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Editorial

The relatively low level of infrastructural development in Africa is more than a
symptom of the continentds underdevel
obstacle to economic growth. Poor transport and communication linkages within
and between states hamper the flow of goods and services, constrain intra-
African trade, and act as a deterrent to foreign investment. In a recent study the
World Bank suggested that if infrastructural deficits within the continent were to
be addressed so that the level of infrastructural development is on par with that
of Sout h Kaoaapiteedamic gnoveh could reach 2.6% per annum.
Certainly, closing Africads infrastru
generation and information and communications technology (ICT)) is an
imperative for development.

A significantproport i on of Chinaés investments
infrastructure - indeed, the numerous Chinese-funded flagship projects, roads,
bridges, dams, and stadia that dot the African landscape are probably the most
visible manifestation of Chinese involvement in Africa. The question is how
these investments relate to wider processes of development on the continent
and whether, in their form and objectives they help to reduce the infrastructural
shortfall. Beyond that, do such investments help ameliorate one of the key
challenges in relation to African infrastructure development, which is improved
connectivity and transborder linkages? Overcoming the high degree of
infrastructural fragmentation within and between countries could help reverse
the anemic state ofthec ont i nent 6 s economy.

These questions are addressed in the first of the substantive contributions in this
issue of The China Monitor. Suzanne van Keulen, post-graduate student at the
Graduate School for Social Sciences in Amsterdam, provides an overview of
Chinabés public and private investment
investigating some of the consequences these have had for economic
development in that country. In the second contribution, Sanne Mars-van der
Lugt, research analyst at the Centre for Chinese Studies, explores the role of
Chinese investment in infrastructural projects in promoting regional integration
and contributing to economic growth in Africa.

Beyond the physical impacts of Chinabd
needs to be made of the nature and extent of knowledge transfer, and the role of
employment practices and state regulation in infrastructure development.

Indeed, a collection of factors condition the way in which infrastructural financing
can stimulate development.

Professor Scarlett Cornelissen

Interim Director, Centre for Chinese Studies
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Commentary

Chinads I nfrastructure | nvec
Consequences for Economic Development - The Case
of Tanzania.

By Suzanne van Keulen
Graduate School for Social Sciences, Amsterdam

Over the past few years, China has emerged as one of the most important financiers
of infrastructure development in Africa. Along with India and the Gulf-States, the
combined flows of financial resources have reached a similar level as ODA from
OECD countries and are comparable in scale to private investments." Infrastructure
is considered to be one of the main dri
performance in recent years.2 This finding connects to the academic debate in which
the positive correlation between infrastructure development and economic growth is
widely researched and recognized.3 However, the potential of infrastructure

Photo: famafricawear.com development for Africa goes beyond economic growth alone. Results of a study by
Calderén and Servén® show how unequal income distribution decreases along with
higher quantity and quality of infrastructural facilities. Nonetheless, the challenge for

Africa to catch up is great. Estimates predict that around US$93 billion a year is

required to address Af’ricads infrastruc
fOver the past few years, In this article, both Chinese public and private investments in infrastructure® in
China has emerged as one of Tanzania will be analyzed and the consequences thereof for economic
the most important financiers development. The relationship between the Chinese input in infrastructure

development and the economic impact involved can be interpreted in two ways.

of infrastructure development

in Africa. & First, Chinese investments result in infrastructure assets, which in their turn result in
economic advancement. Secondly, Chinese investments in infrastructure directly
impact economic performance through the way in which they influence the market in
terms of competition, labour creation, knowledge-transfer and so on. Intending to
highlight some interesting perspectives contributing to the debate, the following
paragraphs touch upon several examples from the Tanzanian context that illustrate

these dynamics.
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The Case of Tanzania

The findings presented here are drawn from 40 semi-structured interviews with
representatives from the Tanzanian government, private sector, civil society,
academia, foreign companies (some of them Chinese) and multilateral institutions,
obtained through qualitative field research conducted from September 21 until
December 19" 2009 in Dar es Salaam. Tanzania may not be the most obvious case
for the study of China-Af ri ca r el ations, since China
other parts of the continent: about 70% of Chinese investments are concentrated in
four countries, namely Nigeria, Angola, Sudan and Ethiopia. Nevertheless, in the

area of roads- and water infrastructure, Chinese contractors have been particularly
successful in Tanzania (along with countries like the Democratic Republic of Congo
and Ethiopia).7 Furthermore, China has maintained close ties with Tanzania since
the countryds independence and wunificat
the funding and construction of the Uhuru or TAZARA Railway starting in 1970. To
date, since the early sixties, Tanzania is the largest recipient of Chinese aid, coming
down to a stock of US$2 billion, much of which has been devoted to infrastructure
projects.8 At present, the higher end of the construction market in Tanzania is
dominated by Chinese contractors, especially in civil works.? Infrastructure
development has become a top priority of the Tanzanian government in recent years
and public and private investments in the sector are on the rise.'® Added up,

Tanzania provides aninterest i ng case to explore China

financier and constructor of infrastructure.

Public vs. Private Investment

There are roughly two ways in which China invests in the development of
infrastructure in Tanzania. First of all, the governmentofthe Peopl ebds R
China provides aid for major, prestigious projects such as the TAZARA railway and
the construction of the Chalinze water supply infrastructure.™ These projects will be
referred to as public investment. Secondly, Chinese (mostly state-owned)
enterprises compete in public procurement procedures and execute civil works
funded by the Tanzanian government or through multilateral funding. These
companies invest in order to establish themselves abroad and compete in the
bidding for contracts, which can be measured through FDI. Essentially, private
investment, as well as the operations of Chinese companies overseas, are to a large
extent controlled by the Chinese government.12 However, all investment projects run
by Chinese firms are registered at the Tanzanian Investment Center as private

projects.

Logically, the term dnvestmentdsuggests that there is some sort of return on the

means provided. Again, a distinction between public and private investment is made
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in that respect. In theory, aid, as public investment provided by the Chinese
government, is expected to deliver access to resources or trade benefits, i.e. the
so-cal |l ed 6ai d Prvate investmehie owedes, & lagely used as a
means to expand markets for Chinese companies in order to tap into new sources
of profit, thereby escaping the stiff competition these companies face back in
China.

Exactly how much of the total aid provided by the Chinese government has been
dedicated to infrastructure is unclear. A large share, at least, is used for the
construction and rehabilitation of TAZARA.*® Concerning private investment,

Chinese FDI in the construction and transport sector added up to more than US$50
million between 1990 and 2008. Still,asub st ant i al part of (
infrastructure is not reflected in FDI statistics since the support and investment by

the Chinese government in the enterprises operating abroad is not accounted for.™

Despite uncertainty about the real value of aid provided for infrastructure
development in Tanzania, the outcomes are quite straightforward and visible. The
opposite is true for the delivery resulting from private investment. Although both
public and private investments contribute to bridging the funding gap in addressing
Tanzaniab6s infrastructure needs, fundi
Competition

Chinahas managedtoset up one of t hasdmostcompetitise | e ¢
construction industries, with high levels of expertise in civil works crucial for
infrastructure development.**The type of projects most Chinese companies

compete for in Tanzania are permitted to Class 1 contractors, a class dominated by
foreign companies.16 Generally, due to a lack of capacity, local contractors do not
compete in this class of tenders, although there are some exceptions. Despite
government policies designed to strengthen the local contractor base,

organizations representing local contractors fear that because of the vast influx of
Chinese contractors in recent years, they will not be able to compete.17 European
companies in Class 1 also struggle, and some have decided not to compete in

public procurement procedures in which Chinese are allowed to participate.*®
Seemingly, the fiercest competition Chinese contractors face in Class 1 is from

each other.

Several economic consequences can be associated with the trends described

above. At first, due to the ability of Chinese companies to undercut others in price,
the Tanzanian government was able to spend a smaller proportion of their budget
on planned projects, enabling them to get more work done on the same budget.19

Gradually, bidding prices started to rise, interpreted by some as a simple

© Centre for Chinese Studies, University of Stellenbosch; All Rights Reserved
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consequence of inflation, while others argued that it was part of the market entry
strategy of Chinese companies (due to their dominant market position, Chinese
companies raised prices after others began to vacate the market).? In this context,
the threat of a monopoly evolves, potentially resulting in cartel formation by Chinese
companies. On the other hand, as a senior representative of the local World Bank
office argued, the rise in bidding prices on the Chinese side gives room for other

(new) players to enter the market.”*

Although the discussion regarding the consequences of the aforementioned
dynamics is scattered, the turbulence in the construction market caused by the
entrance of the Chinese is evident. The extent to which the Tanzanian government is
able to benefit from the expertise and low operating costs provided by Chinese
contractors depends on their ability to prevent a monopoly and create a healthy,

competitive market environment.

Photo:.gsrtw.com ' e Zooming In: The Roads Sub-Sector

Approximately 30% of the road works in Tanzania are financed by donors.
At present, Chinese contractors have been rewarded with 15 out of 20
ongoing projects funded by the Tanzanian Government. As for projects
funded through multilateral channels, 5 out of 6 are being executed by
Chinese companies. They win around 70% of all public tenders. One
Chinese contractor has been excluded from public tenders set out by the
Tanzania National Roads Agency (TANROADS) due to a dispute about the
quality of work delivered.

Source: TANROADS (2010) http://www.tanroads.org 29-04-2010; Interview with 3
representatives of the Tanzania National Roads Agency, Dar es Salaam, 19-11-

20009.
AKnowl edge tran Knowledge Transfer & Labour Creation
creation of labour are Competition aside, knowledge transfer and the creation of labour are prominent
prominent issues in the issues in the Tanzanian context, influencing the market and thereby the economy.
Tanzanian context. o Seemingly, in comparison with other foreign contractors, Chinese companies tend to

make less use of local companies as subcontractors to their projects. Although
subcontracting is encouraged by the Tanzanian government in order to strengthen
the capacity of local contractors while attempting to enhance knowledge transfer, the
primary contractor decides whether or not to outsource part of the project, and to
whom.* Responses from the different stakeholders involved are mixed:
representatives of local contractors indicate that the Chinese contractors are
reserved in seeking cooperation with non-Chinese players in the market, whereas

representatives of Chinese companies point out that localizing their company by

© Centre for Chinese Studies, University of Stellenbosch; All Rights Reserved
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working with local partners is one of the strategies they employ to increase profits.**
However, in order for knowledge transfer and capacity building to take place on a

more structural basis, regulation and enforcement are vital.**

The Tanzanian construction sector accounts for approximately 9% of total

employment in the country.? According to the Tanzanian Investment Centre,

Chinese investment created 51 853 local jobs over all sectors between 1990 and
2008, a number comparable and even slightly higher (except for the UK) than the
other top ten investors over the same period.?® However, in executing infrastructure
projects, Chinese contractors are criticized for importing a substantial part of their
workforce. A distinction can be made between publicly funded projects and private
investment projects, in which the former usually includes more Chinese workers than
the latter. A senior representative of the Economic and Commercial Department of

the Chinese Embassy in Tanzania emphasized that when it comes to projects
funded by the Chinese government : fimo st
China. This includes design, funding an
government officials confirmed that Chinese companies employ Chinese nationals
relative to local workers at a slightly higher ratio than other foreign enterprises.
Thereby, salaries and working conditions provided by Chinese companies are
generally at a lower level compared to other foreign contractors.?’ Finally, indirect
employment through infrastructure investment is not accounted for here, which
nonet heless highlights a significant pao

infrastructure development.

Conclusion

In the beginning of this article, two methods by which China influences economic
development in Africa through investments in infrastructure were introduced. First,
China invests in infrastructure development, and the infrastructure assets created
through these investments result in economic development. Secondly, Chinese
investments in infrastructure directly impact economic development through their
influence in the market. Taking the first perspective as a reference, many positive
aspects can be illuminated in the Tanzanian context. First of all, investments by
means of aid and FDI contribute to closing the finance gap between what is needed
to upgrade the infrastructure in the country to a level desired, and what is available in
terms of budget. Naturally, in order to determine the extent to which China is
contributing to bridging the gap as compared to other donors, a different type and
scope of study would be required. Furthermore, due to the expertise of Chinese
companies in civil works, and their ability to undercut the prices of other players in

the market, the Tanzanian government can allocate a smaller proportion of the

© Centre for Chinese Studies, University of Stellenbosch; All Rights Reserved
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budget to the same amount of work, as compared to a situation in which European
companies would dominate the market. However, though an alternative to Western
aid and FDI may be welcomed by the Tanzanian government, there are potential
risks involved, such as a monopoly position for Chinese contractors, or unfavourable
deals accompanied by aid provision (not to mention the environmental impacts
related to natural resource exploitation as a consequence of improved infrastructure)

that should be addressed in order for the country to benefit.

frhe key challenge for African Turning to the direct economic impact of Chinese contractors in the construction
governments is how to make sector, a more complex picture emerges. In this article, two issues particularly
relevant to the Tanzanian context were considered: knowledge transfer and labour.

the best strategic use of all

external sources of In both areas several pitfalls were identified, related to the way in which Chinese

. contractors go about doing their business, but also with regard to the regulatory
infrastructur e
framework provided by the Tanzanian government.

Finally, the common concern at the core of the issue at stake here is at best

summarized in the following quote:

inSalient i s s u epmeniof mationahcapacityeto reedotate
complex and innovative deals, and to enforce appropriate
environmental and social standards for project development. In sum,
the key challenge for African governments is how to make the best
strategic use of all external sources of infrastructure funding, including
those of emerging financiers, to promote growth and reduce poverty
on the c®dntinent. o
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Policy Watch

Chinese Investments in Infrastructure Projects in Africa:
A Driver for Regional Integration & Economic
Development?

By Sanne Mars-van der Lugt,

Research Analyst, Centre for Chinese Studies, Stellenbosch University

Since the independence of African states, regional integration has been, and still is,
widely regarded as vital for facilitating economic development in Africa. For example,
| ast year &sonoothid BDevetopment in Africa reportl examined regional
integration in Africa and its potential to improve national and regional economic

performance and concluded that:

Awhen designed and i mpl ement dstrategy t hi
| to promote economic diversification, structural changes and technological
Photo: barnard.edu development - regional integration could help enhance productive
capacities of African economies, realize economies of scale, improve
competitiveness and serve as a launching pad for African economies’

effective participat on in the gl obal
fit is a popular argument that A 2004 report, this time from the UN Economic Commission for Africa, stated that a
Africa needs to integrate its irapidly changing global economic envir
economies to create larger and strategically,to achi eve r egi.’dtisapopllanargergentahati o n ¢

and more competitive Africa needs to integrate its economies to create larger and more competitive

regional economic blocs and to consume its global market share. Within the different

regional economic blocs and

. studies on regional integration in Africa a visible tension exists between structural
to consume its global market

. weaknesses and integration. On the one hand, regional integration is expected to
share. © address the long-standing structural weaknesses which have lowered the long-term
growth performance of most countries on the continent; increased their economic
vulnerability and undermined efforts to reduce poverty.* On the other hand, it is
suggested that internal weaknesses witdt
cultural milieu are constraining this process of regional integration.5 This article will
further explore this tension by focusing on what role Chinese investments in
infrastructural projects play in supporting regional integration and economic

development in Africa.

Chinese investments in infrastructural projects on the African continent are regarded

as part of an alternative model to the Western development model. Deborah
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Brautigam®, for example, concludes a recent article in Foreign Affairs with a
comparison between the endeavours of 'China’ and 'the West' in Africa, stating that:
AfThe West advocates tr ada mharkets;eChiralcangractsi c
special economic zones to draw Chinese firms to the continent. Westerners support
government and democracy; the Chinese [
differences between these approaches is that representatives of 'the West' often

have a paternalistic mindset and are interfering largely with the internal structures on
the continent, while the Chinese government is advocating South-South

Source: abbaymedia.com

relationships on equal footing, asks African colleagues about their needs and is

more open about the economic returns it is expecting. However, the commonality is
that both 'the West' and 'China’ are experimenting with implementing strategies in

Africa that worked well within the context of their own countries.

The West is promoting liberalism, democracy and, more recently, regional
integration and China is promoting strategies such as the ‘resource-backed
development loans,' for example. Brautigam7 points out that in the late 1970s, China
leveraged its natural resources to attract a market-rate US$10 billion loan from

Japan. According to her:

fiThe West has been, and still AChina was to get new infrastructure ar
is, very sceptical about shipments of oil and coal. In 1980, Japan began to finance six major railway, port,
China's role in supporting and hydropower projects, the first of many projects that used Japanese firms to help

build China's transport corridors, coal mines, and power grids. Since 2004, China

devel opment

has concluded similar deals in at least seven resource-rich countries in Africa, for a
total of nedrly $14 billiond

The Chinese development model has been welcomed by many Africa leaders for
providing an alternative to that of the traditional donors. However, 'the West' has
been, and still is, very sceptical about China's role in supporting development in
Africa. Attempts are made to integrate China as an actor in the Western
development model for Africa and to convince China about the merits of democracy,
liberalism and regional integration for Africa. The focus of this contribution is on the
perceived connection between regional integration and economic development,
which is tied to the neo-liberal perspective, and the role of Chinese investments in
infrastructural projects as a driver for regional integration and economic

development.

The regional integration process in Africa is not an absolute success at the moment.
Various explanations exist for the possible constraints on regional integration in
Africa. The IMF, World Bank and the AU as well, for example, mention a lack of
capabilities and resources as limitations for successful regional integration. They

argue for the need for FDI and other foreign assistance for the regional integration
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