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affect their delivery on the continent. But this joint departmental coordination is being made more
difficult by the dramatic increase in aid spending by Beijing.

In November 2006, President Hu Jintao announced the doubling of Chinese aid to Africa by the
upcoming FOCAC Summit to be held in Cairo in late 2009. Both the Ministries of Foreign Affairs
and Commerce are now scrambling to meet these commitments.

China’s engagement of African countries is driven by a number of political, economic and
arguably also social drivers. Whilst the objectives of the broader bilateral relationships may be
easier to identify, the different tools used to develop and leverage these relationships are harder
to differentiate.

Aid and development assistance are tools, used as part of a broader strategy, to meet these
objectives. It is therefore necessary to see the drivers of China’s foreign aid policy in the context
of the broader drivers of the China’s engagement of Africa. For example, China often uses
grants, loans and debt relief alongside commercial investments and preferential trade access in
order to gain access to strategic resource assets or to build stronger political ties.

However, although China’s growing economic strength at home has allowed the Chinese
Government to step up its overseas aid capacity beyond the token grants and loans of the 1980s
and 1990s, China still faces major developmental challenges at home. This includes dealing with
rural poverty, where almost 500 million people are living on less than $2 a day.

China’s aid policy is guided by the principles of lisuonengji and liangli erxing, meaning that
overseas aid should be within China’s capacity and fiscal capabilities. When discussing China’s
aid capacity, Chinese officials always stress that China remains a developing country and that
it should therefore not be compared to traditional donor nations (developed countries). This
argument is often used in defence of criticisms that China’s aid to Africa countries is lagging its
investment and trade initiatives.

Our assessment is that the main driver of China’s interest in Africa is to secure energy and
resource assets. In order to hedge against immediate rising commaodity prices and possibly
long-run supply shortages, the Chinese Government has encouraged its companies to secure a
wide range of commodity assets. The Chinese Government'’s aid policy plays an important role
in support these companies (largely SOES) in outbidding foreign companies in securing these
resource assets.

In many African countries, a lack of transparency in the tendering process allows Governments
to direct contracts to bidding companies with national benefits procuring from peripheral aid

and development assistance. For example, in Zambia, the Chinese government’s position as a
prominent donor has helped both large SOEs and smaller Chinese SMEs to expand their market
access opportunities.

The PRC Government also uses aid as part of a package of tools to support Chinese companies
in expanding export markets and business scope overseas. China’s “Go Out” Strategy, launched
in 2002, aims to create a number of “national champions”, globally competitive enterprises which
will act as foreign commercial policy vehicles for the PRC. Chinese Government aid provides



Chinese companies a distinct advantage in overcoming protectionism and regulatory red tape.
In part due to peripheral aid projects, Chinese companies are preferred bidders in securing
contracts.

Although economic and resource factors now dominate China’s foreign policy toward Africa,
political factors continue to play an important part in the relationship. China enjoys historical ties
with many of the African liberation movements and political elites.

Although there is almost an inevitability over China displacing Taiwan from Africa, it is clear that
some African governments will continue to play the Taiwan card when dealing with the PRC. For
example, the threat of Taiwanese supported opposition Patriotic Front party in Zambia’s 2006
national elections forced Beijing to step up both aid and investment initiatives in the country.

In multilateral fora, it is often said that China’s foreign policy reflects its domestic realities.
Accordingly, the resources and political drivers reflect China’s “need” for resources to fuel its
domestic industrialisation, and its ‘need’ to respond to real or perceived diplomatic isolation.

The key aim of China’s 11" Five Year Plan is to build a “harmonious society” at home. While this
aim may be expressed in the international arena, for the moment, developmental challenges

at home are prioritised. Although Chinese humanitarian assistance pales in comparisons to
infrastructure aid and “investment-supporting” aid, China continues to extend aid and technical
assistance to build schools, hospitals and to fight disease in Africa.

The social drivers of China’s aid to Africa have been high in rhetoric, but low in relative financial
terms - although humanitarian aid can be expected to rise as China’s financial clout grows and it
seeks to utilise a more “soft power” approach to foreign policy in Africa.

2.2a  What are the PRC’s priorities in Africa?

One of the arguments for China not publishing country-specific aid figures is that this would
result in African countries demanding additional assistance on a par with the most supported
recipient country’. Although Chinese policy-makers may have prioritised key strategic partners
in Africa, Chinese Government officials are very conscious of not elevating one country over
another. Mutual respect is a key element of China’s foreign policy and even smaller African
countries with relatively little economic or political significance have received relatively large aid
and investment support from China.

This said, the resource-rich countries of Angola, Sudan, Nigeria and Zambia, as well as the
more politically strategic countries of South Africa, Ethiopia and Egypt are priority countries

in China’s broader African engagement. It could be argued that the resource-rich DRC is
increasing in importance. A number of respondents noted that all foreign aid, be it from the PRC
or from traditional donors, is a political and economic tool, wielded in support of foreign policy
goals. It could be surmised that the countries which Beijing appears to prioritise in terms of
diplomatic importance are also those prioritised in terms of foreign aid. However, some Chinese
government officials differ.

With specific regard to aid and development assistance, Counsellor Ling Guiru, the Economic
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Counsellor at the PRC Embassy in South Africa, suggested that African countries are prioritised
in terms of need. Accordingly, Least Developed Countries (LDCs) should receive more aid than
their more developed counterparts. LDCs have benefited in the form of debt relief, the building of
schools and hospitals and also in the form of technical assistance.

2.2b How much is China giving?

While time series data on China’s global aid and development assistance commitments is not
publicly available, China’s global aid disbursements for 2005, according to the China Statistical
Yearbook 2003-2006, amounted to $970 million. This figure is believed to be underestimated,
and a number of further informed estimations have been made by various institutions?. It is
however without doubt that China’s aid disbursements to Africa have increased substantially
since 2000, when FOCAC was launched.

Before the first FOCAC Summit, held in October 2000, China’s bilateral aid commitments

to Africa were minimal. While Beijing has granted assistance to Africa since 1956, it is

estimated that in the period of the late 1960s to the early 1980s China’s assistance to Africa -
predominantly in the construction and infrastructure sectors - only amounted to $100 million per
annum. This figure is modest when compared to the assistance of Britain, France and the United
States, who delivered annual support to the value of $250 million, $1300 million and $800 million
respectively during 1971-19813.

Since 2000, China’s development assistance to Africa has gained momentum. Hundreds of
cooperation and assistance agreements have been signed over the past seven years and major
project-based assistance commitments have been announced. In 2002 it was reported that
China’s total aid and economic support to Africa for that year reached $1.8 billion. According

to the Chinese Academy of Social Sciences by May 2006 more than $5.7 billion had been
extended to Africa for over 800 projects across the continent*. One senior official in China
estimated that approximately $4.5 billion in aid had been disbursed to Africa in 2006°. In
comparison, official development assistance by the DAC members in 2006 to Africa amounted to
$43.4 billion, up from $40.9 billion in 2005°.

Over the past decade the largest bilateral donors to Africa were France and the United States.
The other top DAC donors extending official development assistance to Africa are displayed
in the below figure. More than 80% of official disbursements were granted to Africa’s least
developed economies and low income countries in 20057.
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Figure 1: Top 10 DAC donors to Africa in 2005
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With EXIM Bank — one of China’s leading so-called policy banks — financing dominating China’s
assistance to Africa, the World Bank estimated that by mid-2006 more than $12.5 billion of

EXIM Bank financing (including concessional and non-concessional loans) had been granted

to infrastructure projects in Sub-Saharan Africa®. At the WEF Africa Summit in June 2007, Li
Ruogu, Chairman of China EXIM Bank, announced that the Bank had financed over 300 projects
in Africa, constituting approximately 40 percent of its entire loan book.

The inconsistency in the figures and definition of China’s development assistance to Africa
remains difficult to gauge and is magnified by the lack of data available on the terms of the

loans extended. While the Department of Aid to Foreign Countries (which sits in the Ministry

of Commerce) is ostensibly the coordinating body for all aid, there is a lack of information
sharing, even within government — between regional divisions between the department, between
departments in the Ministry, and especially between Ministries.

This is occurring to the extent that even senior diplomats posted in African states are unaware of
anything that may be happening beyond their own missions, even regarding other projects taking
place within the immediate region. This issue is further complicated when trying to estimate

the value of aid in-kind and technical and cooperation assistance due to the difficulty of pricing
Chinese labour in Africa®.

Aid figures are also exclusive of debt relief granted by China to African states. Since the first
FOCAC Summit in 2000 a number of bilateral debt write-offs have been signed. On aggregate,
Beijing wrote off 156 outstanding loans totalling $1.3 billion within two years of the first FOCAC
Summit®. At the FOCAC Summit in 2006, Beijing pledged to cancel a further 168 interest-free
loans maturing at the end of 2005, valued at $1.3 billion, that were in place with 33 of Africa’s
heavily indebted and least developed states. One third of the states concluded debt write-off
agreements with China by May 2007,

As an aid recipient itself, a great share of China’s assistance is targeted at the developing Asian
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region. Based on interviews in Beijing it is estimated that with most of China’s aid going to Asia,
approximately a third of China’s total global aid disbursements are made to the African continent.
The aggregate annual flows of China’s economic and development assistance to Africa
undoubtedly will expand in the run up to the fourth FOCAC Summit, to be held in Cairo, Egypt in
late 2009.

In November 2006 Beijing announced that it would extend $3 billion in preferential loans to
African states, as well as an additional $2 billion in preferential export buyer’s credits over 3
years. Furthermore, on the heels of the African Development Bank meeting in Shanghai in May
2007, China announced a $20 billion fund for infrastructure and trade financing to Africa. This
figure, however, may be grossly exaggerated and was not published by the PRC Government
itself. Rather, the amount was announced by Donald Kaberuka, President of the AfDB in an
interview with the Financial Times newspaper. Kaberuka also retorted that “That (the amount) is
quite something because it shows you what traditional donors are up against.”'?

The Chinese fund that has been established is to focus on projects including transport and
power generation infrastructure and is said to finance, for example, the current rail rehabilitation
project in Angola™.

The inconsistency in the figures of China’s aid to Africa remains difficult to gauge. From the
Chinese Statistical Yearbook and from interviews with Chinese scholars, it can be assumed
that approximately a third to a half of China’s total global aid disbursements goes to the African
continent. Yet, in comparison to other donors, China’s monetary disbursements still remain
small, although they are growing.

23 Who gives? National and provincial disbursements

There has also been confusion as to whether the PRC central government is the only body
dispensing aid to African governments. From some of the interviews conducted, it would appear
that apart from the official national channels, provincial governments were also engaged in
various types of partnerships that could fall into the broad category of development assistance,
predominantly through twinning relationships with overseas provinces and cities. One
respondent indicated that this contributed to the difficulty to quantify China’s aid disbursements
to Africa.

Again, there were divergent views on this issue. For example, another respondent countered
that aid constitutes government money from the national budget and can only be administered
by the central government — therefore no contributions made from provincial bodies could be
classified as aid.

Regardless, the aid programmes of provincial governments certainly do not draw upon the funds
set aside by the Ministry of Finance and designated for ‘foreign aid’. These aid programmes may
also include independent private technical assistant teams, for example, local medical teams
dispatched from local hospitals that remain on the local hospital payroll.

Because they are disparate in nature, they are difficult to monitor and to quantify, but do also
contribute to developmental efforts on the African continent. The difficulty of monitoring these
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programmes reflects the domestic situation in the PRC, whereby provincial actors are not
always included as a part of national processes, and in turn, create challenges for the central
government in terms of control and coordination.

Additionally, because of the nature of the large aid packages being announced by Beijing,
especially those involving large sums of money and big commercial contracts, provincial
governments are increasingly under pressure from firms headquartered in their province, to
lobby on their behalf in Beijing, when competition for contracts intensifies. This suggests that

China’s “Going Global” strategy incorporates not only the “national champions” in their respective
business fields, but, with or without intent, also incorporates the “provincial champions”.

24 FOCAC: Dialogue and direction

The Forum for China-Africa Cooperation

To further cement the political, commercial and cultural relationship between China and
Africa the Forum on China-Africa Co-operation (FOCAC) was established in 2000 with the
first Ministerial Meeting taking place in Beijing in that year. Since then, there have been two
more FOCAC summits — 2003 in Addis Ababa, and 2006 in Beijing. FOCAC was designed
as a vehicle to conceptualise, strategise and project Chinese foreign policy interests toward
Africa.

The first head of state conference was held in Beijing in October 2000, and was attended
by four African heads of state, ministers from 44 African countries and representatives from
17 international and regional organisations. The conference passed the Beijing Declaration
of the Forum on China-Africa Cooperation and Programme for China-Africa Cooperation in
Economic and Social Development.

The 2003 meeting went on to pass the Addis Ababa Action Plan (2004-2006) and
consolidate trade relations, with the PRC Government announcing the Special Preferential
Tariff Treatment programme, which removed import tariffs on 190 different items from
twenty-five African countries. It was implemented in January 2005 and has resulted in a
substantial boost to China-Africa trade.

The November 2006 Beijing summit adopted the Beijing Action Plan (BAP) - from 2007
to the end of 2009. The multibillion-dollar development package included a number of
commitments from the PRC Government.

Chinese President Hu Jintao also pledged that China would forgive all interest-free loans
that matured at the end of 2006, owed by the most heavily-indebted and underdeveloped
African nations.

The primary function of FOCAC is for it to become an effective mechanism for dialogue between
China and Africa. FOCAC is the institutional vehicle through which China sets out the terms of its
engagement toward Africa. African states and multilateral institutions, such as the African Union

and the NEPAD Secretariat, have however been slow to respond in formulating their own foreign
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