stated a position of non-
interference in the internal affairs of other
countries, dating back to the Five Principals
of Peaceful Coexistence for relations
between states (including mutual respect for
territorial integrity and sovereignty, mutual
non-aggression, mutual non-interference in
each other's internal affairs, equality and
cooperation for mutual benefit and peaceful
co-existence) that were first codified in 1954
in an agreement between China and India
and later incorporated into the Bandung
declaration. This policy, combined with the
legacy of hardship inflicted as a result of
loans and debt associated with Western
lending and structural adjustment programs
on which loans have sometimes been
conditioned, has sometimes made Chinese
investment and loans more attractive to
developing countries than those from the
West. Indeed, continued emphasis on its
policy of non-interference allows Ching,
at least on the surface, to present itself
and its investments as different, even if
many of the associated impacts concerning
labour rights violations and environmental
abuses may bear similarities from earlier
and existing lenders and investments from
other countries. Moreover, for China, while
this position has an additional advantage in
allowing it to continue to justify economic
relations with countries in the face of
other repressive regimes and human rights
violations, the meaning of non-interference
might be questioned when, in order to receive
Chinese loans and investment, governments
are required or put under pressure to
overlook or bend local laws and regulations

for the benefit of Chinese investors and

turn a blind eye to the environmental and
social consequences. When investment
results in impacts on territorial integrity
and the ceding of land and resources, this
too necessarily shapes parts of a country's
self-determination. Furthermore, that some
countries have switched political allegiances
coinciding with promises of investment might

also be considered indirect interference.

The BRI has also heightened rivalries and
tensions with existing economic powers.

A notable example from Asia is the China-
India rivalry. From the beginning, China
expected that India would take part in
the BRI initiative as former prime minister
Manmohan Singh's government had
previously expressed support for the initiative.
However new prime minister Narendra Modi's
government has been opposed to it. India
has concerns over the harm BRI will do to its
own geostrategic interests and how it may
detrimentally impact on India's influence
in the region®. India has subsequently not
officially participated in the BRI. According
to some analysts, heightened tensions and
confrontations along the Line of Control
between India and China, which have seen
violent face-offs and loss of life, are a sign
of Beijing wanting to assert its dominance
in the region and punish India for rejecting
the BRI*®. As noted earlier, alongside the
aim of securing important communications
and trade channels, wanting to assert its
dominance in the region is likely a key reason
for China's increasingly high-profile stance in

the South China Sea as well.

While China may have increasingly begun
to flex its muscles militarily, it has been

keen to portray its global economic rise as




a peaceful one and its overseas economic
initiative, at least as far as financing is
concerned, not as one of competition but of
collaboration. Nevertheless, the expansion
of China's economic significance, including
its overseas investments, and the growing
influence of China's corporations have
been alarming to some countries and seen
other (albeit smaller) investment initiatives
initiated by rival countries likely intended
at least in part to mitigate China's growing
influence. In addition to this, in some
developed countries in particular, concerns
over perceived security risks, for instance
related to Huawei technology, have seen
a cooling in attitudes towards Chinese
investments to some degree. The issue of
trade deficits with China*’ have also been
another sore point, with the US trade deficit
with Chinaparticularly politically sensitive,
sparking the US-China trade war which has
had negative consequences for employment

in both countries”®.

Looking forward:
Covid-19 and the limits of
Chinese overseas investments

The coronavirus pandemic has caused
disruption to manufacturing supply chains
and to the movement of persons, impacting
on some BRI projects which rely on Chinese
materials and labour. When the virus broke
out globally, Beijing repatriated citizens
working in some countries, for instance Iran,
and by the end of April 2020 more than 130
countries placed entry restrictions on Chinese
citizens or those traveling from China*". In
June, the Chinese Foreign Ministry announced

that 20% of BRI projects had been affected

by the Covid-19 pandemic, while a survey by
the Foreign Ministry estimated that 30-40%
of projects had been somewhat affected and
only 40% of projects had seen little adverse
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impact™. Given China's lack of transparency
and history of exaggerating or manipulating
statistics to paint an overly positive picture,
it is not unreasonable to believe that this
is an underestimation. With the future
and long-term impact of the virus still very
uncertain, it is difficult to fully assess how
this may continue to shape the BRI. Will the
pandemic further reduce the capacity for
the number or BRI projects to grow or be
fulfilled, or will China be able to re-strategise
and prioritise other sectors such as health
or digital industries? Even if a full recovery is
made such that the pandemic ceases to be
an obstacle, BRI projects and the expansion
of Chinese investments overseas still face
significant challenges and by no means offer
a smooth path for China. While political
and economic rivalries (for instance the US-
China trade war) are also major factors, and
despite more and more countries have been
signing up to the BRI, increasing criticism has
emerged along with the adverse impacts of
BRI projects. This has sometimes contributed
to the disruption delay, or cancellations of

some projects.

Many of the problems linked to Chinese
projects and investments, such as
environmental destruction, labour rights
violations, corruption and other malpractices
are not unique to Chinese capital. However,

Chinese capital and its investment overseas
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is significant for a number of reasons. This is
not least because of the speed at which China
has transformed itself and come to play such
an important role in the global economy,
rising to become a leading exporter of capital
at such a rapid rate. The degree to which the
expansion of China's overseas investments
patterns is guided, controlled, and given
significant political weight by the party-state
is also notable. This is something which is not
only a distinctive feature of Chinese overseas
investments in their own right but is also
significant due to the way that the Chinese
state has come to be viewed as a rival to the
influence of existing powers. While in many
cases China has actually worked alongside,
rather than as a competitor to, existing
institutions such as the IMF, Chinese loans
and investment have been presented as
an alternative option to exploitation and
investment by western countries and the
legacy of colonialism (a view that China
has encouraged). Nevertheless, this report
has illustrated that, despite what China
may claim, Chinese overseas investments
do not offer desirable alternatives to
investments from other powerful nations.
Although Chinese capital does have its own
characteristics, as another form of capital
that has come to have devastating impacts
on human and environmental health, it
should also be challenged where it threatens
to impact adversely on local people and the

environment.

Strategies and
Recommendations

In view of some of the problems arising
from Chinese overseas investment and
the challenges posed to people and the
environment, what might civil society
organisations and affected interest groups
do to counteract, improve or limit adverse
effects of the investment? And what might be
done to help defend the rights and interests
of workers and local populations in recipient

countries?

China is a powerful actor and the BRI and
associated Chinese overseas investments
represent part of its current political and
economic vision for the global arena.
Challenging this vision is no easy task. But
this does not mean that improvements to
different situations on a case-by-case basis
cannot be made in the interests of workers,
local people and the environment that may
add up to encourage better practices. While
each country is different and strategies
and tactics will need to be adapted to
local situations, cross-border sharing of
information and experiences allow us to gain
greater knowledge of this powerful actor and
its investments, which in turn might be used
to inform and take action more effectively
both in individual and collective cases and

countries.

Below is a list of suggested starting points
and questions to consider. These suggestions
are not solutions in their own right but
starting points, identifying potential areas
around which to apply pressure to advocate

for change and improvements. The list is not




exhaustive either. Rather it is simply hoped
that it may be of some use to initiating

further exploration and discussion with a

view to actions being taken on the ground.

Prior to agreement/
investment/commencement
of a project

Host countries of Chinese investment
should insist on terms ensuring protecting
good labour conditions for all workers
and the provision of skills training for
local workers as part of investment
agreements and project tenders. Can

local civil society lobby governments in

host countries to ensure this?

Will the project create well paid decent
jobs locally? Where workers will be hired
from China, can steps be taken to ensure
that this is carried out in accordance with
local laws and regulation, and can these
workers be provided with information
to help them integrate with local
communities and to provide them with

knowledge of their legal rights and how

to protect them?

Will the project have a positive impact on

local communities and society?

Will the project harm the environment?
Have meaningful and valid Environmental
Impact Assessments been carried out
and are steps being taken to protect the
environment? If the project will cause
potential harm, is it possible to ensure

widespread awareness of this and build a

campaign against the project?

Lending institutions: which organisations
will be financing the project? What are
their environmental and social impact
criteria? Is it possible to put pressure on
lending institutions to increase minimum

standards of social responsibility?

Is it possible to reach out to other
communities affected by similar
investment and learn from their

experiences?

Can relevant laws, regulations and
grievance mechanisms governing the

project be mapped out?

Post commencement of a
project

Legal Redress: Have there been violations
of local laws? What are the mechanisms

to hold companies accountable?

Supply Chains: How do the Chinese
companies (especially in manufacturing)
fit into global supply chains? Can buyer
and consumer pressure have an impact on
overseas activities, especially as Chinese

brands become more well-known?

Lending institutions: is the project
meeting their social and environmental
commitments? Are they aware of any

violations or malpractices?

Worker organising: are there trade unions
or community organisations that might
be able to support workers? Are the
affected workers already members of a

trade union? If so, how supportive is it
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being? Is it possible to contact/support /
build links between local and imported

Chinese workers?

International solidarity: While the problem
of a lack of freedom of association and a
genuine union in China makes solidarity
between workers' organisations in
mainland China and recipient countries
more challenging, can international
solidarity and worker exchanges be built
between workers in different overseas
countries affected by Chinese investment

(and could this include workers in HK)?

Upon completion of a project

Is the investment useful and is it having
a positive impact on local communities?
Is any infrastructure constructed being

used?

Are there any negative impacts on local

communities and the environment?

Are there mechanisms to report or put a

halt to any damage being done?

Have those promised compensation
received it in full and are they satisfied
with the situation? If not can further
support be provided to remedy any

problems?

Might experiences with this investment or
project be useful to other groups facing
similar projects in mitigating any adverse
impacts? Is it possible to make this

information available?
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