i
P Iiy N iR

/N T
4).‘ A
1“ L!’" 'H'l

/‘ — ,. g

1\4 | 5")‘}'.‘.'

3‘\‘
».‘_
;=‘
;;:

The China Monitor

Issue 51

China in North Africa: Oil &
Diplomacy in the Maghreb
Region

May 2010

CENTRE FOR

. CHINESE STUDIES




The China Monitor

May 2010

SYiied CENTRE FOR
INESIER]| CHINESE STUDIES

Contents

Editorial 3

Professor Scarlett Cornelissen, Interim Director,

Centre for Chinese Studies

Commentary 4
C h i nRelat®nship with North Africa
By Khalid Hilal

Policy Watch 9

Libya, China & Oil: Why large supply and demand do not necessarily
seal the deal.

By Gys Hough

Business Briefs 13

Around-u p of  Businessanéws from the past month

China & Africa 16

News briefs highlighting Chinese relations with Africa

The China Forum 19

Recent Events at the Centre for Chinese Studies

Contact Us 21

A Publication of:
The Centre for Chinese Studies
Faculty of Arts and Social Sciences, Stellenbosch University

© Centre for Chinese Studies, University of Stellenbosch; All Rights Reserved
2



The China Monitor

May 2010

/

SRl CENTRE FOR
MEsES| CHINESE STUDIES

Editorial

Although geographically part of the African continent, the Maghreb region has
historically fostered closer political, economic and cultural ties with southern
European and Middle Eastern states; indeed, as far as diplomatic relations
between the Maghreb and sub-Saharan Africa is concerned, ties have tended to
be partial and ambivalent. In recent years there have been some shifts, shaped
by the broader politics around the African Union and narrower concerns of
individual regimes i both north and south of the Sahara - to assume leadership
positions in African multilateral fora.

Against this background, it i's an in
with the Maghreb have also seen some significant recent changes and that the
Asian giantdéds engagements with the r.
ties with the rest of the continent. For one, although there is a lengthy history of
ties between China and the Maghreb, this has not necessarily translated into
very close economic ties. Trade between China and the five states of the
Maghreb (Algeria, Libya, Mauritania, Morocco and Tunisia) has grown at a
slower pace than the rest of Sino-African trade, although it is now starting to pick
up. Second, Chinaés focus on the oil
countryods enga ¢SahamramAfricaw stdtes, has undt been mirrored
to the same extent in North Africa 1 although steadily, too, this is changing.

Instead, China follows a more variegated approach to North African countries,
seeking to balance resource-driven interests with political considerations. This
issue of The China Monitor explores some of the major drivers of China-North
Africarelations. | n a f i r st piece an analysis
interactions with Morocco, Algeria and Tunisia. In a second, Gys Hough, junior
research analyst at the Centre for Chinese Studies at Stellenbosch University
investigates the nature and implicat i ons of Chinads ties

North Africads geographical proxi mit.\y
extensive economic engagements with European Union member states. Yet
China is emerging as an increasingly important player in the North African
region, fostering ever-closer trade and strategic ties.

Professor Scarlett Cornelissen

Interim Director, Centre for Chinese Studies
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Ch i n Rebatons with North Africa

By Khalid Hilal

Independent Consultant

Introduction

North African countriesd foreign relat
economic interests. With their proximity to Europe, they perceive the European
Union as the strategic partner that is most likely to help them develop their
economies and export markets. Since the independence Morocco and Tunisia in
1956 and Algeria in 1962, and despite occasional periods of tension between
Algeria and France, these countries remained part of the sphere of influence of
France. Their economies are structurally linked to European markets through oil and
gas (for Algeria), tourism, and agricultural products and textiles (for Morocco and
Tunisia). Yet, with the increasingly influential role of China in world affairs, these

countries have attempted in different

China- North African Relations

Morocco

Since November 1958 when Morocco and China established diplomatic relations,
the ties between them have experienced remarkable stability.In part, this is due to
the support the two countries have shown to two diplomatically charged issues 1
that of Tibet and Sahara. Because of the salience of these issues to both countries,
their positions served as the ground for solid relations. The two countries have set a
formal framework for regular consultations. On 13 April 2010, for example, Beijing
hosted the fifth session of the political consultations between the two countries,
where the respective leaders stated their intention to further promote bilateral
relations.lThevisitbyKi ng Mohammed VI to Beijing
Zhu Rongji to Morocco in the same year, attest to the solid political relations
between the two countries. However, it is at the economic level that relations
between the two countries experienced sustained growth, particulary since the late
1990s. Many commissions were established to boost economic exchange. The two
countries have @stablished a mixed committee on economic, trade, and technology
i ssuesé They even signed an agr eeme it

Trade focuses on phosphates, fisheries, technology, medical care and culture.®
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China has also been involved in large infrastructure projects in Morocco such as
highways. The volume of trade between Morocco and China reached US$1.86
billion in the first nine months of 2009.* Yet, this trade is heavily skewed in the favour
of China. China has, in fact, promised to reduce the trade deficit by encouraging

Chinese companies to import Moroccan products.

At the political level, China is an important partner to Morocco especially as it wields
veto power at the UN Security Council (UNSC). As Morocco is pushing towards a
political settlement of the decades-long conflict over the Western Sahara, China may
play a crucial role if the UNSC were to vote on a resolution. Moreover, Morocco can
benefitfromChi nads e c o n o minhagricalturp ad indrgstriale s

development.

Algieré
Photo: gallery.gd.org
Algeria

Relations between China and Algeria have been shaped by similar nationalist
experiences following their respective wars of independence. The relations predate
the independence of Algeria in 1962. The Chinese government &ecognized the
Algerian interim government in 1958. Algeria reciprocated by helping China to obtain
its seat in the UN. Algeria has been a strong supporter of China's policy on Taiwan
from the beginning.é Over the past fifty years, many leaders from both countries

made mutual visits to underscore the strength of relations between these two
countries. In2004,#r esi dent Hu Jintao visited Al
to enter a strategic partnership and strengthen cooperation in all fields.8 Moreover,

Al geria has al ways supported ChhatTavasis n
part of China. In the economic sphere, the two countries have seen their trade grow
extensively, especially during the last decade. Underpinning thic
stable supplies of oil and gas. Since 2002, most major Chinese oil companies have

invested significantly in the Algerian oil industry:

fRelations between China Other areas of economic cooperation are infrastructure construction,
and Algeria have been telecommunications, and the training of personnel.  The volume of trade between

. .- . 8 .
characterized by sharing the two countries reached $5.6 billion in 2009.” The trade balance is expected to be

. ; . more in favour of Algeria once the oil exploration turns into exploitation.
similar nationalist

experiences. 0

In the current era, Algeria sees China as an influential power that can supply
technology and execute projects at a lower cost than European countries. In fact,
Chinese companies are building huge housing units in Algiers. China is also a
source of cheaper consumer goods that are destined to the less affluent segments

of the Algerian population.
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Tunisia

; Unlike Algeria and Morocco, the relations between China and Tunisia were marked
..”:,:, ) : by tensions in the 1960s as Tunisia was a proponent of a two-China policy to solve
the China UN seat dilemma. Recently, Tunisia supported a one-China policy. With
the increasing importance of economic issues in China, the relations between the
two countries improved and the two countries agreed to geriodic political

: consultationsdin 1996. ° In 2002, President Jiang Zemin visited Tunisia and signed
The 2009 FOCAC Meeti;{é ' agreements focused on the economy, technology, maritime issues, civil air

Photo: psdblog.org transport, taxation, and culture. Chinese companies are also involved in

infrastructure construction, agriculture, and light industry.

Tunisia is the North African country that is still waiting to see its relations with China
grow. Trade between the two countries remains very limited compared to Morocco
or Algeria. Save some infrastructure and textile investment, the economic
cooperation remains very limited. Following the same pattern as Morocco and
Algeria, Tunisia sees its long-term interests with the European Union. Tunisia has
received much investment from lItaly, France and Spain. Its economy is directly

linked to Europe, as Tunisia is an important tourist destination for Europeans.

fChina enjoys solid political Chi niat@restin and posture vis-a-vis North Africa

relations with each of the North With its ever-growing economy, China has found itself, within a very short time,

. . . compelled to develop new markets for its domestic industries as well as to secure
African countries. Yet its North P P

steady supplies of raw materials. Currently, China enjoys solid political relations

African agenda appears to be

: : with each of the North African countries. Yet its North African agenda appears to be
rather driven by economic

_ rather driven by economic interests. |
I MEEr et 5, O Africa are to be seen within the larger contextof Chi nads i nternat.i
Overthepast 20 years, Chinaés influence 1in

especially in resource-rich countries. In Sudan, for example, China is heavily
involved in the oil industry. In Guinea, China has significant investment in the
bauxite mines. In all, the volume of trade between China and Africa has reached
$106 billion in 2008.'° With such growing presence, it has become imperative for
China to develop relations with African countries that have the potential to serve as

future hubs for Chinese companies; North African countries offer such opportunity.

Combined, North African countries represent a sizeable market of about 75 to 80
million people, with significant growth margins, especially for lower-priced
consumer goods and high tech equipment. In the city of Casablanca, Morocco, a
growing Chinese merchant community has been instrumental in boosting trade
between China and Morocco. In an interview with the Chinese News Agency,

Xinhua, Chinese Ambassador to Morocco Gong Yuanxing, stated, &hinese-made

© Centre for Chinese Studies, University of Stellenbosch; All Rights Reserved
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equipment is widely used in Morocco's communication networks. Chinese brand
name cars are selling well and Chinese commodities for daily use are available in

many Moroccan supermarkets.()11 The same applies to Algeria and Tunisia.

Itis, however, at the level of large infrastructure projects and oil investment - in the
case of Algeria - that China sees significant growth potential. In infrastructure
projects, whether in Morocco, Algeria and to a lesser degree in Tunisia, Chinese
companies have the opportunity to develop their comparative advantage as they
compete against world class construction companies such as the French
conglomerate Bouygues. Bidding and ultimately undertaking large infrastructure

projects will allow Chinese companies to develop solid international expertise and to

Chinese construction companies
compete with European ones in African

projects importance of natural gas as a cleaner source of energy, China is attempting to set
Photo: npac.ca

improve their capabilities. In addition, in the case of Algeria, with the growing

foot in this highly competitive field. It is also trying to secure direct access to the
Algerian gas without having to resort to the international markets. From a Chinese

perspective, the stable supply of energy is of strategic importance.

Overall, China is trying to reap the benefits of an increasingly integrated world
economy. Through its companies, the Asian power is positioning itself to benefit from
the Free Trade Agreement (FTA) Morocco has signed with the European Union. A
country such Morocco, with its low wages, proximity to Europe, and reliable
transportation links to major EU markets, offers ample opportunity for Chinese

companies to develop production lines there and to export to the EU.

fWhile the three North African Concluding remarks
countries are still closely linked While the three North African countries are still closely linked to the EU, they have
to the EU, they have been been building solid, interest-based relations with China. This allows them to maintain

open channels with the Asian giant. In addition, one should not overlook the role the

building solid, interest-based

celatl ans Wit United states has come to play in North Africa especially after the September 11
terrorist attacks. In fact, the growing threat of terrorism in the Sahel made North
African countries an important ally in confronting such a threat. The EU is more likely
to remain the main economic and political partner of the North African countries.
However, these countries are eager to develop new markets for their products. To

this end, the sheer volume of the Chinese market may offer significant growth
opportunities. Politically, relations a

in the world grows.
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Policy Watch

Libya, China & Oil i Why large supply and demand do
not necessarily seal the deal

By Gys Hough,
Centre for Chinese Studies, Stellenbosch University

Introduction

Chinese trade and diplomatic relations with African countries have been
distinguished by China’s resources-centric approach. In recent years China has
shown an aptitude for brokering deals that supply African countries with the much
needed finances for infrastructural projects while China in turn gains the
commodities it needs to fuel its economic growth. In 2009 China imported 4.1 million
barrels of oil a day. Although China is also an oil producing country, it cannot meet
Photo: ceoworld.biz its own demand and it is therefore a net importer*. Within sub-Saharan Africa this
arrangement has led to widespread Chinese economic participation in resource-rich
African countries such as South Africa, Angola and Nigeria.

AVithin Libya's oil industry Within Africa, Libyan oil reserves are only comparable to that of Nigeria, Angola and
China has been conspicuous Algeria with these three holding 29%, 11% and 10% of proven African oil reserves

in its absence despite almost respectivelyz. From the top producers of crude oil in 2007 in Libya which included
USS$2 billion worth of Italy’s E.N.I. Oil, Arabian Gulf, Libya's Waha and Germany's Wintershall no Chinese

companies featured in the top 10 list.® Indeed China has been conspicuously absent

i nfrastructur a

from the Libyan oil industry. There has however been almost US$2 billion worth of
infrastructural investment in the railway sector in 2008-2009." This is somewhat of an
anomaly within Chino-African relations given that Libya has 35% of African oil

reserves and 3.5% of the world’s proven reserves.

The spatial proximity to the European market will partially explain a pro-European
bias in Libyaés o i° Dn therothed lkandahe debgzle witd @hind i
surrounding the purchase of Verenex, a Canadian oil company with interests in

Libya, suggests a budding Sino-Libyan relationship in the oil sector. During the

recent bidding process China National Petroleum Corporation offered a per share
amount that valued Verenex at US$470 million. The Libyan authorities blocked this

bid and bought Verenex at a price per share that valued the company at only

US$299 milion®*Wh at reasons ex pl ain Li-&wsdhima? ap
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The Importance of Qil for Libya

Libya's oil reserves are of major importance for the north African country. Before oil
was exploited in the 1950s Libya was the one of the world's poorest country. Qil
steadily replaced the agrarian economy and today represents 90% of Libyan fiscal
revenue and 99% of its export earnings.’ In 2007 it was estimated that the mining
and quarrying sector, which includes oil and gas, made up 66% of GDP. The second
biggest sector, government, defence and mandatory social insurance represents
seven percent, while real-estate, renting and other business activities represent 6%.°
With its 55" position, Libya has the highest UN Human Development Index ranking
of all African countries.’

At current rates of production Libya would also have oil reserves for the next 64
years while Nigeria's reserves are supposed to last for the next 45 years. Libyan ol
production in 2008 (1846 thousand barrels/day) was less than Nigeria's (2170
thousand barrels/day), Algeria’s (1993 thousand barrels/day) and comparable to
Angola’s (1875 thousand barrels/day).10 This means, ceteris parabus, that within
the next 45 years Libya will be the only country in Africa with oil reserves- and 20
years worth of reserves at that. Apart from its role as Libya's sole economic driver
Libyan oil will, in future, also be used as a source for political leverage as reserves
elsewhere run dry or become more expensive to extract. Another plausible scenario
would be for Libya to manipulate the supply of energy to rope neighbouring countries
into a satellite state relationship that parallels Russia’s relationship with ex-USSR

countries.

Recently, the Libyan National Oil Company's director, Shokri Ghanem, has stated
that steps will be taken to improve oil trading relationships with China. This
happened after tensions rose between the US and Libya following the warm
welcome home to Libya received by convicted Lockerbie bomber, Abdel Baset al-
Megrahi."* The rhetoric surrounding the would-be preferential treatment of China is
therefore more a rebuke of the US, reinforcing the notion that Libya tries to convert
its reserves into international political influence, than evidence of deepening oil trade
ties between Libya and China.

Diplomatic Relations with China

In a November 2009 interview, Musa Kusa, the Libyan foreign minister and former
head of Libyan foreign intelligence, levelled criticism at China’s refusal to interact
with Africa by means of the African Union (AU). China refused to let AU delegates
participate in the latest round of The Forum of China-Africa Co-operation (FOCAC)
in Egypt in 2009. This reluctance to acknowledge the AU, of which President
Qaddafi was the chairman, was viewed by Libyan officials as a way of undermining

African unity through only working with individual countries.™ This goes against

© Centre for Chinese Studies, University of Stellenbosch; All Rights Reserved
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Libyads President fo
struggle over Africa
Source: theodoresguide.net.
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President Qaddafi's approach to African relations, believing that an united Africa will

be a stabilising factor.*®

In a 2007 address to the students of Oxford University, President Qaddafi stated that
he foresaw a struggle between the major powers (the US and China) over Africa.
Given the US hard power approach towards Africa, the Chinese are bound to enjoy
more favour than the US due to their use of a soft-power based approach and
refusal to interfere politically. With reference to African resources, the following

statement by President Qaddafi is insightful:

iAwe all seek a the haesh ampmdch o dradricars t
penetration. This makes us take Chi:1
know that we are aware that it could turn into an imperialist power. If it
wi shes to settle in Africa or to plu

and sell its manufactured products at an exorbitant one, it will turn into a
colonial® powero.

Conclusion

Trading in oil with Libya is a complex issue due to the fact that Libya relies on oil not
only for economic growth but also for political influence. This means that brokering a
successful deal within the oil sector requires more than a financial agreement seeing
that Libya also wants support for its political goals. China also happens to have its
own set of political goals within Africa and until some form of compromised is
reached between the two one can be assured that Chino-Libya trade will not go any

further than the present infrastructural investments.
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