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Editorial

The Democratic Republic of the Congo (DRC) is largely recognized as a failed
state. Itsd history has been fraught
human suffering. Its vast commodity wealth has been plundered by its

| eadership as well as by exter naldoagt

little to improve the livelihoods of the Congolese people.

The recent fipackage deal 06 investment
Government, state-owned mining firm Gécamines and the Chinese government
through the Export-Import Bank of China is the largest foreign investor
engagement of the DRC economy ever. Valued at over US$ 9 billion, the deal
combines investment in infrastructure, an aid component, the recapitalization of
Gécamines, and a long term off-take agreement for key commaodities. The
financing mimics the AAngol a Model 0 ¢t

engagement o of an African state.

Recent conflict that has broken out in the eastern part of the DRC is a looming

tragedy for a country where stability is essential for development to take place.

Chinads AAngola Model 6 is being rolle
certainly an innovative approach for foreign actors to engage Africai a
combination of both aid and private sector commerce models. For it to succeed

in the DRC, however, it will require stability and responsible leadership by the
recipient government . Chinabés substan

wealth could be the last developmental chance that the government has.

s

Dr Martyn J. Davies

Executive Director, Centre for Chinese Studies
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firfhe DRC may still be plagued
by disease and absolute
poverty and in the Eastern parts

ravaged by war, but its mining

sector is booming.0
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Policy Watch

Chinabdés O0Angol a Model 6 c¢ome

By Hannah Edinger & Johanna Jansson,
Centre for Chinese Studies

Postconf |l ict stability has returned to
(DRC) mineral-rich southeastern Katanga province. Mining companies from all
over the world are rushing into the province to explore and extract from one of the
pl an et @tsuchednsirteral goncessions. The DRC may still be plagued by
disease and absolute poverty and in the Eastern parts ravaged by war, but its
mining sector is booming. Undoubtedly, the most talked about deal of 2008 has
been the US$9 billion mining and infrastructure accord struck on April 22 between

stakeholders from the DRC and a consortium of Chinese companies.

The deal is a barter trade agreement whereby large infrastructure investments will
be provided by a Sino-Congolese joint venture, Sicomines, in exchange for

access to concessions of copper and cobalt. By means of the contract, the DRC

will be provided with much-needed infrastructure, valued at US$ 6 billion, most
notable of which would be 3 200km of railway tracks between the resource-rich
south-east er n Katanga province and Matadi,
infrastructure package also includes the construction of 4 000km of roads as well

as two hydroelectric dams, airports, schools and hospitals.

Such generous infrastructure roll-outs, of course, do not come without a price. In
return, rights to extract 10.6 million tons of copper and 626,619 tons of cobalt
have been ceded to the joint venture. Of these, 6.8 million tons of copper and
427,000 tons of cobalt are definite mineral deposits and 3.8 million tons of copper
and 200,000 tons of cobalt are probable findings. Sicomines will also invest US$ 3
billion in the mining infrastructure of the DRC, primarily in new mining areas. The

concessions are due to come into production in 2013.

The agreement has received no lack of attention and has raised enormous

interest and provoked endless discussion in the media, and among international
and African stakeholders. On the one hand, traditional donors such as the World
Bank and the UK have expressed suppor t f or Chinadés engac
On the other hand, as the deal was announced in the DRC Parliament in early

May, the 150 Parliamentarians representing the main opposition party, the
Movement for the Liberation of the Congo, rose from their seats and walked out in
protest against the profit of US$ 80 billion that the Chinese State-owned partners
allegedly are to pocket in exchange for a US$ 9 billion investment. An important
reason as to why the Sicomines deal has stirred so much attention is that it was
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generally proved to be an
important actor on the
continent, financing more

than 300 projects in Africa
worth at least US$ 6.5 billion,

of which nearly 80% has

been committed to

i nfrastructur e
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announced during the ongoing process whereby the terms of 61 existing mining
contracts are being renegotiated. The final result of this process is not yet
known, and the targeted foreign investors have been highly anxious that the

renegotiation process risks taking a nationalisation turn.

The deal has also proved a major stum
negotiations with the International Monetary Fund (IMF) through the Heavily
Indebted Poor Countries (HIPC) Initiative. The IMF argues that the deal
increases the Congolese statebds debt
financial prudence in order to be granted debt relief. In response, the Congolese
stakeholders have argued the guarantees extended by the Congolese state (as
stated in the contract) merely are moral guarantees. Two-thirds of the
concessions allocated to the joint venture by means of the agreement are
confirmed reserves, and thus the Congolese argue that most of the repayment of
the infrastructure investments is already secured. At the time of writing the
negotiations between the DRC and the IMF are on hold until the feasibility study
for Sicominesé allocated concessions
concluded and a more accurate approximation of the value of the concessions

can be made.

Sicomines, the joint venture through which the reprehended extraction of copper
and cobalt will take place, was originally set to comprise China Railway Group
and Sinohydro Corporation, hol ding a
state-owned Gécamines holding 20%, and Congo Simco holding 12%. In early
July, however, China Railway Group announced that it would cut its stake in the
joint venture from US$ 4.04 billion (43%), to US$ 2.64 billion (28%), as the state-
owned China Metallurgical Group, a company with significant resources
development expertise, took a 20% stake in the project. Simultaneously,

Sinohydro would reduce its stake from 25%, to 20%.

The stakes changed again in September when China Metallurgical shortly after
joining pulled out of the JV. Instead, Zhejiang Huayou Cobalt Company, which

al so runs a smelting operation in DRC
5% stake. Simultaneously, China Railway and Sinohydro raised their stakes from
28 to 33%and from 20 to 30% respectively.

Presently, the infrastructure works are indeed underway. Large quantities of
building material have already arrived in Kinshasa and Katanga, and
reconstruction of the road | inking th
reportedly finalized. The four priorities at the moment are the road linking
Lubumbashi to the northeast of the country, the refurbishment of Route National

4, the central hospital in Kinshasa and the ring road south west of Kinshasa.
However debated, the deal comes at a time when the DRC is in great need of
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large-scale post-conflict infrastructure refurbishment. The country covers a surface
equivalent to that of Western Europe and yet has virtually no roads or transport
networks. China Exim Bank has generally proved to be an important actor on the
continent, financing more than 300 projects in Africa worth at least US$ 6.5 billion,

of which nearly 80% has been committed to infrastructure development. These
projects, the recent Sicomines contract being no exception, are often carried out
using the O6Angola model 8, a barter tra
supposedly equal value are sold forward in return for the loan financing. In the case
of Angola, Chinese oil-backed credit lines have been used to build and refurbish

roads, schools, hospitals as well as energy and water infrastructure.

Sicominesé Chinese partners stand to ¢
terms of revenue and access to resources. However, the agreement must be put
into perspective, taking into account the precarious situation in which the DRC
government finds itself. No other donor active in the country has to date offered the
DRC such a sizeable loan package and, most notably, the US$ 9 billion offered by
China Exim Bank comes inatmorethan t hr ee ti mes the si
budgeti US$ 2.7 billion.

Also, it can be compared to other infrastructure rehabilitation packages, such as

the US$ 110 million five-year road rehabilitation accord signed on July 8 by the

DRC government, the World Bank and the UK, in terms of which roads in Orientale,
South Kivu and Katanga provinces, totaling 1 800km, are to be refurbished.

All things considered, it is clear that China has entered the picture at a time when

the DRC needs its assistance, which has given the Asian powerhouse a very good
bargaining position. Nonetheless, the agreement offers considerable

devel opment al possibilities for the DR
budget is currently allocated towards debt repayments, the DRC could ideally use
both debt relief and infrastructure refurbishment. By the end of March 2009 as the

negotiations with the IMF are slated to restart, the possibilities for this will emerge.
Hannah Edinger is an

Economist at the Centre
for Chinese Studies and
Senior Manager:

Research at Frontier

Advisory.

Johanna Jansson is a
Senior Analyst at the
Centre for Chinese

Studies.
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Commentary

The Chinese Presence in Lubumbashi, DRC

ByProfessor Gil berita,

Dean of the Faculty of Social, Political and Administrative Sciences at the
University of Lubumbashi, Democratic Republic of Congo.

The Chinese presence in the Democratic Republic of the Congo (DRC) has
increased rapidly over recent years. Currently, China has positioned itself as a
prominent actor in the DRC, a development that has certainly not gone

unnoticed either domestically or internationally. According to Ngoie Tshibambe
and Kabika Etobo however, Chi nadsinteo n
DRC are not recent phenomena. Instead, they date back to the 12" century

when China, then ruled by the Song dynasty, was engaging in international trade
in valuable goods such as silk and gold (2007:603). For example, at the time,
Chinese pearl traders visited the Congolese region that is now known as the

province of Bas-Congo.

AChina has pos The next major landmark in Sino-Congolese relations came during the 1960s as
a prominent actor in the DRC many African countries gained independence and global politics was rife with

a development that has ideological East-West antagonism. China distanced itself from the two

. . superpowers of the time by openly propagating communist ideology to the newl
certainly not gone unnoticed perp y openty propagating o y

independent African countries, whoos

either domestically or

influence. The Democratic Republic of Congo joined the non-alignment
internationall . . . . .

movement and got tangible benefits from it as China went on to build the
Peopl eds Palace (to date the parl i ame
Stadium and the Mobutu Bridge in DRCS®S

logistical support provided in the agricultural sector.

Today more so than ever, Chisgnowidgsandrthisme
worries the western powers, of which the United States is the self-proclaimed
leader. This became clear after the US-led outcry that followed the deal struck
between the DRC and China for Chinese finance at a value of US$ 9 bhillion to

the benefit of the Congo.

The Chinese-built Stade des Martyrs in Kinshasa
Picture: Centre for Chinese Studies
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