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Editorial

The end of the protracted civil conflict in Angola brought about a significant shift

in the geopolitical dynamics in Southern Africa and, more importantly, opened

up interesting new spaces in the gl ob
have drawn the attention of many foreign energy corporations, and in recent
years, both exploration and output of oil have intensified, significantly

contri buti ng -wagrowthgaoldast sdar gs oosttibution to its

GDP is concerned.

China has forged an intimate oil relationship with Angola, and over the past
number of years large-scale investments by Chinese oil corporations have
resulted in strong trade ties. Indeed, trade in oil is the basis of economic ties

bet ween the two countries today, with
trade partners on the African continent. Oil diplomacy also determines the
character of political ties between the two countries, with both positive and
negative outflows.

This edition of The China Monitor takes stock of the nature, depth and dynamics
of the Angola-China relationship, focusing in particular on the oil connection.
Ana Alves, research fellow in the Sou
China in Africa Project, sets the scene by reviewing at length the recent history
and anatomy of Chinese oil interests in the African country. Jesse Ovadia,
affiliated to York University in Toronto, Canada, complements her analysis by
providing an interpretation of the in
oil industry against the backdropof t he Asi an power 6s w
pursuits.

The determinants of Chinadés Africa po
there is still a keen interest by Chinese actors to be more deeply involved in
Africads extract i v eChinaraatiopship demanstrates soene A
of the wider ramifications which Chin
African countries, but also other resource-rich states. As contended by the two
contributors to this edition of The China Monitor, there are both positive and
negative aspects to Chinads invol veme
established patronage systems and rentier economies in the developing world.

o

Professor Scarlett Cornelissen

Interim Director, Centre for Chinese Studies
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firhe attractiveness of the
Angolan oil industry rests
on the low operational
costs, the very high
exploration success rate
and the suitability of
Angol an oi |l f
refining comg
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Commentary

A Brief Analysis of Chin'ads

By Ana Cristina Alves
South African Institute of International Affairs

The | aunch of Chinads fAgoing outo polic
and growing thirst for markets and resources, particularly oil, coincided with the end

of the civil war in Angola in 2002, t he Afri can countryos wur
reconstruction and a sharp rise in its crude output. This set the stage for the
remarkable expansion in China-Angola relations seen in recent years.

In less than a decade China has managed to carve out a prominent position in
Angol adéds economy. |t is, Angolabds | ar ge
and the | argest operator in the country
so evident at first sight, a closer look reveals that the oil factor pervades all aspects
of Chinads economic engagement in Angol
bilateral trade, credit lines for infrastructure are backed by oil and the largest share

of Chinese investment in the country is directed towards the oil industry.

Angol ads oi l industry profile

I'n the | ast decade Angola has been the
of oil reserves, having found new deposits more than triple its proven reserves, from
four million barrels in 1998 to 13.5 million barrels in 2008. Further expansion is
expected in coming years as investment soars. The scale of new ultra-deep water
proven reserves raised Angol ads profile
1990s to one of t od-argdacing counsids. Thig hashees i n g
matched by a sharp rise in oil output: production has more than doubled since the

end of the Angolan conflict, from 905,000 b/d in 2002 to 1.9 bn b/d in 2008. A new
surge in production is expected for 2010-2015 as new ultra-deep water fields come

on stream. According to a recent report by Reuters,’ based on current projects
under development and the expected decl
expected to swell up to 2.5 7 3 million b/d in the next five years, even if no new
reserves are discovered.

The attractiveness of the Angolan oil industry rests on the low operational costs, the
very high exploration success rate (60% of exploration wells in 2008 struck oil® -
twice the worl déaeepwatees) aadtlee sditability ai Angotaa oil
(medium to Iight crude with | ow sul phur
second largest in the world. This is enhanced by the political stability record of the
country since the end of the civil conflict in 2002. Further, stability prospects are
influenced by the adoption of the new Constitution earlier this year (January 2010),
which enables President Eduardo dos Santos to remain in power until 2020. It is
unlikely that the oil sector will suffer any radical changesduring Dos Sant o
his support base is largely dependent on oil revenues, and the present regulatory
framework has been largely favoured by contractors. This stands in sharp contrast

to, for instance, Nigeria, where the current oil bill revision is causing a bit of a stir
among international oil companies (I0Cs).
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This favourable framework has fuelled large investments to Angola over the past
decade, and since 2008 Angola has been competing with Nigeria for the position of
the largest oil producerin Sub-Sa har an Africa. Al though
output capacities are much larger, it has seen its production fall in recent years due

to instabilities in the Niger Delta. As such, foreign investment in Angola is expected

to rise significantly in coming years and as a result, according to an EIA analyst,
Angola is expected to become Aftricads |

Although onshore exploration (particularly in Cabinda) is set to benefit from the
peaceful setting and to expand in coming years, the bulk of Angolan oil production is
expected to remain concentrated offshore in deep and ultra-deep waters in the
northern Congo basin.

Even though oil production in Angola remains dominated by major western oil
corporations (Chevron-Texaco, Total, BP), Luanda has in recent years seen a
growing share of its oil exports going to Asia (38% in 2008), with China accounting
for the bulk of it (29%). The second regional destination of Angolan oil in 2008 was
North America (US and Canada, 33%), with the US alone accounting for 24%. The
rest of Angolan oil is going to Europe (18%), South America (7%) and Africa (4%).5

In line with its diversification strategy, Luanda has also been seeking to branch out
its oil partnership portfolio in recent years. Part of this strategy included two licensing
rounds (2005/2006 and in 2007/2008) that focused in small and marginal fields as
well as onshore exploration. Its aim was to attract newcomers such as Indian,
Chinese and Japanese companies that lack the technology in deep sea exploration.

The oil prominence in bilateral trade

Trade figures can be said to be the most striking trait of contemporary bilateral
relations between Angola and China. Bilateral trade reached US$25.3 billion in

2008, up from US$1billion in 2002°. In 2006 Angola displaced South Africa as
Chinabds major trading partner in Africe
nearly a quarter of Beijingbés trade wit
China-Angola trade dropped to US$17 billion, recent developments show that trade
flows between the two countries have resumed their former path having registered

an expansion of 144% (imports from Angola alone rose by 215%) in the first

trimester of 2010 in relation to the same period in the previous year.7

Angola-China Bilateral Trade Angola's Oil Exports to US and China
(Uss Billions) 20000
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Not surprisingly the | ionds share of bi
imports, which in 2008 represented 88% (US$22.3bn) of bilateral trade volume. In

2007 China became Ango |"abdosbingi26.p% of itstotall d ¢
export value, against 24% goingtothe US®Chi nadés share has e
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2008 while US6s share was °Madovet @GhinaAngolaa
trade relations are reaching a dramatic level of interdependency. Although in 2009
oil exports to China declined in value (US$14.7bn) as a result of the combined
impact of the oil price plunge and the cuts in production imposed by OPEC, in

terms of import volume there was actually an increase., Angola represented 57% of
the volume of Chinese oil imports from Africa in that same year and 15.5% of its
global volume of oil i mports, placing
after Saudi Arabia (19.8%)."°

The phenomenal rise in bilateral trade is thus a direct consequence of the rapid
expansion of Chinab s o | i mports from Angol a, wl
the driving force behind China-Angola thriving trade flows.

Infrastructure-for-oil loans

Chinese credit lines to Angola emerged in a particularly favourable framework

when Luanda was facing difficulties to raise funding for its reconstruction after the
end of the civil conflict. At the time all countries approached by Luanda demanded
an improvement in relations with the IMF. In mid-2003 the Chinese government
proposed a concessionalloanto f und t he Angol an gover
infrastructure programme,** subsequent to which the EXIM Bank signed three
credit lines (2004 -2007) with Luanda, totalling US$4.5 billion.* The deal was tied
to the procurement of goods and the participation of contractors from China (70%);
had no conditions attached (such as improvements in transparency and
democracy); offered more favourable terms than regular commercial loans (namely
interest rate and repayment conditions); and was to be partly repaid in oil (initially
10,000 b/d but increased to 40,000 b/d in 2009). EXIM Bank credit lines are jointly
managed on a project basis by Angol abds
Ministry of Commerce in a fairly transparent way.

Another credit line from a private Chinese fund based in Hong Kong (China
International Fund, (CIF)) emerged in 2004, having allegedly disbursed US$2.9bn
(2005-2007).13 This credit line was apparently contracted on similar terms to the
EXIM Bank one and is also secured by oil. It is being directed to major
infrastructure projects under the National Reconstruction Office (GRN, which
resorts directly under the presidency). These projects include the rehabilitation of
the three existing railways, the new international airport and mega-housing

projects. In recent years the CIF & GRN partnership has become known for the
opacity of its financial records and project management, but also for the difficulties

it has experienced in raising pledged funds since late 2007. The latter forced
Luandatoissueshort-t er m debt titles to resume w
distance itself from CIF, the private fund debacle has had a negative impact on
Chinads i mage and interests in Angol a.
fact that most of the companies hired to undertake projects funded by CIF are the
same ones working for projects under the EXIM Bank credit lines, i.e. they are
Chinese State-Owned Enterprises.

The global economic crisis had an adve
strategy since credit became scarcer in international financial markets and the oil
price plunge substantially cut back Angolan oil revenue, which is estimated to have
contracted by 39%in 2009.* Thi s financial contractio
sustain the pace of the large infrastructure programme for political and economic
reasons, placed China in a unique position to reinforce its stance in Angola as a
devel opment funds provider, and at the

© Centre for Chinese Studies, University of Stellenbosch; All Rights Reserved
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CIF debacle. It was in this context that agreements for three new official Chinese
credit lines were signed in late 2009: EXIM Bank (US$6 billion), Industrial and
Commercial Bank of China (ICBC, US$2.5 billion) and China Development Bank
(CDB, US$1.5 billion). Although CDB credit line is apparently not backed by oil and
is directed towards agriculture, the bulk of the new loans (EXIM Bank and ICBC
credit lines) are oil-backed (allegedly 100,000 b/d and 40,000 b/d, respectively) and
targeted at infrastructure.™

The combined figure of the new loans ascends to US$10bn, which, added to the
previous US$ 4.5bn of Eximbank, makes up a total sum of US$14.5bn in public
funding from China, which will be the largest in Africa when disbursed.

Photo: hrw.com

Chinese investment in the oil industry

Sinopec acquired its first stake in an Angolan oil block in mid 2004. The stake in
guestion is 50% of oil block 18 whi cthinuw
the wake of the first EXIM Bank credit line (March 2004), Sonangol'’ exercised its
preemption rights to sell the block to Sonangol Sinopec International (SSI), a newly
formed joint venture between the two national oil companies in which Sinopec holds

a 55% share.

AThe f act t hat The fact that China was then enjoying the favour of the Angolan elite by means of a
enjoying the favour of the very timely and generous credit line explains to a great extent the expansion of
Angolan elite by means of a Sinopecbs equity in the | i-G006).9nMag2006,d6In d
was attributed three stakes in some of the most disputed new ultra deepwater

blocks: 20% in block 15/06; 27.5% in block 17/06; and 40% in block 18/06.

According to Wood Mackenzie the bids paid for during this round were at the time

the highest ever offered for oil acreage anywhere in the world.*® The bidding level

had allegedly been pushed up by China which offered US$2.2bn for the acquisition

very timely and generous credit
line explains to a great extent
the expansion o

equity in the licensing round

that followed. o of blocks 17/06 and 18/06 (it remains unclear how much SSI paid for its stake on
block 15/06).

Sonangol Stnopec International (S8I) oil Acreagein Angola

Oil Aspst Acqguisition Remarvas  Known Preduction Tetal Production Sinopsc
year |Earrsls) Invaat. Start dats, major wall 2003 nstshars
{US5) & dspth
0% 2002 1.0bn 14bn QOct 2007 33417 mb 27.3%
Elock 18 Grzaler Phicnio {130,000 bd)
{1,200 - 1,300m)]
{Op. BP 50%)
Develapmen phase
20% 2008 Shbn n
{331 fiftasn)
Block 1348
10p. ENI35%, Fre-dev. onEsE
Sonagol EP.13%,
Total 15%, Faleon
0il 5%, Gamas 5%
27.5% 2006 1.0bn 1.1 bn Oct 2009 - 13.3%
1551 ssventsan) Gardanis
Elock 17H8 {977 m}
{op. Total 26%, Sre-dev. onass
Sonangol E.P.24%,
Falcon Qil 5%, AGR
5%, Partex 2.5%,
Someoil 10%
40% 2006 700 - sxplorston pnsse - 22%
{551 Eightsan)
Block 18406
{Op. Patrobras 30%,
Sonangol E.P. 20%,
Falcon Oil 5%,
Gamas %)
Total - 42bn 3.6 bn - - 41,250 bid
Sowrces: Ministerio dog Patrolaos d2 Anzols op ofr; Africa Enersy Intelligsncs ‘Anzolzintzllizsnes’

. africaintslli zenes. com'sif charnel covntry AMNGOL AFTA; Sonamenl, bty Aewnw
zol.oo.zo.
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Sonangol-Sinopec relationship, however, soured soon after, following the collapse in
early 2007 of a project to jointly build a new refinery in Lobito which was attached to
the awarding of these blocks.*® Sinopec underestimated, however, the impact this
episode would have on bilateral relations in such a highly centralized and
voluntarism-oriented political environment, especially in a high oil price context. This
was confirmed in | ate 2007 by Sinopecds
in 2006, the separate bid Sinopec placed for the 2007/2008 oil licensing round

(which has been frozen) and the failed attempt in 2009 to buy 20% stake in block

32.%

Despite this setback, and although Sing
still negligible when compared to those of the major western oil corporations, the
comp any 6s shaents i mrylfive years have been quite remarkable when
considered that it is a latecomer and that it lacks the ultra-deep water drilling
technol ogy and expertise of its western
even more striking when compared to its Asian counterparts who have been trying to
access acreage in Angola for a longer time period with very limited success.”*
Nevertheless, Sinopec has still a long way to go in order to consolidate its position in
the industry since its acreage is still tiny in the overall picture and most of its assets
are yet to start producing.

Conclusion

Even though China managed to become Ang
decade (almost from scratch), it is still struggling to consolidate a position in that
sector. The context surrounding Sinopec
shows the intertwining of the political backing and the extension of credit lines by the
Chinese state and the NOCO6s oil acr e dag e
initial success, the souring of relations following the Sonaref episode unveiled the
volatility of thiselite-b ased approach in the context
institutional state structure. This is particularly so in a milieu of high oil prices.

Proving its determination to consolidate its stakes in the Angolan oil sector, Sinopec
has since then pursued more market-oriented strategies to expand its oil assets in
the country, namely by venturing on its own in new licensing rounds (2008, separate
bid from SSI as an operator); by attempting to buy equity relinquished by companies
divesting in the sector; and by joining efforts with other Chinese NOCs (e.g. the
failed attempt to buy Marathonds stake

The oil price crash in late 2008 and the subsequent dramatic contraction of cash flow
in Luandaés coffers throughout 2009 and
again turned the balance in favour of cash loaded China. The fact that Angolan
President dos Santos visited Beijing twice in the second half of 2008 (his previous
visit having been in 1998) is a clear sign of this. This new reality has opened a

wi ndow for Beijingbés economic statecraf
Sinopec6s c uinAngalat In thig cantedt thé dxpected resumption in early
2011 of the oil bid frozen in 2008 in which Sinopec is pre-qualified as an operator

(and SSl as a non-operator)23 represents a golden opportunity for it to expand its oil
equity in Angola. Moreover, Addax Petroleum, which Sinopec acquired in June 2009
forover US$7bn,**i s al so part of this list as a
chances of getting operator equity in Angola.

© Centre for Chinese Studies, University of Stellenbosch; All Rights Reserved
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I n addition to attempting t o,tseaewsredllinem
in the making may thus be also inte+wilin
the wake of a new oil licensing bid, a clear attempt to replicate the successful
formula implemented in 2004 when the first Chinese credit line opened the door for
Sinopec to Angol a. Luandabés official p
decouple Chinese |l oans from access to ¢
expertise and technological skills in deepwater drilling.

(e}

m

(@]

Against this background two main questions arise: whether Luanda will be able to
keep the new Chinese loans separate from its participation in the oil sector, and if

not, whether China will be able to access relevant equity in the most disputed
deepwater blocks. An educated guess is that this new wave of Chinese credit lines

will probably secure Sinopec some acreage in this bidding; however, this will most
likely be onshore or marginal deepwater blocks. In sum, due to technological

hurdl es, Si nopec 6ssodirdusarynvdllirenain for the faresgeablea ¢
future | argely reliant on Beijingbs fir
which Luanda relies on the volatile cycle of oil prices.

End Notes

! This paper draws from: Ana Cristina Alves, The Oil Factor in Sino-Angolan Relations at the
Start of the 21st Century, Occasional Paper No. 55, Johannesburg: SAIIA; Feb. 2010, 32pp.
http://www.saiia.org.za/images/stories/pubs/occasional papers/saia_sop 55 alves 20100225

-pdf

‘Reuters, O6Factbox: Angola plans surge in oi
http://www.reuters.com/article/GCA-
BusinessofGreen/idUSTRE5A82T120091109?pageNumber=2&virtualBrandChannel=11604&

sp=true

3 Ministério dos Petréleos, Relatério de Actividades do Sector Petrolifero 2008, Luanda:
Gabinete de Estudos e Estatistica i MINPET, July 2009

* Jade Davenport, Africa expands oil production capacity, demand from China strong, 17
March 2010, available online at: http://www.engineeringnews.co.za/article/africa-expands-oil-
production-capacity-demand-from-china-strong-2010-03-17

® Ministério dos Petréleos, Relatério de actividades do Sector petrolifero 2008, July 2009, pp.
32-33

® Chinese Ministry of Commerce, English website of general economic affairs (statistics).
China Customs Statistics, March 2010

®Having eclipsed the US that had occupied t
modern history.

o According to data in: BNA-Departamento de Estudos e Estatistica, Balanga de Pagamentos
2007, Luanda: BNA, 2008, p. 26

10 Ministério dos Petréleos, op. Cit, p. 33

™ These include several developed countries, among which Japan and South Korea. | n 6 U
breve cronologiadoemp r ® s tAngualende, July 29 to August 5, 2006, p.22

!2 These three credit lines were mostly spent in the rehabilitation of water and electricity grids,
transportation, health and education infrastructures around the country.

13 According to information released when the first credit line was signed, the loan was to be
repaid over 17 years following a grace period of five years, with an interest rate Libor + 1.5%,
(later reduced to 1.25%) and to be repaid through receipts of contracts of oil sales of 10,000
b/d in the first two years of reimbursement and 15,000 b/d thereafter, to be channelled through
the National Bank of Angola, guarantor of theloan.| n: Afrodad, &éChina
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A n g o http:/www.afrodad.org/downloads/publications/Angola%20Factsheet.pdf

 This is according to a press release by the Angolan Ministry of Finance in October 2007
regarding the management of Chinese credit lines.

!> Based on data in: EIU, Angola Country Report, September 2009, p. 8

% Media reports and various interviews, Luanda, March 2009; London, March 2010, China
June 2010.

YA 1 ndia n«o Sermiasgo Angolehser nth89r2604, in:
www.semanarioangolense.net/full_headlines.php?id=241&edit=89 (accessed February 14,

PRI A AR . 2008)
Photo: oxfordprinceton.com

®Sonangol is Angolads national oil company
concessionaire. Sonagol is also the responsible for channeling the oil repayment parcel of oil
backed loans.

19St anl ey Reed, OA Bidding Frenzy for Angol ¢
http://www.businessweek.com/globalbiz/content/jun2006/gb20060607 581473.htm

%0 The official reason for the collapse of negotiations was a dispute over the technology to be
used by the Chinese which would have favoured the Chinese market while Luanda wanted
production to target domestic and African / Western markets. Other explanations point to the
lack of willingness of the Chinese part to pursue the deal as it was not commercially viable
from their perspective (e.g. petrol prices are highly subsidized is Angola).

% This stake was being relinquished by Marathon but the sale was blocked by Sonangol who
exerted its preemptive rights this time against Sinopec, allegedly to avoid it being sold under
its market value in the crisis context.

2 |Indeed, while India has been t r ying unsuccessfully to ente
this same period, the Japanese NOC AJOCO, that has been in Angola for longer, has only
managed to get three stakes in shallow oil blocks (20% in blocks 3/05 and 3/05-A and 12,5%

in block 3/85-91) where production is declining and Malaysian Petronas has only one stake
(15% in ultra-deep water block 24).

= Especially evident if we take into account that last visit dos Santos paid to Beijing was 10
years ago. The president official visit to China has been on the agenda for a couple of years,
but was always postponed. He did not take part of the historical FOCAC Beijing meeting in
2006 but he showed up for the opening of the Olympics in August 2008.

 To see the list of pre-qualified companies see Sonangol website: http://www.sonangol.co.ao

Guy Chazan and Shai Oster, The Wal l Street
China's Buying Binged 25 June 2009,
http://online.wsj.com/article/SB124584068908746803.html
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Policy Watch

China in Africa: A 6Both/ Anc
and Underdevelopment wit Reference to Angola

By Jesse Salah Ovadia,

York University,
Toronto, Canada

Visitors to Luanda cannot help but be immediately confronted with the massive scale
of ongoing Chinese infrastructure and construction projects.l Around the world,
headline-grabbing announcements proclaim the vast amounts of Chinese investment
in Angola and the new importance of the country - which currently alternates on a
mont hly basis with Saudi Arabi af ars Chiim
energy security. For these reasons, Angola has attracted a great deal of scholarly
attention from those who wish to investigate the role of China in Africa. Analyses
generally fall on a continuum between two divergent positions. On one extreme,

AChina threato theory, popular among sc
States, sees China as exploitative and invokes claims of a new imperialist scramble
for Africa. Conversely, theorists of wt

view Chinese engagement as a boon for the continent.?

The two extreme positions and their role in American foreign policy have been widely
commented upon in academic literature on China in Africa. For example, Kweku
Ampiah and Sanusha Naidu outline two views of China in Africa. The first is
concerned with col oni al i samentwith Afnicaimwhiels ¢
Chinabds role is characterized as expl oi
to achieving figood governanceo and demc
view fisecond scrambl e t hewr paonph tathr eantd
second category consists of proponents
to see Chinabés engagement with Africa ¢

The placement of a particular anafterysi s
depends on the authoroés point of view c
below. To argue either extreme is to take either with a pro-Western or pro-China
position. Most sophisticated analyses i particularly analyses that claim to take an
AAr i can tead terejatt the dichotomous understanding and instead fall
somewhere in the middle. Clearly, the context of the African locale used in the case
and the sector of the economy that is being investigated, are important variables in
determining exactly how a particular analysis is formed.

The Angolan case is most often selected due to the depth of Chinese engagement. It
is particularly useful for wider generalizations in other cases where China is engaged
in significant natural resource extraction. However, Angola can be used, within
certain limits, to reach broader conclusions about China in sub-Saharan Africa. This
paper interrogates the key concepts at
mentioned above i not to take a centrist position, but rather to suggest that China
represents for Africa both a new imperialism and a new model of development.*
Below, | will argue that a more complete picture of African development and
underdevelopment can be reached by accepting the propositions of both extreme

© Centre for Chinese Studies, Warsity of Stellenbosch; All Rights Reserved
11







