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Chinese companies stuck in
image crisis overseas

Many Chinese companies operating abroad realise they need to

See if there are any opportunities there, some quick money
to be made, nothing long-term — this is what I often hear
from Chinese people with spare capital when they find out
I am travelling to Africa and Latin America.

Chinese investments are having a major impact on
these continents. But by ignoring the “long-term” and the
“sustainable”, the investors are creating environmental and
social problems.

One friend told me: “A relative of mine went to Africa a
few years back and got rich. He didn’t want to say what he
was doing at first, then he told us it was the timber trade.”

When Chinese people deal in timber in Africa, smug-
gling is often involved. Lax regulation means they can get
locals to fell trees illegally, then bribe customs officials
to ship the wood back home. They don’t care if African for-
ests are disappearing, or if the trade is sustainable — their
sole concern is the price of timber in China.

But what Chinese firms fail to anticipate is the environ-
mental conflicts that eventually break out with locals, and
their financial consequences.

In 2012 the Chinese embassy in Ecuador was attacked by
local environmental, indigenous and women’s groups. Not
long after there were nationwide marches against mining. I
was in Ecuador at the time and saw what happened.

Chinese firm ECSA was preparing to start the country’s
first large open-pit copper mine and believed it had the
support of the Ecuadorean government. But it ignored the
views of local civil society and failed to take environmen-
tal protection seriously. Some Chinese workers told me that
the indigenous people were “conservative” and “ignorant”;

improve their image, but have no idea how to do it

Huang Hongxiang

that they didn’t understand the value of mining for eco-
nomic development. But what the Chinese didn’t under-
stand was that the indigenous people of Ecuador have their
own set of values and a strong memory of the disastrous oil
leaks when Western companies went drilling for oil. Nor do
they realise that in many developing nations public opinion
actually matters.

The head of one local environmental group said to me:
“So what if the president signed a deal with the company?
We’re going to continue working to stop the mine.” The
group tried to talk to the Chinese firm, but to no avail.

In the end, their frustration led to the occupation of the
Chinese embassy. Many Chinese see NGOs as anti-gov-
ernment, or a front for Western anti-Chinese forces, and
are unwilling to talk to them. International NGO Global
Witness had a similar experience in the Democratic Repub-
lic of Congo: they attempted to open communication with
almost all Chinese organisations there, but were given no
chance for dialogue.

Failing communication

Many local NGOs tell me that Chinese firms are not
actually the worst when it comes to environmental and
social impacts. But they are clumsy at implementing
corporate social responsibility (CSR).

Shougang Steel’s operations in Peru provide one
example. A pioneer in Chinese overseas investment,
Shougang set up in Peru in the 1990s. But for 20 years the
company has been dogged by labour disputes, and strikes
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have caused financial losses. Research by US academic
Amos Irwin found that wages and working conditions at
Shougang are by no means worse than at other foreign
companies, but Shougang has suffered more from labour
disputes and bad publicity.

One major cause of this is how the companies think and
communicate: “We spend a lot on newspaper advertising,
but nobody believes us,” one Shougang employee told me.
What he doesn’t realise is that the company does not need
to advertise — it needs to communicate.

“We were interviewed by the New York Times once, but
they didn’t write what we said. So we don’t do interviews
with them anymore,” he continued. Chinese companies
regard the foreign media as hostile, not realising that
refusing interviews means reports will be written without
their input, and that this is the worst possible way of
responding.

Often, they regard the locals as ungrateful too, lamenting
the fact that communities don’t thank them for the tax
they pay or the buildings built with company donations to
government coffers. They do not understand that paying
tax isn’t enough for a company to earn respect, or that
giving money to the government won’t earn the gratitude of
the people — particularly when they’re not communicating
appropriately. Corporate social responsibility needs to take
the feelings of the locals into account.

More and more Chinese companies are paying attention
to CSR. This has been an important change in how they
work overseas in the last few years and could help to solve
the difficulties they face. The experiences of Western firms
investing overseas show that CSR can reduce conflict

over environmental and social issues and create a positive
corporate image. It can also help the company to better
understand the areas it works in, to communicate and
integrate, and ultimately to develop sustainably as a part of
the region.

Unfortunately many Chinese firms have realised they
need to undertake CSR, but have no idea how. They don’t
take environmental protection seriously, but then plant
some trees. Labour relations are bad, so they build new
offices for the government. Their employees buy ivory
products, and the company holds grand ceremonies to
announce donations to environmental groups.

The last three years have seen some Chinese companies
and diplomats try to change this. For example, aviation
company AVIC International started its first major
long-term CSR project in Kenya this year with the six-
month Africa Tech Challenge. The project, which aims
to help reduce Africa’s youth unemployment problem,
gives technical training to young people, in turn helping
Chinese firms that struggle to find qualified staff locally.
AVIC International has also been open about the project,
discussing it in local media and working with both Chinese
and international NGOs.

Good CSR isn’t just making charitable donations with a
portion of your profits. It is about linking local development
with the development of your firm. ©

Huang Hongxiang has reported on the environmental and social issues faced by
Chinese companies overseas since 2011. In 2014, he launched China House, Africa’s

first NGO focused on Chinese investments in the continent.
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How NGOs can help Chinese
firms do better overseas

Chinese firms overseas need help to develop risk analysis and reputation manage-
ment, says Jin Jiaman, head of the first Chinese NGO to operate abroad

Chinadialogue (CD): There’s a high failure rate when
it comes to overseas investments by Chinese firms.
Reports suggest as many as 70% of ventures suffer
losses. Does policy need to change?

Jin Jiaman, Executive Director of Global Environment
Institute (Jin): Since 2001 we’ve only seen the govern-
ment push businesses to invest overseas, with no sign of
any encouragement for scientific or research institutions to
do the same. But overseas investment is bound to involve
problems, which the businesses themselves may not be able
to resolve.

For example in Burma the China Power Investment Cor-
poration was ordered to halt construction of the Myitsone
dam, resulting in losses of US$3 billion. The political risks
there were clear in the years before construction started,
but the company continued to operate just as it does in
China: get government chiefs on side, and all will be well.
Then a new government more responsive to public opinion
came in, and US$3 billion was lost.

And it’s not just Burma. Chinese companies are heavily
involved in the rest of Asia, Africa and Latin America.
When military governments are replaced with democ-
racy, or during political turmoil, policies towards China
can change, and that affects China’s investments. Those
risks should not be borne solely by corporations. Research
institutes and specialists should be involved in much of pre-
paratory work, informing companies of the risks and how
to avoid them.

Liu Qin

It doesn’t matter if it is hydropower, mining, or agricul-
ture. China should have a research process telling compa-
nies the state of global markets, where the opportunities
are, what kind of cultures will be more receptive.

CD: You want to see overseas aid brought into this
process. Why?

Jin: A lot of preliminary work is required in overseas
investment to understand what kinds of risks are present
in the host nation and how to avoid them. Many coun-
tries have overseas aid offices, designing programmes for
regions where they have strategic interests. Such work lays
the foundation for investments in line with national inter-
ests across the fields of politics, human rights, technology
and social initiatives.

Many of China’s overseas investments are of strategic
significance and require significant research. So we suggest
China establishes an overseas aid office to design and carry
out such research, linking overseas aid and investment.

Currently China’s overseas aid is restricted to the polit-
ical level; there’s little understanding of how to design aid
to help the people. Sometimes China donates money and
the locals don’t actually know where it has come from.
This is because it’s only the companies that set the targets.
For example, when funding a methane gas scheme in one
country, China sent technicians. But it wasn’t just a techni-
cal project — it touched on sustainable development, climate
change, energy for poverty-stricken regions, building good

«11 -
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relations with our neighbours. Those aren’t things that a
team of engineers can achieve.

China should consider changing how it thinks about
overseas aid and innovating in how that aid is delivered, in
order to ensure that it truly serves our global strategy and
reduces the political, social, environmental and even finan-
cial risks of investing overseas.

China’s overseas aid budget is currently smaller than it
should be considering the size of our overseas investments
and our international standing. Between 2003 and 2012,
our outward-bound investments increased by 41% a year on
average, and we became the world’s third largest overseas
investor. But in the same period our overseas aid budget
grew by just 12.7% a year. When you compare overseas
investment and overseas aid there’s a huge difference in the
rates of growth, the absolute amounts and our international
standing. In 2011 we spent US$2.4 billion on overseas aid,
a mere 0.03% of our gross national income (GNI). Compare
this with the US, which spent US$30.7 billion, or 0.2% of
GNL

We need to think about how to constrain the environ-
mental impacts of Chinese firms overseas when drafting
legislation and establishing systems for overseas aid and
overseas investment. We should have the legal tools to pre-
vent actions that cause harm and damage China’s interna-
tional image.

CD: Why does GEI focus on what Chinese firms do
overseas, rather than at home? As an NGO, how do you
persuade the Chinese government to take your work
seriously?

Jin: Chinese firms overseas are part of China’s interna-
tional image, so they get more attention and pressure than
they do at home. It makes them more motivated to live up
to their environmental and social responsibilities, so we
aim to start overseas, then bring those experiences back
home, to help companies deal with domestic problems.

If NGOs want to play a more important role, they need
to get involved in government decision-making. How to do
that? NGOs need to find their position, to know what they
can and can’t achieve. First, we identify what the focus of
debate is and where the problem is, taking a global perspec-
tive. We start looking into this maybe two years before the
government does. Then, we start researching the problem

12+ www.chinadialogue.net

GEI has advocated for sustainable timber use in SE Asia to protect forests

and giving that information to the government, forming a
joint understanding, so we can jointly consider designing a
solution to resolve the problem.

For example, China has faced international criticism
over imports of timber from South-East Asia and South
America since 2004. We talked to the State Forestry Ad-
ministration (SFA) several times, and discussed possible
solutions. In 2006, SFA and the Ministry of Commerce
published guidelines on sustainable timber use for Chinese
firms overseas. GEI was involved in the drafting, editing
and publication of those guidelines, successfully pushing
government to issue new policy.

In 2007, there was a lot of discussion international-
ly about the resource-driven nature of China’s overseas
investment, and the environmental impacts of mining and
hydropower schemes. GEI saw that Chinese companies
were going to have to pay attention to the environmental
impact of their operations, so we worked with the Ministry
of Commerce and the Ministry of Environmental Protec-
tion to find a way to regulate the environmental behaviour
of those firms and reduce investment risks.

It’s not that Chinese firms don’t want to do well. They
just don’t have enough experience of working overseas,
so the risks are greater. They hope to see NGOs providing
them with information and helping to resolve problems.
NGOs can act as advance parties for the companies and
inform them of problems arising during their operations,
making suggestions for resolution. We’ve seen that NGOs
are an essential and irreplaceable part of overseas invest-
ments. ©

Liu Qin is associate editor in chinadialogue s Beijing office.



The bigger picture FESIS

MR AR S ARZFN%E
FRREH AR, Pt E P B
ST KA B ST HAT T F 7,

VD A B BT A T AR [
TIRA i

FRINIHE : Ede AT 3145 P E 2 5h

FHHEA?

WHEE: PEORIME AT
SFRAMMIER, —FEAL TR, —
FiR B MRS, T EA
{0 AR A 3 b v O v, T R 2
AT T AT B S, R A B
RIEFEARIEF, (HAHRR — e
PER AT A, TEEFEW B
PAG] .

Hh ] R D RS A K I L R
2010 4 KN i A T RE AR CfL 4 Bk
BORMEZ. 2011 4, fEH AL
MR TR G RAT L2k 3 1400
f¢.3675, 2012 F3EK 10% £ 5] 1565
.75,

4

Hh i AR B e K B
AL 2 AEE

P ENEIMR BB AR SR, (BERSEMREEHENEFE R, AP EXIMNIERGFNE
FIE, HRNERFRE, BIHMRBIMENRE. FEBFEMEEWEINFIEAIRI.

1713 F [  1 7 M FR) A Jee Xt 2R T8
WA MRKHEY. R Z KR E K
FEAIH Bt K 2=, I R AN
RN I E, "] LM 408 [F
DAL E D A, T E R
MR 78, B IR 45 49 38 A 1
H I MA TAE

HE®R®R, £, 5
XHANSE S aR S BRSO 1
FH T AR, (H R AR $
AR AR . W BTN LB AT L
b R, 18 20% Ao, S Ab
BT =13, AT
R RS — UK. (HAR 2 AE 4 F
ERAEER . EEFERE, B
BN % E A T B 2k, AR AR
R EREE, BRSNS
LA B (HAR 2 B BT AR 2 A 11
B8, fEmbL L. — b T RES
DR B

BAE gk, x h 4058 2 v [
DRI 2 L 5 5K A2 Y I 22 5%
BE R AN P RE_EOR BLG, WA [ A
Pk, BT I Y A R K O A

A/ R A

PR RE I SR AR, AT
PRI AR K, 7% Kb 5% 4 BE AN
A 1 [ X AT 35, Ao Sl N
.

TR HR I A 5 g K 1 B U
T PRI, At A R
TR E Y STy, (A
LR A H 1D

BB B B BT R
W i B DA

AN IE: F A RFT AR
S e AT A AR R e fe B AE? 42K
FEM. AHEX A EZZHHEFB
AR BN, B A AR A F A B ?

WA LLECRH — R, 2
RIEEZRPBUAR R, REE
PRIEAT 77K

G2 R — A BB R ]
SRS KRBT, BB BOR,
WAMBESITT A, HOHEIEAN 5T Al

2012 4F, AR RS F b E

<13 -



FRESHE The bigger picture

ETT 2 7 211 BER K 52 5 i3,
TR 3.5 {23 0P8k, ETT AW
PATRHRTE, LMo il seshp . 2
[F4E 520 BURF i, ETT A& & 24
ML, PRSCEEAT B AR, AT TR
GRES R ERE R E, H5
T ERN—F. 203F1H, %
TR T TS LY, BESRAR R R N A
2014 4%, KA AR R A S A T k.
HHER P R AR U [RISR T o
S H PR S K. i
T E ST AL A AR,
Hh [ S T R L PR I A A TE
2012 SETFUE T Bk, AT 7E A [ R
Wk B4 5 R R A . BLTE BE
IR R, kLT .
VIEDNS SA PR SRt B V)
T E . NS R B SR A S I
W, BARTg A o . 8 R
BB TIRLR R, SRS —EZ
Hh ) SN T SR AT A R R Bk &R
o B T T # I 7 m EAR
T8 5% 7 %X Pt R A AR M 1 1
Ak, EEHIAEE. A
e —SER, fEA RS
e 24 Hh BSURFAS B B 1 28 57 (M B 5R
a3 S A Bt b o e
EEFERIF AW, #IFH 1212
TG IR BT 31 3K
KRG, KT ESLTL
BANE— 8, BUOASUE RN, 2
Ty A8, B R RS A R BUA
730 TEARPAIRLSE, T 2 ) 5 )
) 8, At ATTAR R R [ ) ST Ak A G R
4 SIS HME L0, T E VR Hh R
T SH IR 2 KR gE, T 2h % 1B

«14 .

SR AL 2 A SR B P BT

A0 Y A O g Bih
[ia] it

FRONITIE: R —H ok, BRAK
PP B #SN TR A AR A
I, #AERXRAF @R AT, £IER
BUE ARG R IE % 7 XBAFFR R, &
A X R RR P E &SN | I
79 3R K9 AL ?

e XA RE A, HARAR
Mk R LA R AR,
BUIA 8] R RLZ 53 TR o

WS R ARIEE E O R
AT L, BE N SRR
RFIATIT, RIS Ak Ay
e TUHE, ERARRE MR
IR TAE

M7 1, o kA BOR 24
R G, AR TR AR AT
A5, R EAE e H A AR A
BH, HEDHENTAN, #2EHR5E
24476, DI PR TE R W R A it
TN, W5 %10 4, 2% 10147t
PRUCBUR 8= AN 2 BUF B A
ERABN, DA RN

SRR QR E It SV S
01 T, 75 EEMR DR g AT AN HE AT 4%
il i) L, B R R R Y TN =1
A E—ATEIN HETE
15 257 50 . BIEIXFE, o [E
A A A E TN, B
TG BRAE R B A H. Fril,
i) REAE T 24 b P TN R 2% 4 e i T

K, Fl R I AR e . X e
[[ipZprik S INEEE

T AEIX R &R, TN REREE
BN E . B —IE E AN, Tk
i B 2 T RE BRI s SR =, KN
AL EAE, HEB BT RS
g At 2 A S R .

A — MR E R Iy,
Ak BB T, KEE > AR AR
€A Z A (3t 7, At mr DL R
PEHCMIAN.

B TARSE R A IE 2477 NS
WIH, AR AT LLRGE M. 4
bS5 B 2 4 R 3 R AU
AT, S 6 ¥ 2 2 RS AR B (1
J7 sy HIES LA BRI, 20
7 1 S Y, 3 R T 2 A A
SE [0 XARABUA FE, 582 AhE 1
A g i AT AN G R

AR R I 0 i, AR TE FE B
SE — BB bR v, RALVE AL
BTN

FRANIHE: A A 7 B 69 3 I3 H
BUR A R TR b B R 2

WMETE: AR R, 2
i L JBORA T 378 il 4R T 3 5
R 75 ) o — e SCHE 0o ¥ A1 45
(DR S/ANB RO RISUEFESUNINE S
KL MG oL T, ANERRAE HE
PRI ep A =] . ©

T, AN IE AL AN E B KA
K&, POASELAALEHE



The bigger picture FESIS

Social instability main threat

to China overseas

Political and social instability muddies operating environments for China’s over-
seas investments, so host governments should do more to guarantee stability,
argues Mei Xinyu, a researcher at the Ministry of Commerce

Mei Xinyu is a researcher at the Ministry of Commerce’s
Chinese Academy of International Trade and Economic
Cooperation.

Chinadialogue (CD): How would you evaluate China’s
overseas investments?

Mei Xinyu (Mei): China’s overseas investments take two
forms. One is project contracting, the other direct invest-
ments.

China’s construction industry is the world’s biggest, and
in 2010 it became the world’s biggest overseas contractor.
In 2011, Chinese firms signed engineering contracts over-
seas worth US$140 billion. In 2012, that rose by more than
10% to US$156.5 billion.

Generally speaking, Chinese firms have high technical
and management skills and their overseas investments have
developed in a regular way. But there has been some bad
investment behaviour, which the government should do
more about at the macro-level.

Chinese business expansion is hugely helpful to the
host nations. Many developing countries have very poor
infrastructure, something that Chinese engineers and tech-
nicians can often provide at half the cost, or less, than host
nations could manage. China also has the technical ability
to carry out some of the work of planning the infrastruc-
ture.

Direct investment plays a positive role in opening up
markets, increasing profits from overseas trade, and acquir-

Xu Nan / Zhang Chun

ing resources, but in some cases there have been mistakes.

For example, direct investment in the resources sec-
tor has been high in recent years, at about 20%, the third
largest sector, and individual projects tend to be quite large.
But many of these do not make financial sense. Overseas
investments should be counter-cyclical: invest less in a bull
market, then buy in a bear market. That way you get a bet-
ter price. But many investors buy high, and so some firms
may go bust.

Regardless, overseas investment is a requirement for
China’s economic growth. Outwards expansion is now the
only way to maintain the speed of economic growth and
use up excess production capacity. China’s big companies
also need to spread their operations across different coun-

China's investments in oil and other minerals are essential to maintain domestic

economic growth
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tries and markets to balance fluctuations in income.

China is the world’s biggest resource market. Other
countries need Chinese investment in order to guarantee
their share of the Chinese market, and also to resolve their
capital and export issues.

CD: What risks and problems do China’s overseas
investments face?

Mei: One of the bigger risks is unstable political circum-
stances in the host nation. This has caused many invest-
ments to fail.

A classic example is Mongolia. It has large coal mines,
but lacks the technology and capital to develop them, so it
welcomes foreign investment.

In 2012 Chalco signed a long-term coal sales agreement
with Mongolia’s ETT. Chalco provided a US$350m loan.
ETT was to repay the loan by supplying coal at an agreed
price. But that same year ETT executives were replaced
after a change of government, and the company failed to
provide the agreed quantity of coal — only half was deliv-
ered. In January 2013, Mongolia reneged on the agreement,
demanding a higher price for its coal. Last year coal sales
to China were stopped outright. Chalco is unlikely to earn
back its original investment.

Mongolia has also lost out. It failed to understand its role
in the market, and understands China even less. The price
of coal in China started to drop in 2012, and half a year lat-
er Mongolia tore up the contract. Even if they start mining
again they won’t be able to sell it.

Canadian investors have run into a similar problem.
Canada invested in a world-class copper mine in Mongolia,
intending to sell the output to China. But high taxes meant
production halted for a year. And during that year world
copper prices plummeted. This meant huge losses for both
the investor and Mongolia itself. It’s hard for investors to
control these kinds of losses.

Also, in countries where the rule of law and economic

stability are lacking, Chinese companies have faced unrea-
sonable demands for compensation or fines from the local
government. For example the China National Petroleum
Corporation was fined US$1.2 billion for damaging the
environment in the central African nation of Chad.

Over the long-term, things have been better in South-
East Asia as cultural differences are less significant, and
communication is easier. The main obstacle is political
pressure from the US and Europe. In Africa and Latin
America the problems are more local: there are deeply
rooted cultural and social traditions that won’t change
easily and that means conflicts arise as projects start and
progress. Turbulent political and social circumstances also
threaten investor interests.

CD: In the last year or two, there’s been a debate in
Chinese media about failings in environmental protec-
tion, use of local workers, and community relations; and
also improper methods being used to win projects in
poorly-run countries. Is that the biggest problem facing
Chinese firms investing overseas?

Mei: These are issues, but shouldn’t be major concerns
for the companies. Business runs by its own rules, and
political issues should be considered separately.

Environmental disputes are a political matter for the host
nation to resolve through higher environmental stand-
ards and tougher enforcement. Companies do have social
responsibilities, but you can’t expect them to do the job of
protecting the environment.

When it comes to labour, Chinese firms have experi-
enced technical staff who can help increase efficiency.

In Nigeria, for example, China built a port using its own
staff. It cost 200 million yuan and took two years. It would
have taken a decade and one billion yuan using local staff.
Which is the government going to choose? The government
wants to spend as little as possible and get both efficiency
and quality.

Environmental disputes are a political matter for the host nation to resolve
through higher environmental standards and tougher enforcement.
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Chinese firms that take their staff overseas have to cover
living and travel expenses, and pay salaries three times
higher than those they pay at home. One Chinese employ-
ee costs 15 times as much as a local. Even so, companies
choose to use Chinese workers because overall costs are
still lower.

The question is how to improve the standards of the local
workforce so they can do the job.

On community relations, I think it’s necessary to main-
tain a distance. One, there’s no shared language; two, more
contact can mean more friction; three, there are cultural
differences and Chinese habits may impact on the life of
the local community.

There’s another more important issue: the places China
invests in are usually not stable or safe. Less contact can
protect Chinese workers.

As for winning project contracts via improper methods,
that’s not something investors can solve. Companies adapt
to the local rules. And anyway, the political traditions of
the former European and US colonies were created by

Western countries; they set the rules of the game. It’s a
political matter, and it’s unreasonable and unrealistic to
expect foreign companies to resolve it.

If these problems are to be solved the host nation needs
to set some basic standards to regulate investment.

CD: Is there a need for changes to China’s overseas
investment policies and strategy?

Mei: Two changes are needed. First, relax market
controls, so the market can develop more freely. Second,
improve protection of overseas investments through bilat-
eral or multilateral agreements. And in extreme cases, do
not rule out the use of force to protect the assets of Chinese
companies. ©

Xu Nan is deputy editor in chinadialogue s Beijing office.

Zhang Chun is associate editor in chinadialogue s Beijing office.
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Why China must strengthen
environmental standards

Chinese banking regulators must implement a green finance policy that requires Chinese
lenders to incorporate environmental safeguards into their lending process

In 2012, a Chinese-owned mining company, Ecuacorriente,
signed a deal with the Ecuadorean government to develop
a copper mine in one of the most biodiverse and beauti-

ful places on Earth. Located in Ecuador’s misty Condor
Highlands, the Mirador mine has since been the target of
protests, lawsuits, and resistance from communities and
organisations concerned about the mine’s impacts on water,
biodiversity and indigenous peoples.

El Mirador is just one example of a foreign direct invest-
ment that has attracted intense controversy - an unwelcome
side effect of a Chinese foreign policy that encouraged
Chinese companies to “go global.” Rolled out in 2001, the
“Going Out” policy is largely geared towards is geared
towards ensuring that China secures access to the natural
resources needed to fuel its continued economic growth. As
a result, over the last decade, China has poured investment
into nearly all corners of the Earth, from Europe, Southeast
Asia, North America, Latin America, to even Antarctica.
Today, China exceeds the World Bank as a provider of
finance for development projects around the world.

But while the Going Out policy may have spurred a
boom in Chinese overseas investment, another Chinese
policy -- the Green Credit Directive -- may have the power
to make sure those investments are environmentally
responsible. Released by Chinese banking regulators in
2012, the Green Credit Directive requires Chinese banks
to consider environmental and social risks when lending

Michelle Chan

© wurglitsch

The Green Credit Directive requires Chinese banks to ensure that their overseas

projects follow international environmental norms

to companies and projects, and to halt or suspend financ-
ing when major environmental hazards (such as pollution,
health, safety, resettlement, and even climate change) go
unmitigated. In particular, the Directive requires Chinese
banks, in their overseas lending, to ensure that borrowers
abide by international norms.

As such, the Green Credit Directive is one of the world’s
most progressive environmental banking regulations. In
comparison, governments in the United States and Europe
have done virtually nothing to hold banks responsible for
the environmental impacts of their lending. Nor have these

«19.



FRESHE The bigger picture

governments done much to address the overseas social and
environmental impacts of their multinational corporations.

But as the second anniversary of the Green Credit Direc-
tive approaches (on February 24), controversies such as the
ones surrounding the Mirador project continue unabated -
a disappointing sign that the Directive is not being imple-
mented. In Ecuador, civil society groups actually informed
potential Chinese lenders about the severe environmental
and social problems the mine would cause. They detailed
how the mine would devastate the region’s water quality,
trigger widespread water and soil pollution, and lead to
the extinction of at least three amphibious and reptilian
species.

Such impacts are clearly out of line with international
norms, and therefore violate the Green Credit Directive. In
addition, the groups pointed out how the mine has already
violated Ecuadorean local and national laws, another breach
of the Green Credit Directive. Unfortunately, there has been

«20-

no indication that Chinese banks or regulators have acted.

Ensuring compliance with the Green Credit Directive is
certainly no easy task. Chinese borrowers, such as resource
extraction companies, are “late to the game” when it comes
to developing international assets, and are loading up on
environmentally, socially and politically risky projects.
Chinese banks still have a long way to go in developing
robust environmental and social risk management systems.
And the China Banking Regulatory Commission, China’s
banking regulator, does not have a department charged
with overseeing compliance with the Directive, particularly
overseas. However, if China is to improve its reputation as
a global actor, and fulfill its potential as a leader in sustain-
able finance, it will need to take the Green Credit Directive
seriously. ©

Michelle Chan is Economic Policy Director for Friends of the Earth.
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China’s non-interventionist aid
stance on the way out

China, along with the other BRICS, has ramped up its investment in developing countries.

What will this mean for its model of aid and development?

In July, the five BRICS — Brazil, Russia, India, China and
South Africa - came together at their annual summit to an-
nounce the establishment of a new, hotly anticipated BRICS
development bank, a multilateral initiative led entirely led
by Southern countries and widely seen as a competitor to
the Western dominated World Bank and IMF.

With start-up capital of US$1 billion, funded equally
from the five partners, the New Development Bank is to
focus on addressing the infrastructure funding deficit in
the developing world, as well as a Contingency Reserve
Arrangement (CRA), which would provide emergency
liquidity for Southern governments for future financial
crises.

The bank’s establishment reflects the growing role — and
financial clout — of the BRICS in development finance and
development cooperation, and its headquarters in Shanghai
demonstrates the weight of China in particular. Having sus-
tained a 30-year economic boom and amassed a war-chest
of capital from its trade surplus, China, along with the oth-
er BRICS, is increasingly seeking avenues for investment
in the developing world.

Part of this is driven by the pragmatic need for oil,
minerals and fuel to sustain domestic economic growth;
however China’s growing role in Africa, Asia and Latin
America is also part of a “Going Out” strategy to expand
and internationalise Chinese multinational firms and State-
Owned Enterprises (SOEs).

China’s engagement with the African continent has
intensified in the last 10 years. This salient geopolitical and
economic relationship is politically embedded through the

Chen Yunnan

The growing presence of China and other rising powers in development has been a

political boon for the leverage and power of developing countries

triennial FOCAC (Forum for China-Africa Cooperation)
high-level meetings between Chinese and African heads of
state, and backed by billions in investment, infrastructure,
trade volumes, and development aid. Mass migration of
workers has led to a rising Chinese population on the conti-
nent, while development of new Chinese media platforms,
including a CCTV Africa channel and Chinese radio
channels in Kenya and other parts of East Africa, point to a
growing cultural presence.

A new White Paper on Foreign Aid released by the
Chinese government earlier in 2014 shows that China now
channels over 50% of its aid to Africa. China has provid-
ed nearly 90 billion yuan in foreign assistance to African
countries, consisting largely of interest-free loans, conces-
sional loans, and debt relief to high-indebted poor countries
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(HIPC), as well as preferential tariff agreements and some
grants.

In contrast to the principles of the traditional, devel-
oped-country aid model, China does not claim altruistic
principles in its development cooperation projects. Rather,
along with Brazil, India and South Africa, China frames its
aid under a tradition of ‘South-South Cooperation’ dating
back to the 1950s, which emphasises technical cooperation
and knowledge transfer over financial aid, and principles of
mutual benefit and reciprocity over altruism.

Grants, projects and loans are usually one branch of
a package of investments which sees benefits for China,
usually in the form of natural resources, exchanged for
extractive equipment, public infrastructure such as roads,
government buildings and hospitals, or other projects.
Much of the funding for such projects is also tied to Chi-
nese contractors, benefitting China’s own enterprises and
multinationals. Despite the tied nature of Chinese aid,
which contravenes OECD principles, the rhetoric of ‘win-
win’ has gained China some credibility as a development
partner, that offers aid on a more politically equal platform
that the Western donor-recipient model of relationship.

China’s economic engagement has boosted growth and
economic confidence in much of Africa. Hard investment
in roads, railways and state buildings have helped to attract
foreign investment from Chinese sources and elsewhere,
and the resource-for-equity model that China has adopted
in resource-rich states such as Angola and Nigeria have al-
lowed countries to access previously unexploitable mineral
resources and export to their advantage.

More subtly, China’s presence has altered the dynamics
between developing countries and Western donors. The
presence of alternative investors has shifted the balance of
power for developing nations negotiating with the West, as
well as pushing Africa up Western priority lists. Obama’s
recent US-Africa leaders’ summit in August 2014, which
follows the model of China’s high-level FOCAC forums, is
an explicit demonstration of a new US regard for Africa.

However, China’s aid and investment activities have been
politically controversial. Its forays into African natural
resources have been criticised for their lack of transparency
and consultation in the planning process and environmental
impact assessment. This is particularly the case in the oil

24 .

and minerals sector, as well hydropower, where China has
been involved in the construction of key dams in Sudan,
Ethiopia and other regions across Africa.

Labour standards and labour disputes in Chinese-run
firms have also proved controversial in countries such as
Zambia. And illegal logging and poaching, driven by Chi-
nese consumer demands, have also damaged China’s image
in Africa.

Such controversies have had an impact back home: Chi-
na is increasingly conscious of its public image in Africa,
and keen to build up its soft power. Many Chinese SOEs
now face tougher labour and environmental regulations
overseas than they do at home. However, the diversity and
sheer number of Chinese actors abroad, from individual
entrepreneurs to multinationals, makes control and en-
forcement of such regulations a struggle.

Non-conditionality and non-interference, as foundational
principles in China’s foreign aid and foreign policy, have
been particularly controversial, and may be increasingly
unsustainable, especially for Africa’s most fragile states.
The Sudanese crisis in 2007 tested China’s commitment to
non-interference, and created a public relations backlash
for a principle previously touted as benign. China’s long-
term investments in the continent give it a vested interest in
ensuring effective, stable states. This means it will need to
care about issues of governance and state-society relations
in the countries in which it operates. Moreover, domestic
low-carbon innovation and investment give it the opportu-
nity and resources to shape Africa’s sustainable develop-
ment.

The growing presence of China and other rising powers
in development has been a political boon for the leverage
and power of developing countries. But as these rising
powers become ever stronger economically, the credibili-
ty of the South-South Cooperation model is strained, and
non-interference increasingly unfeasible. As China’s aid
and development programmes grow, some convergence
with the Western development model may be unavoidable.

Yunnan Chen is a PhD researcher at Johns Hopkins SAIS. She was previously part
of the Rising Powers in International Development programme at the Institute of

Development Studies.
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Why does no one like Chinese
companies overseas?

China must learn from Japan'’s earlier failings if it wants to overcome hostility to its

overseas investments, says Edwin Lee, a lawyer and overseas investment consultant

Australia’s mining tycoon and newly elected Member of
Parliament Clive Palmer caused outrage when he referred
to a Chinese company he is in dispute with as “mongrels”
on live TV.

The dispute centres on China’s largest Australian invest-
ment, Palmer’s iron-ore mine in Western Australia. Chinese
investor CITIC Pacific offered what Australian financial
media described as “extraordinary” concessions: agree-
ing to pay high mining fees and cover the cost of building
ports, roads, desalination plants and power stations, which
would then be owned by Palmer’s company, Mineralogy.

Zhang Chun

This was described by the Financial Times as “the business
opportunity of a lifetime”. But progress on the project has
been badly delayed and spending has gone five times over
budget. CITIC Pacific has suffered significant losses.

Palmer wrote a letter to the Chinese embassy in Austral-
ia apologising for his remarks. But it is clear the Chinese
firm’s offer did not earn the respect it should have. This is a
phenomenon seen in many of China’s overseas investments.

chinadialogue spoke to Edwin Lee, a lawyer and over-
seas investment consultant, to find out why no one likes
Chinese companies.

Iron Ore mine at Tom Price, Western Australia

www.chinadialogue.net <« 27 -
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Zhang Chun (ZC): What image do Chinese companies
have overseas?

Edwin Lee (EL): The main aspect of Chinese overseas
investment today that makes host nations nervous is too
strong a focus on obtaining resources. The issues reported
in the media — pollution, poor community relations, a fail-
ure to use local labour — are all results of Chinese compa-
nies taking an unsuitable approach.

This is very similar to when Japan started investing
overseas. But now Japan has changed its strategy, to good
effect. It’s a stage that can’t be avoided when countries
start to expand overseas. All China can do is make sure
it’s as short a stage as possible, and that overall the country
doesn’t look too bad.

Of course, some of the bad publicity is a result of biased
reporting in the media. For example in late August chinadi-
alogue published an article on copper mining in Chile (see
page 63), in which the author said that China’s demand for
copper was causing increased pollution there. That’s not
the whole story. The copper ore is being exported to China,
but it ultimately gets processed into finished products by
manufacturers, some of which are foreign firms operating
in China, and shipped to third countries. Part of the profits
goes to European and US firms, and consumers worldwide
benefit. China is just a part of the chain, and what’s more it
also suffers from the resulting pollution.

ZC: What causes China’s overseas investments to
fail? Are the companies not good enough? If not, in
what way?

EL: There are a lot of reasons, and the failings of the
companies are a big part of it. Mainly it’s a lack of expe-
rience in doing business: in overseas operations, and in
investment concepts, strategies and methods.

Take legal issues as an example. In some countries law-
yers or consultants are able to provide the legal knowledge
that decision-makers need. But those decision-makers often
ignore legal matters or give them little thought. They stick
to the usual Chinese methods, relying on relationships and
personalities. Also, as I mentioned, too much focus on their
own aims will create major problems for later cooperation.

About 30% of China’s overseas investments fail in this
manner.

Another problem is companies blindly accepting what
they are told by overseas partners. For example, in mining,

<28

many companies fail to employ local geologists to provide
expert advice — they wait until the investment is complete,
then discover there’s nothing worth mining. That’s a prob-
lem with procedures and experience. Costs that should be
paid to third parties aren’t, and as a result the investment
fails.

When you don’t know how things work overseas you
need financial consultants, tax consultants, environmental
consultants, legal consultants, even HR consultants. You
could blindly invest hundreds of millions of yuan and have
your project fail. But employ consultants and you pay set
costs, maybe 10 million yuan depending on the project, and
you’ll know what you should be doing, and whether you
should invest or not. Even if you train your own people,
you can avoid a certain amount of risk. It’s worth the cost.

Of course, how China invests is tied up with the fact that
state-owned enterprises have plenty of cash on hand. The
government started encouraging firms to expand overseas,
so there was a political demand there, it was part of how
government officials were assessed. That meant there was a
strong motivation to invest, but not much careful consider-
ation.

ZC: Are there any successful case studies? What's
your view of those experiences?

EL: There are. Sinosteel’s Channar project in Australia,
which again is about supply of ore, is one example. Sinos-
teel isn’t much involved in the running of the mine, it just
made the initial investments. So far it is the only Chinese
mining investment in Australia which has successfully
gone into production and brought large quantities of ore
back to China.

In Zambia, the China Non-ferrous Metal Mining Group
has a project mining, refining and processing copper, and
it’s done very well for a Chinese company. It has plans
for developing long-term in the area, including communi-
ty-building, hydropower, employment, and it has built very
good infrastructure. For the African mining sector, it’s
quite a success.

Personally I prefer that kind of investment, where some
of the jobs and taxes stay local, rather than just exporting
the raw materials. The host nations don’t just want to sell
the raw materials, they want some of the added value, and
that’s the only way to keep the company, the government
and the local community happy.

And for the company this is more sustainable. If you
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just take the raw materials it’s very easy for a new admin-
istration to halt your operations. If you have an industrial
chain in place then cutting off your supply of raw materials
means employees in the processing and manufacturing op-
erations lose their jobs, which means the government will
be more cautious.

ZC: Are changes to China’s overseas investment strat-
egy and policy needed? How can we reduce the chances
of failure?

EL: Some changes to policy design may be needed. One
is incentive mechanisms. If the current system of encour-
aging overseas expansion doesn’t change and we continue
seeking only ownership and control, it’ll be harder to suc-
ceed.

Another issue is the approach taken by state-owned
enterprises. Officials in charge of SOEs are subject to
evaluations, and are only in their posts for five years. That
means they are unlikely to undertake large-scale prospect-
ing projects which take longer than five years to come to
fruition. Those projects only pay off after a certain length
of time.

In terms of reducing failures, there are two aspects to
consider.

First, in the host nation, at the very least you need to
be in compliance, you need to follow the local laws and
regulations. When Chinese firms invest in the US and other
developed nations they bring in lawyers to make sure they
don’t break local law. But in developing or undeveloped
nations they don’t do so well.

Second, decision-making mechanisms need to change.
There needs to be a more comprehensive examination of
various issues at a very early stage. For example, out-

put from some projects is restricted as the infrastructure
isn’t in place: there’s no railway or no port. If you build
those yourself what was meant to be a 100 million yuan
investment could cost 10 times as much and the return on
investment takes much longer. It’s not something a single
company can undertake alone. All the different costs need
to be considered.

This all needs to be learned. Investment approaches up
to now have been too costly. SOEs have often suffered
large losses, and are more likely to fail than private firms.
Private firms are spending their own money and so are
more cautious.

Investors from other countries also fail when working
overseas, but more often due to economic factors — for
example, because fluctuations in commodity prices mean
costs can’t be recovered — rather than due to internal deci-
sion-making processes, lack of experience or a failure to
use consultants.

Chinese companies do have some failures to address.
For example, they tend to share their successes, but never
mention any failures. But it’s the failures which are most
valuable and most worth learning from.

One more: don’t jump on bandwagons. That’s a major
reason for investment failures in recent years. Often two
Chinese firms are competing for the same project and that
creates a lot of losses. Companies need to be realistic and
only expand overseas when they actually need to, rather
than just following others. ©

Edwin Lee is an associate at Chadbourne & Parke LLP. He provides legal consulting
services for overseas investment, primarily in the energy, renewables, mining and

infrastructure industries.

Zhang Chun is associate editor in chinadialogue s Beijing office.
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China and Latin America:

Which way now?

China's impact in Africa is now well known but its importance

China’s voracious appetite for minerals has been a key driv-
er of Latin American growth, transforming it in less than
two decades into a major player in the region.

However, Chinese-run mines — combined with Chinese
loans and ever-greater involvement of Chinese companies
in other sectors such as infrastructure — are sparking fears
about the social and environmental impacts, and whether
unequal economic development might cause future prob-
lems.

“Fifteen years ago China didn’t appear in Latin American
countries’ statistics regarding trade and investment, but over
the last five years it has become the first, second or third
trading partner of practically all countries in the region,”
says Enrique Dussel Peters, from Mexico’s National Auton-
omous University.

Nowhere has China’s impact in Latin America been as
great as in Peru, whose long history of mining and Chinese
immigration makes it particularly attractive.

Minmetals’ acquisition of Las Bambas — a US$7 billion
deal confirmed in July - means Chinese interests now con-
trol one third of Peru’s mining sector, according to the pres-
ident of Peru’s Chamber of Commerce. When Las Bambas
starts production next year, it is expected to generate some
400,000 tonnes of copper per annum — half destined for
China.

Similarly, the acquisition of assets from Petrobras by Pet-
roChina, a listed company controlled by Chinese state firm
CNPC, means CNPC will be involved in four out of Peru’s
five biggest-producing oil concessions.

“Las Bambas is now owned by a company from China,

in Latin America remains less publicised

David Hill

and if they take a [financial] interest in Tintaya the southern
Andes could go Chinese,” says Ximena Warnaars, from
Earthrights International in Peru.

Trade between China and Peru has blossomed too; they
signed a trade agreement in 2009 — China’s second in Latin
America, after Chile.

Between 2003 and 2008 Peru’s per capita GDP growth
averaged more than 8%, and just under 6% between 2009
and 2012. According to the World Bank, the export of
goods and services accounted for more than a quarter of
Peru’s GDP during those years, and China, argues research-
er Alan Fairlie at Peru’s Pacific University, has been Peru’s
biggest trade partner since 2011.

“Peru, along with Chile, has been selling commodities to
China hand-over-fist,” says Carol Wise, from the University
of Southern California. “Iron ore, copper, fish-meal. . . It
has been huge for them. Peru has benefited absolutely the
most.”

According to Wise, Chinese-Latin American trade is con-
centrated in five countries: Peru, Chile, Argentina, Colom-
bia and Brazil. In 2009 China overtook the USA to become
Brazil’s biggest partner — with soy, oil and iron ore the top
three exports.

Dominant partner

However, China’s growing prominence in the region’s trad-
eraises serious concerns. Worries include unequal exchang-
es — with Mexico in particular — and possible future poverty
traps, unless governments balance the minerals boom by

«35.



FESZE China's reach

developing other industries.

China’s current economic strength was achieved by
attracting foreign investment into the manufacturing sector,
whilst braving rejection by insisting on technology transfer
from would-be investors.

“Latin America sends raw materials to China and in
return buys manufactured goods,” says Dussel Peters. “This
isn’t sustainable in the medium- or long-term, and the
people who know this best are the Chinese. They’d never
accept this kind of trading relationship themselves.”

Another simmering issue is that trade ties are unevenly
spread across the region. Exports from Mexico, Ecuador,
Paraguay and “most central American and Caribbean
countries” to China remain comparatively tiny, states Yong
Zhang, from the Chinese Academy of Social Sciences, in a
recent academic paper.

Infrastructure construction is another sector seeing a rise
in ambitious, large-scale projects and plans by Chinese
interests in Latin America.

One emblematic example is the Hong Kong-based
HKND Group’s plans to build a canal cutting through Nic-
aragua, running from its western Pacific Ocean coast to its
eastern Caribbean Sea coast, in order to cater for a projected
rise in global maritime trade. A route for the 172-mile canal
was approved in June 2013: it is set to pass through Central
America’s biggest lake, Lake Nicaragua, and to be three
times the length of the Panama Canal.

Another potent example is Chinese companies’ interest in
building a railway all the way across South America from
Peru’s Pacific Coast to Brazil’s Atlantic Coast. Brazil’s
president Dilma Rousseff pledged to “work together with
China and Peru to build this project into a satisfactory one,”
according to Xinhua in July.

Infrastructure finance

Chinese companies are also directly involved in, or linked
to, other kinds of infrastructure projects.

Following the “G77+China” summit in June the president
of Bolivia’s Santa Cruz region’s Chamber of Commerce
was reported by AFP saying that China is interested in
“industrialization projects” in Bolivia costing an estimat-
ed US$42 billion. Last year a consortium led by China
Gezhouba Group Corporation (CGGC) won a contract to
build two hydroelectric dams in Argentina.

Chinese companies are now associated with 24 dam
projects across Latin America, according to Beijing-based
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Grace Mang, the China Program Director at NGO Interna-
tional Rivers.

China has also found itself playing an increasingly impor-
tant — and in some cases vital — role providing loans to the
region, especially since the global financial crisis. Chinese
banks lent more than US$100 billion to Latin American and
Caribbean governments and companies between 2005 and
2013, according to Boston University researchers Amos
Irwin and Kevin Gallagher, with more than half going to
Venezuela. Argentina, Brazil and Ecuador held second,
third and fourth places.

“One of the major things about China’s funding is that
it acts as an alternative source, not just to the World Bank
or the Inter-American Development Bank, but Western
commercial banks too,” says Irwin. “This is especially clear
in Ecuador where they showed investors they could get
by with Chinese lending even after they defaulted on their
sovereign debt, causing their credit rating to plummet and
scaring off all other foreign lenders.”

Chinese state-owned banks are also loaning billions di-
rectly to Chinese state-owned companies operating abroad.
Irwin and Gallagher estimate that such loans could total
US$140 billion since 2002, roughly 80% of them channeled
to the oil and mining sectors.

Investment tsunami

“This is much more recent than the trade ties and is a
second wave in the new economic relationship between
Latin America and China,” says Dussel Peters. “Since the
economic crisis, China has been exporting capital in such a
manner that in the last two or three years it has become the
third major source of overseas foreign direct investment.”
Chinese banks are now set to take their financing role to
yet another level. Last month the BRICS summit agreed
to establish a US$100 billion “New Development Bank”
headquartered in Shanghai to finance “infrastructure and
sustainable development projects” in BRICS and other “de-
veloping” countries, as well as a reserve pool of a US$100
billion, called a “Contingent Reserve Arrangement”, to tide
countries over in case of balance of payments problems.
However, there is considerable concern among certain
sectors about the potential impacts of China’s growing pres-
ence — on Latin American society, the environment, even
national sovereignty. Partly this is because any invest-
ment or project is viewed as cause for concern, and partly
because of China’s domestic environmental record, labour



China's reach HESZIN

conditions , and lack of transparency and accountability.

Some Chinese companies have already bought into
particularly controversial projects. In Peru these include the
two most contentious — and two of the biggest-producing
— oil concessions where serious contamination has led to
“environmental emergencies” being declared in four differ-
ent river basins, and mines like Marcona, Rio Blanco and
Toromocho.

Rio Blanco was bought by a consortium led by Zijin
Mining despite several years of unrest under the previous
owner that saw protests by thousands of people, torture,
killings and a UK High Court case.

At Toromocho, run by state-owned Chinalco, tension
flared over attempts to relocate an entire town, Morococha,
of almost 5,000 people. While some are positive about how
Chinalco has handled the move, others are much less so.
According to Daniel Alvarez Tolentino, from the Office of
the Archbishop of Huancayo, the new site chosen for the
town is totally inappropriate, the new houses are too small
and are affecting children’s health, and about 120 families
have refused to move and now find themselves largely
abandoned.

In March the government ordered Chinalco to stop oper-
ating following concerns about environmental impacts, and
on 6 August two lawsuits were filed against the company
and the Ministry of Energy and Mines by Morococha grass-
roots organization FADDIM.

“There’s a complete rejection of Chinalco by the people
who continue living at Old Morococha,” says Alvarez To-
lentino.

Indigenous rights

Meanwhile, across the border in Ecuador two Chinese state-
run companies now control the country’s most notorious
mining project, Mirador, and CNPC is slated to exploit new
oil concessions in the world-famous Yasuni National Park
deep in the Amazon rainforest — operations that have met
with national and international condemnation and a lawsuit

filed by indigenous organization ECUARUNARI.

In addition, in Ecuador’s recent, controversial auction
of what was initially intended to be 21 new oil concessions
bids were received on only three — two by Chinese compa-
ny Andes Petroleum. Both these concessions, called “Block
79” and “Block 83”, overlap territory belonging to the in-
digenous Sapara (or Zapara) people in the Amazon. Earlier
this year Sapara leaders Klever Ruiz and Gloria Ushigua
lobbied the United Nations rejecting oil operations in their
land.

“The existence of our people is in grave danger,” they
wrote. “We have resolved in multiple assemblies, congress-
es, and indigenous declarations that we don’t want extrac-
tive industry like oil exploitation in our territory.”

International Rivers’ Mang acknowledges that Chinese
firms “have been getting into projects otherwise spurned by
others” and cites the Patuca dams in Honduras as examples.
According to Andy White, from the NGO Rights and Re-
sources Initiative based in Washington, Chinese companies
have lower standards for social and environmental govern-
ance.

“Citizens have very little access to, and far fewer means
to influence, corporate decision makers,” he adds.

Green finance rules

However, others argue that the regulations binding Chinese
banks when making loans set higher standards than their
Western contemporaries. Although there is mixed evidence
it is being complied with since it was adopted two years
ago, China’s “Green Credit Directive” (GCD) — a govern-
ment regulation requiring banks to consider socio-environ-
mental impacts before making loans — is thought by some to
exceed Western green finance models.

“The GCD sets a very high bar,” says Paulina Gar-
zon, from Ecuador’s Centre for Economic and Social
Rights(CDES), although she points out that putting it into
practice is another matter.

“Two things that Chinese banks and many countries in

Since the economic crisis, China has been exporting capital in such a manner
that in the last two or three years it has become the third major source of over-

seas foreign direct investment.
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Latin America have in common are that their environmental
regulations are OK, but the implementation and supervision
systems are very weak,” she says. “Chinese investments in
Ecuador are massive, and so far they promise to be environ-
mentally tragic for the country.”

The impact of Chinese operations in Ecuador has argua-
bly generated more concern than anywhere else. In addi-
tion to mining and exploiting oil in the Amazon, Chinese
companies are now involved in a series of hydroelectric
dam projects, and proposals to build an oil refinery on the
Pacific Coast. Chinese banks have lent so much money that
some argue the national debt is out of control and Ecuador’s
sovereignty is under threat.

Ecuadorian civil society is fighting back, adopting strat-
egies such as lobbying Chinese banks, taking legal action,
publishing a manual on socio-environmental regulations for
Chinese loans and investment abroad, and appealing to in-
ternational institutions like the Inter-American Commission
on Human Rights.

“The problem with Chinese firms is they don’t care much
about human rights, although they are more open to talking
about the environment,” says Warnaars, from EarthRights
International. “That’s what communities against Mirador
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in Ecuador understood in a complaint they made to the
[Inter-American] Commission.”

But others are much more positive, or play down differ-
ences between Chinese and non-Chinese companies. “In
terms of long or short-term impact in Peru we only have
one case to look at — Shougang [the company running the
Marcona mine] — and that case is known for being really
terrible,” says Irwin. “There are definitely enormous labour
problems, but in terms of the environmental and social
working conditions they are very similar to other companies
in Peru.”

According to Margaret Myers, from the Inter-American
Dialogue think tank in Washington, Chinese companies
have been through a “real learning process” — Shougang
was a “disaster” but Chinalco has done a “very good job”
with Toromocho.

“When regulations and standards are upheld Chinese
firms tend to abide by them,” she says. “When they’re not,
then there’s leeway for firms to do whatever is in their best
interests. This isn’t exclusive of Chinese firms. You see that
in plenty of multinationals.” ©

David Hill is a freelance journalist based in South America.
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China develops Latin
America’s clean energy

Untapped wind and solar resources provide opportunities for China, but lack of
national policies on renewables in some countries may be an obstacle

China’s president Xi Jinping landed in Argentina in July

to monitor — among other projects — the progress of two
hydroelectric plants worth US$4.7 billion in Patagonia. His
2014 trip was all the more significant as it was the first state
visit by a Chinese president to the country in 10 years.

The Jorge Cepernic dams are expected to generate 1,740
megawatts (MW) of electricity, almost 6% of Argentina’s
current production capacity. They will would supply rough-
ly 10% of local power demand.

In August 2013, the Argentine government awarded a
contract to a consortium led by China Gezhouba Group
Corporation (CGGC) to build the hydroelectric dams with
Argentina’s Electroingenieria SA. Under the deal, both
sides work together in the construction, operation and
maintenance of the plants. CGGC is known for the con-
struction of the Three Gorges Dam, the world’s biggest
hydroelectric project, completed in 2008 in China.

Argentina’s untapped solar and wind resources provide
plentiful opportunities for China. Although Argentina
currently has the least renewable energy in the region (along
with Venezuela), the government aspires to get 8% of Ar-
gentina’s power from renewables by 2016 — up from 2% in
2012. It also aims to generate 3.3 gigawatts (GW) of solar
power by 2020.

While international credit markets have shunned Argen-
tina since it defaulted on its bonds in the 2001 economic
crisis, Chinese banks have offered long-term loans to
Argentinian companies at relatively low interest rates and
with few policy conditions.

Kamilia Lahrichi

Yingli Solar, a Chinese company and the world’s largest
solar panel manufacturer, was the only renewables compa-
ny to sponsor the 2014 World Cup in Brazil, reflecting both
the growing interest of China’s clean-energy industry in
South America and its increased global clout.

China, the world’s leading investor in renewable energy,
spent US$56.3 billion on wind, solar and other renewable
projects in 2013, according to the latest global status report
from the Renewable Energy Policy Network for the 215
Century (REN21). It invested more in renewable energy
that year than the entire European Union.

A big market for Chinese renewables

Latin America and the Caribbean (LAC) is a unique envi-
ronment for Chinese companies to build hydropower, wind
and solar facilities. Since 2007, 19 countries of the region
have introduced renewable energy targets, tax incentives,
feed-in tariffs and other government-sponsored policies

to boost the renewable energy market, according to the
Inter-American Development Bank.

Installed renewable capacity in the region jumped from
11.3GW in 2006 to 26.6GW in 2012, says the bank. In
2012, the region increased its renewable capacity to 3.3GW,
with Brazil contributing 62% of the total.

“Latin America is one of the highest potential, most
important emerging markets today. Market factors are
aligning to catalyse the growth of the industry in many
parts of LAC, including high electricity prices, strong solar
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resources, and government policies and regulations that
support the market’s growth,” says Jeffrey Barnett, vice
president of international sales at Yingli Solar.

Northeastern Brazil and the Atacama desert in Chile,
in particular, are large markets for Chinese solar compa-
nies. They lie in what has been called the “sunbelt” due to
some of the world’s highest levels of solar radiation. China
Sky Solar has pledged to invest US$900 million to build
300MW of PV generating capacity in the Atacama desert.

“Solar is still an emerging technology, firms and coun-
tries which establish strong positions now may be hard to
dislodge in the future. [...] So, China, or any country with
an industrial policy to nurture solar as a major industry,
cannot afford to overlook Latin America, especially as
electrification is far from complete, unlike say Europe or
the United States,” says David Fullbrook, senior consultant
with DNV GL Energy’s Clean Technology Centre in Singa-
pore.

Chinese businesses are making leaps forward in hydro-
power and solar energy in Latin America. Chinese compa-
nies have worked so far on 22 hydropower projects in the
region, according to International Rivers, a North Ameri-
can watchdog monitoring dam building around the world.
Three are completed, seven are under construction and 12
are under consideration.

In terms of solar energy, Yingli Solar said in March 2014
it expected to generate more than 1,500 megawatt hours
(MWh) of electricity annually in Brazil. This is equivalent
to the annual electricity consumption of about 6,000 Bra-
zilians.

In Mexico, the Chinese solar module manufacturer Sun-
tech will supply 132,000 solar panels for the construction
of the largest solar PV array in Latin America. The 30MW
Aura Solar plant is located in La Paz, Baja California Sur.

e 42

“The scale of China’s interests in solar is helping to
accelerate cost reductions and performance improvements
which will fuel demand globally, particularly from con-
sumers facing high grid-power bills or struggling with lim-
ited electricity supplies such as people in remote villages or
the urban poor of Latin America,” says Fullbrook.

Building brands

However, there are also fears a lack of far-reaching national
policies on renewable energy in Latin America could slow
China’s growing investment in energy.

Margaret Myers, director of the China and Latin Amer-
ica programme at Inter-American Dialogue, a US-based
center for policy analysis, offers one example: “The ab-
sence of a comprehensive national policy for solar energy
generation and grid integration in Brazil has [meant] limit-
ed projects in this field.”

Despite high levels of sunshine, Brazil mainly relies on
hydropower to generate energy and it does not yet produce
PV cells — the electrical device that converts the energy of
light into electricity.

Another challenge for China’s investment in Latin
American energy markets is building brands and delivering
quality, says Fullbrook. Myths about the lack of efficiency
of Chinese solar panels persist, for example. “Chinese firms
are improving fast with the leaders among the world’s best,
but it may still take time to convince the market,” he says.

Kamilia Lahrichi is an Argentina-based multimedia journalist covering China's

policy in Latin America.
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Who will feed China’s pigs?

And why it matters

A new generation of Chinese companies like the New Hope Group and COFCO are challenging the
dominance of US agribusiness as they seek to meet China’s growing demand for food

He’s been called China’s richest chicken farmer, but Liu
Yonghao has come a long way from his days breeding birds
in rural Sichuan province.

As the billionaire founder of the New Hope Group, Chi-
na’s largest producer of animal feed, Liu’s rise over the past
three decades mirrors the rapid growth of the country’s
agri-food corporations.

His company has been at the forefront of a boom in
demand for Brazilian and US soy and maize, used to feed
China’s burgeoning livestock sector.

It’s a boom that helped China overtake Canada as the
biggest importer of US agricultural produce, with a whop-
ping US$13 billion-worth of soy and US$1 billion of maize
exported from the US to China in 2013, according to the
US Department of Agriculture (USDA). That same year
also saw China overtake the EU as the largest purchaser of
agricultural commodities from Brazil.

Over the next three and a half decades, China is ex-
pected to account for more than 40% of the global rise in
demand for agri-food imports.

“We’re heading towards a new era...as the majority of
the world’s feed crops are destined for China’s pigs,” says
Mindi Schneider, an agribusiness researcher at the Interna-
tional Institute of Social Studies in the Netherlands.

The rise of China’s agribusiness

However, the story of China’s new agri-food giants is not
just about booming imports of Brazilian and US feed crops.
If it is to import significantly more food, China understand-

Tom Levitt

ably wants greater control over its production and distribu-
tion too.

Liu’s New Hope Group are among a select group of com-
panies — so-called “dragon-head enterprises” — given state
support to go out and boost their global presence.

The trend started back in 2008 when state-owned grain
trader COFCO bought a 5% stake in US pork giant Smith-
field, but really caught public attention when Smithfield
was then taken over by WH Group, one of China’s biggest
pork producers, for US$4.7 billion last year.

In a reversal of US firms buying into China’s domestic
sector — such as Tyson’s purchase of a major stake in the
poultry producer Xinchang in 2009 — Chinese firms are
now looking to challenge the long-standing hegemony of
US agri-food giants like ADM, Cargill and Monsanto.

The battle in South America

Although the Smithfield deal and the rise in pork exports
to China — up 44% year-on-year at the beginning of 2014 —
has garnered a lot of media attention, the battleground in
China’s emerging challenge to US giants is South Ameri-
can commodity-exporting countries.

In countries like Brazil and Paraguay, US agribusinesses
have long dominated. But that’s changing fast.

COFCO's takeover of two grain traders with major
interests in Brazil, Noble Group and Nidera, earlier this
year has enabled China’s agri-food giants quickly to gain
a foothold in the country. The US$1.5 billion deal to buy
Noble, incidentally, also gave COFCO control of the fourth
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largest grain trader in Paraguay, where 96% of soybeans
are exported.

“To me it could be a real game-changer helping Chinese
agribusiness become more competitive with other agri-food
companies in Brazil,” says Emeile Peine, a global agribusi-
ness specialist at the University of Puget Sound, Washing-
ton. “It signals a shift in strategy away from saying OK
we’re going to partner with smaller Brazilian companies
on the ground to try to establish our own infrastructure to
saying we’re just going to purchase our way into the market
— like what happened with Smithfield.”

And it’s a shift that could be accelerated as companies
including Liu’s New Hope Group look to import more corn
for use as animal feed. The World Bank forecasts maize
imports will rise from 2% to 15% of China’s total con-
sumption by 2030.

Until recently, the US has been the main exporter to
China, accounting for 97% of its maize imports between
2010-12. However, in an effort to reduce this dependency
and boost the influence of its own agri-food corporations,
China has recently signed a supply agreement with Brazil,
giving a deliberate boost to companies like the New Hope
Group and the major state grain traders COFCO and Beida-
huang.

It’s been a double blow for US agribusiness, with China
also repeatedly rejecting shipments over the past year
claiming they contain an unapproved GM corn. Cargill
admitted a 28% drop in its earnings earlier in 2014 was
largely down to China’s corn rejections.

“Unlike soy, where US agri-food giants took a firm
control and are deeply embedded both in South America
and China, in corn Chinese firms like the New Hope Group
are poised to be key traders,” explains Schneider. “A major
political economic shift is happening in real time. Cargill
and co are not being displaced but their supremacy is being
challenged,” she adds.

Destroying the rainforest

The arrival of Chinese influence could enable Brazil
to usurp US dominance of global corn production and

« 46

Over the next 35 years, China is
expected to account for more than
40% of the global rise in demand for
agri-food imports.

exports. However it may come at the expense of Brazil’s
richly biodiverse grasslands, wetlands and forests, particu-
larly in the newer farming frontiers of the Matopiba region.

“Corn is going to be the next big factor in the Brazilian
agricultural scene,” says Peine.

“It’s much more water and nutrient intensive than soy, so
its expansion could be a real important moment of change
in the Brazilian agricultural industry, with major environ-
mental implications. It’s going to be a real struggle between
expanding production area in Brazil and people who are
trying to limit deforestation,” she adds.

China’s agri-food sector has, so far, shown little concern
about such issues. Despite being the largest soy importer in
the world, the nation does not require any of its soy imports
to be sustainably produced or certified. And unlike Cargill
and other American companies, Chinese agri-food corpora-
tions are absent from the Round Table on Responsible Soy,
for which members voluntarily commit to not purchasing
soybeans from newly deforested land.

Forest campaigner at Greenpeace Brazil, Romulo Batis-
ta, fears the worst: “As usually happens with every com-
modity, it is the market that will regulate the increase in
areas planted with this crop. If the demand is greater than
the supply and the financial returns are high we can expect
the same environmental damage usually seen in other mon-
ocultures, with new areas of forests and savannas convert-

ed into cornfields.” ©

Tom Levitt is managing editor in chinadialogue's London office.
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China’s firms battle
each other in Africa

Chinese state-owned enterprises bidding for contracts in Africa

often find their rival is another giant Chinese state firm

Issac is a lawyer in the northern Uganda border town of
Tororo, near Kenya. His question, put to me on a hotel lawn
is: “Why are all these companies with names beginning
with ‘C’”— he’d heard they’re from China— “fighting so
hard?”

“They are fighting, fighting, every day,” he says. The
two firms deadlocked over a cross-border rail contract are
China Harbour Engineering Company and China Civil
Engineering Construction Corporation. Their ugly saga has
mushroomed from a spoiler bid, then a cancelled contract,

Hu Jianlong

into a lawsuit against the government.

Issac’s puzzlement is shared at the highest levels. At an
emergency cabinet meeting in July, Uganda’s President
Yoweri Museveni expressed outrage at the confusion over
the project.

I used to report on corruption, but even I found the unru-
ly competition between Chinese firms in Uganda eye-open-
ing. It’s an awkward moment, and it’s difficult to explain
to Issac the way Chinese companies are behaving. I do my

best: business is business, and they want profits.

L ek S

Chinese firms are battling to upgrade Uganda s ageing railway network, which dates back to 1900

.49 .
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Twisting battle

Things began normally enough when China Civil Engi-
neering signed a framework agreement with the Ugandan
transportation ministry in January 2012, after clinching a
railway contract with a $1.75 billion tender. But before work
started another Chinese firm undercut it, at $1.25 billion. In
April 2013 the Ugandan government tore up the framework
agreement and signed a new deal with rival China Harbour
Engineering.

In July 2014, China Civil Engineering took Uganda’s
transportation minister to court, winning an initial victory
and causing a minor crisis for the government. President
Museveni expressed his displeasure in an emergency cabi-
net meeting on July 25.

At least seven African countries are depending on the
new rail link, so the family feud between Chinese firms
was being played out in front of Uganda’s neighbours.

Uganda will be the network hub of the East African Rail
Network, which will link Uganda to Kenya, Tanzania,
Rwanda, Burundi, Democratic Republic of Congo and
South Sudan. The project forms part of the Chinese admin-
istration’s ambitious plans for investing in infrastructure
construction in Africa.

Uganda’s existing railways were designed in 1900: one-
meter-wide narrow-gauge tracks, which can carry loads of
no more than 15 tonnes at a maximum speed of 40 kilo-
meters per hour. Years of neglect have reduced maximum
speeds even further, to 15kph.

The rail link will run from Mombasa through Nairobi
and on into Uganda, where it will split into two lines; one
running north into South Sudan, the other south from the
Ugandan capital Kampala onto Rwanda, through Burundi,
and finally onto Tanzania. The 2,700 kilometers of track
are expected to cost $25 billion.

Bad reputation

During his visit to Africa in May, Chinese premier Li

Keqiang attended a signing ceremony for a Sino-Kenyan
funding agreement for the railway’s Mombasa to Nairo-

bi stretch. The project would, the Chinese media happily
reported, bring Chinese funds, technology, standards, man-
ufacturing and management experience to Africa.

What the Chinese media did not mention was that prior
to Li’s arrival two other Chinese state-owned companies,
China Road and Bridge Corp. and China Railway Con-
struction Corp., had been attacking each other in the local
media on an almost daily basis.

The East African railway scheme is just the tip of the
iceberg. In 2010, China became the world’s biggest over-
seas contractor. In 2012, the value of overseas construction
contracts undertaken by Chinese firms reached $156.5
billion.

But this also means that when competing for projects,
particularly in developing nations, Chinese firms are facing
other Chinese firms. Often, competitors are drawn from a
small number of Chinese state enterprise giants.

An air of scandal surrounds Chinese firms’ projects.
Uganda’s two best investigative magazines published major
reports on Chinese companies in their August editions.

The Whisper reported that a company based in Tibet
was under police investigation, suspected of having fraudu-
lently acquired a Ugandan copper mine. The Independent’s
cover story featured the two firms Issac mentioned, under
the heading “Chaos over $8 billion rail contract.”

Scramble for hydropower deals

Hydropower is another fraught area. In November last year , I
visited a power plant being built in southern Zambia. A project
manager from the China Power Construction Corp. told me
that they had signed a deal with the Zambian government to
restore the hydropower facility at Kafue Gorge. But a different
Chinese firm then intervened and the government announced
it would restart the tendering process—meaning all of his
company’s work up to that date was wasted.
Overdevelopment in China means dam builders are
suffering from a lack of business. A vice-president with

When competing for projects, particularly in developing nations,
Chinese firms are facing other Chinese firms.
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the Zambian subsidiary of Sinohydro Bureau 11 Co told
me that 50-60% of the company’s profits now come from
overseas, and any problems in foreign markets could cause
the firm to collapse.

Equally important, Sinohydro and similar companies
carry historical burdens: huge workforces that need to
be paid. This means they need to get as many overseas
contracts as possible. And although they are commercial
enterprises, the State-owned Assets Supervision and Ad-
ministration Commission sets annual targets, and company
bosses need to win work if they are to look good.

And so competition becomes unruly. In Kampala in late
August a mid-ranking official with a Chinese hydropower
company told me that “everyone just wants the contracts,
no matter what. We all know that a lot of projects can’t
be done at the tendered price. So what happens? They get
subcontracted out bit by bit, with a cut taken.”

In theory the commercial affairs office at the local Chi-
nese embassy is responsible for coordinating the interests of
Chinese firms. But it may not be able to do so, or may not
wish to do so; in AfTrica, it often does not undertake this role.

The China International Contractors’ Association, a
body with close links to the Ministry of Commerce, in
theory has regulatory powers. But I have learned that
though troubled by unruly competition among its mem-
bers, it is powerless to act. In China’s political hierarchy,
it is a bureau-level organization. Its members, such as the
Three Gorges Group, are of vice-ministerial level. Within
the government bureaucracy such rankings matter, so the
Association is only a minor player.

Uganda’s potential for hydropower development (located
in Africa’s Great Lakes region, and the source of the Nile)
has made it a new battlefield for Chinese firms. But bitter
competition and mutual vilification have left company
insiders feeling that the present set up is unsustainable.
“They’ve even asked me if I can get several hydropower
firms together and sit them down and explain that things
can’t go on like this,” complained one Chinese journalist in
Uganda, who did not wish to name those involved. ©

Hu Jianlong is a journalist with Southern Weekly.
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China’s energy footprint

in Central Asia

China’s strategic investments have allowed it to replace Russia

as the main player in the region’s energy politics

Chris Rickleton

The residents of Dangahra, Tajikistan, don’t seem to know
much about the oil refinery Chinese workers are building in
a Special Economic Zone just outside their town, but if they
did, they probably wouldn’t have much to say. Dangahra
is firmly rooted in Tajik president Emomali Rakhmon’s
political heartland, and one of the few places in a republic
dependent on wages sent back from workers abroad where
jobs are being created for locals. It is an ideal place for Chi-
na to nestle such a strategic investment.

The facility, which will be operated by 90% stakeholder
Dongying Heli Investment and Development, is just piles of
building materials at the moment, but when it is completed

in 2016 it will aim to supply the domestic market with over
1 million tonnes of petrol and diesel annually, breaking
Tajikistan’s dependence on Russian-refined fuel products.
Another Chinese refinery of similar scale has already
been built in Kara-Balta, an industrial city in energy-poor
Kyrgyzstan, and a smaller sister facility is being built in
Tokmak, another Kyrgyz city. Crude for these two may
eventually come from China’s oil fields in Kyrgyzstan’s
northern neighbour, Kazakhstan, while Tajikistan’s refinery
could one day be supplied by Tajik crude: China National
Petroleum Company is one of several companies exploring
major, untapped oil reserves in the republic’s south-west.

Tajikistan's major untapped oil reserves are being explored by Chinese companies

* 54 . www.chinadialogue.net
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These refineries, with a combined capacity of about 2.5
million tonnes, are almost loose change in the context of
China’s own demand for oil - roughly 550 million tonnes
per year as of next year according to major Chinese oil
company Sinopec’s estimations - and will process around
a sixth of what China imported via pipeline from Kazakh-
stan last year. The fact that they will exist largely to satisfy
the fairly tiny domestic consumption of the two countries
is proof of Beijing’s strategic and nuanced approach to
regional energy questions. Kyrgyzstan and Tajikistan are
both economically challenged and politically fragile states
bordering China’s Xinjiang region, and will play a growing
role in the transit of energy to that region from countries
further west. Offering them a helping hand in their own
battle for energy security is likely to be mutually advanta-
geous.

Although these deals are worth less than US$1 billion (6
billion yuan) in total investments, they are part of the great-
er narrative of China’s increasing involvement in Central
Asian hydrocarbons. The big stories are the contracts worth
tens of billions of dollars with oil-rich Kazakhstan and gas-

rich Turkmenistan.

Growing relationships

While Central Asia was regarded as an energy-abundant re-
gion even in Soviet times, two of its greatest finds occurred
after the Republics became independent. The Kashagan oil
field in Kazakhstan’s portion of the Caspian sea, discovered
in 2000, is the biggest crude find in over three decades.
The results of an independent audit of the Galkynysh gas
field in Turkmenistan in 2007, meanwhile, catapulted the 5
million-strong Central Asian state into the top four gas-rich
countries in the world, making it second only to Qatar in
proven gas wealth per capita. These two discoveries, in ad-
dition to the significant pre-existing hydrocarbon reserves
in both countries gave Beijing a strong incentive to develop
ties with Central Asian states based on factors other than

the perceived security threat the region posed to Xinjiang.

The problem that both Kazakhstan and Turkmenistan
faced in developing energy links with China was transpor-
tation. Having been part of a Soviet state that stressed self
sufficiency over infrastructural links to the outside world, all
pipelines pointed in the direction of Moscow at independ-
ence. China has since solved that problem by constructing
the China-Kazakhstan pipeline, the first stage of which was
inaugurated in 2005, and the China-Turkmenistan gas pipe-
line, built in record time - 18 months - in 2008.

Neither of these pipelines follow a single trajectory. The
China-Kazakhstan pipeline has been built in several stages
with further ‘spurs’ possible, perhaps even one moving
south towards Kyrgyzstan and the Kara-Balta refinery.
Currently connected to more modest, but still signifi-
cant, oil fields in western Kazakhstan, it will link up with
Kashagan - in which CNPC secured a US$5 billion stake
last year - after that field comes on line in the near future.
The Chinese-Turkmen gas network offers even more po-
tential for dizzying expansion. Built by Chinese companies
with cheap Chinese credit it will encompass lines A, B and
C, already transporting gas east through Uzbekistan and
Kazakhstan, and Line D, agreed upon by China, Uzbeki-
stan, Tajikistan and Kyrgyzstan. This fourth line will take
Chinese imports of Turkmen gas up to 65 billion cubic
metres per year upon its expected completion in 2016. That
China is mulling another offshoot that will skirt through
Tajikistan and Afghanistan testifies to the extent to which
Beijing is prepared to go to diversify supply routes.

Happily for Turkmenistan, which has waited as other
transnational pipeline projects - namely the EU-planned
Nabucco project and the TAPI project linking the country
to South Asia - make slow progress, Beijing has openly
committed to increasing the 5% share of its overall energy
consumption occupied by natural gas against more carbon
intensive fuels such as coal. Turkmenistan, referred to by
one prominent Western scholar on Central Asia as a “de
facto Chinese client state”, now has a customer for life.

Kyrgyzstan and Tajikistan are both economically challenged and politically fragile
states bordering China’s Xinjiang region, and will play a growing role in the transit of
energy to that region from countries further west.

«G55.



FESZE China's reach

Finding a place for Moscow

The extent of Chinese involvement in Central Asian energy
was made apparent in the run-up to last year’s summit of
the Shanghai Cooperation Organization (SCO), an body
that includes all the Central Asian countries bar Turkmeni-
stan. When Chinese president Xi Jinping signed oil and gas
deals worth tens of billions of dollars during a whistle-stop
tour of the region. Given that the SCO also includes Russia,
the event offered the perfect opportunity for regionally fo-
cused media and analysts to announce Beijing’s usurpation
of the Kremlin as the dominant external actor in the region.

Certainly China’s full-scale intervention in local energy
markets has hamstrung Russia’s bid to cement its influence
in the Central Asia. The refineries in Kyrgyzstan and Tajik-
istan could shut Russia out of the domestic oil markets of
those countries, or, at minimum, reduce it to the humiliat-
ing role of supplying Chinese refineries with crude. Before
being transformed into a Chinese energy hub, Turkmeni-
stan mostly supplied Russia with gas at knockdown prices,
which Moscow subsequently re-exported to Europe at a
profit. Now that trade is dying a death, and Russian-Turk-
men relations are frosty. Kazakhstan remains a key partner
to Russia and has positioned itself as a kind of fulcrum to
balance Russian and Chinese interests in the region. But
Kazakhstan, along with the other countries in Central Asia
is demonstrably keener than Russia is on Xi Jinping’s Silk
Road Economic Belt, a ratcheted-up programme of Chinese
investment in transport links and other infrastructure that
will connect Xinjiang and the region to Europe through
western Eurasia.

« 56 .

Still, China has not forgotten that Central Asia is loaded
with risk as well as opportunity. Chinese policy-makers
cannot accurately predict what may happen in Kazakhstan
or Uzbekistan once ageing dictators whose families have
allegedly amassed fortunes on the back of resource wealth
exit the regional scene. The security threats posed to the
region by the demographically stretched and occasionally
volatile Fergana Valley shared by Kyrgyzstan, Tajikistan
and Uzbekistan on the one hand, and potential ‘spillover’
violence from unstable Afghanistan on the other, may both
have been exaggerated, but they are there - and so are Chi-
na’s pipelines.

All of this made the May 21 deal to bring 38 billion
cubic metres of gas from Russia to China annually a logical
step for Beijing. Signed following the international fallout
from Russia’s invasion of the Crimea it is assumed that the
terms of the estimated US$40 billion (240 billion yuan)
deal were more favourable to China than Russia, Mos-
cow’s diplomatic isolation speeding up the conclusion of an
agreement that was years in the making. Yet in the context
of China’s westward energy gambit this deal is just another
big deal to be followed by potentially bigger ones with the
Central Asian states and Russia. What may be most galling
for the Kremlin is the idea that China views it neither as an
indispensible partner nor as a regional rival of any note, but
simply a piece in its increasingly complex and interdepend-
ent Eurasian energy security jigsaw. ©

Chris Rickleton is a freelance journalist based in Bishkek and the Central Asia editor

for Global Voices.



China's reach HESZIN

Hea EE P gL 4

[E[ A oY)

L

PEIFMRERINA, PRATEMRCRIR, BHRMEZER “SMNEHREN
RIESEH)” , REAGWEMRFINMAT, XREFAAEEMAERNE.

KA g A v B AR 2 =] — T 7
Bl P9 4 g KBRS, — T &
A BRI MR R
Yr A X i, [F— A AE A [F EH
KRR INBSRAA [H, ARIEAE T
P % 57 I8 STk A B 2 oK. Hp
R EH B R IR,
B AV AE AN T T 2 AN 3
G, BEA T RIS R e

[ B 5K 2 IR 7 H sk
ZATHIE], BAETE A RAE DTG o ol
PR W R AR A X R
BRI AETE 7, MR AR A F AT
B IR R AR UE, FEAR A Al
2 TUE, “A IR BB T RN E
T FAh I AR 5 3 S — A 7

HAERIERL B IR I B R 215
FEC 2 56 1), T AR R E AR
RNHFE B IR T E AR, B
WHRIE, 2007 4, T EEEMLA FOE
FE AT, AT T MRS E =
5 Hhy X AR 27 5 B ) T Wk 2 A SRR
KB B A 4 B4 )8
PRIRERZ) 1200 Jim, 2945 [E E g
BTIRA R 19 %,

BLEE P, PRl i R RS

W IR TE B, TR R PR A [ Y
A= ERHRG )08, TS
HEBH v ReAR R e B HEE
MR o A AT, YIRS
DT ANREAE, IKANBEN, &R
AT o HH R IT - Ye K I AL B
FHH EE AL 800 75T, 1
AR A 5T 10 J3 0. LR
FAFE R AEAELTE . 2 A

Al A BRI e T B A [El
e yAli

TR [ Y S E AR I ZE 5
AEFR R S e i/ I A
LIS N7 PR L L= PN 2 2 € -4
FA RS AR IR B Al LA
HALIA PR, 5% B AL 4 BT 45 52 [ (1 57
IRAIHGETE DL 7 A, AR AT 4k #R
M, T 2 A SR SLVA AN
POETH, AN EUR B id k. (=
BUAE i R B KR 0 e e i [ R
WESLIEANME S, BT LR,
A s rp [ Ak AR AR N
ANEMIR R — 8RB [ R
& KT EBAEATERT .

5l %

FAlA v, BT RS E NSk
APGER ™, PR fE O,
R, FEEN, BT E AL E
ANBiR, — ST 520 g i R Al i i
&y 3 ek s A, B i Rl g
AR AR, T 2P E
FeRg L, WA, EPRHIE
MWH.

Hh [ O K 205 e 2 o TR
5 Wy O YR VA FES K XN S, BT
75 E B PGE S B e T Ak i IR AR
7M.

XYL, eI AE T B A AR 4
PR b B ORI, S J5
K AR E AR A, (HPIE T
A, Al i ke A AR AE s TR
T, RDEE .

2014 4% 6 H, o B 3R ES T H
S b B KT A, LR AR R KB A
PIIRT 19 5% A b BRIt B 152 it A7 76 5% H
Wl A, TR H AN R EOE S HE TS
it 414200, STHRIFHE, HF
HTT RO L 2 TR R, TE RN
0 Wl Ak 1R 9% . A R 4 ]
For, KRB, RE A HARS
it KEER MR R, HANEA

«57.



FESZE China's reach

T BRI
AR BT AL S, RIS/,
SR — IR EING A, 2014 4F 3
HRHR &1 R s, 2 )5, FhE
AR TR AR R G, SR
AR PRI, Xk
PEIEA T, N RN ARIERR “ S
W AR AR IR Rl AR G SR AN R
ERR B 0 R0 1] I A X FEE
Fb PR3 WS 5 oy M 7 Adb A K A LD
B M LA R R AL Id A, X
YOS T HA 1 I 8 E 2R R 7 T A2 ™
. MR RN ORI R T
JE AT KIS AL B R G
TERSE UL, TE1% 2 7 AN IR
BRI R R R RBL T B, ik
FE IR W, PR 7K B9 PH B 43 5l ik 2
4.8 1 3.25, T IX £ 75 7K bl HE s 2 b
IR, o — AN AT —
NE SR XN
AMHEE T O A E S
PR AR, A A AL A O U5
Jedh &7 bk R R 2 AT il
S, fth A B RS A R RE S PLIE R N,
1 A0 4 o ik 2 E Y, R R
K5 el bR 2.
HHANHE L B <5 et
BE|, R — AR, AP
2014 4 6 A 10 H X s 48 Ak
A R 2w B AT B 1 vk e R,
—AN 10 JmiA LRI H 44 TR
56 LG, RERBFRY T B
[14tkE, 18BN OFR) 5=
5 g B R T R EE 10

« 58

T3 A RS B, B A e 3t
Ao Ak B HEOA bR ),
AATRAM “T5 gt R4 .

Iy FE Ny, v Al AE [ PR
TRRIAE, RO REE T B
A= PIEATT, FHMRIA R, 3
73 BURF R N ) 2 5% 28 17 0 4 b S e
RERORY o

L, AR A BT E  R
FE ], T EAE %S, £2
I T4 BRSO ANE S )
CLE8AT BE T HEPR 55 7] ROUR LR

BIPLEAVESE risll

TER BN PR T R P A 3 2
ARESE, KU R A0, At AR
W 58 3ok R A i b 83X 4 22 6 [) A
FIRAMG—AIAVE, “HhERE — T 3k
TR VE, o [ 2 ¥ =k (1) FA ¥
WA—EIX A2

BRI FC T I H Wi AT
FS 25 Vv Fh AR i s “HARTE T AR
&), 5 T BRI, f£—TH%T
7 REEHRAS

W FC R Ml [ B A i) 752 )
T Vs Il 7T K 2 M 5 [ B 2 &R B 3
#4% Ruben Gonzalez -Vicente 1]
oA ISR S, S BT 3R OR bR
TRELE R A b A 2 f i 1

P — & HidiE, hiEE
FPXATH &2 715 2 2% 5
FOBUN # A —T, 1 R R
LHBUF R T “H 52w

VRO AR BIVF AT 270 B,

KUV B, E Ath Ffr 38 31 10 24 55 1
W, IR 22 NI PR B A7 i
T o A AR A R S, (HE
B, B2 AR E SR
B, YW W R AR 0, IR 2
R .

BRNN, P E, A
NIRVEACRT ] feEk, MES, 28
mal$5 0% A A3, BT ABRVR S RAS A2,
PRSI AT R .

IR B HE ST (GED) 47 &
A 4 5 5 R A, A
IRVEEL Y, A RIE AR, T
Hut b5 T, Sfasc sz 7%. H
TEE AN AAT, FRVPHR A I — pi ik
BN, HA TR S, LAk
1B, B DL AR TE AL AR B BT
WVE, B R,

TR B, G AR I RS b
[, 815K Ja B 24 0 4 1 i vk 78 o [
e, “AH BT EE B H B 2 HE
I I T

TR, R R T
I, H A A BN K E AR R
PRI Z 56 5 1B B Y, AR 2K A
R LR (0 L SR A5 B R BE S v A
RIEME K. B4k R E R3S
S8 ST A R R, PR 4 S
SEVEA R, S BT S IE T
R, E A A SRR, ©

XE, wAELE AL ERE



China's reach HESZIN

Chalco: praised overseas but
a major polluter at home

Chinese state-owned aluminum group Chalco has a poor environmental

record in China, yet it's praised as a model overseas investor in Peru

Giant state-owned aluminium group Chalco has been
exposed as a large-scale polluter in China, yet praised as a
model of environmentally diligent overseas investment in
Peru. Environmental experts told chinadialogue that such
stark differences in the performance of one company rest on
differences in legislation and enforcement in the countries it
operates in.

However, the success of Chalco’s copper mining opera-
tions in Peru shows that, after a difficult period of acclimati-
sation, Chinese firms are now able to deal with environmen-
tal concerns thoroughly and swiftly.

During Chinese president Xi Jinping’s July tour of Latin
America, the Peruvian ambassador to China, Mr Gonzalo
Gutierrez, praised Chalco as a model for overseas invest-
ment, citing its high environmental standards and sense of
social responsibility: “I hope this will set an example for
investors from China and elsewhere.”

The praise was hard-earned, representing more than mere
routine flattery of a major investor. Chalco purchased Peru
Copper in 2007, acquiring the hugeToromocho copper
mine on the Altiplano plateau. It paid to move an entire
town of 5,000 people to a safer site five miles away from
toxic waste dumps left by Peru Copper, and spent heavily
on environmental assessments. Toromocho mine boasts 12
million tonnes of copper — 19% of China’s total domestic
copper deposits, according to Xinhua.

But at home Chalco has been exposed as a large-scale
polluter, with Xinhua having reported on more than one case.
It is an investor in Guangxi Huayin Aluminium, where

a sludge storage pond leaked. Locals in the southwestern

Liu Qin

province complained the leak forced them out of their
homes, made water undrinkable and prevented planting of
crops. Clean-up after the latest incident cost in excess of 8
million yuan, while Huayin was fined only 100,000 yuan.
Similar cases have occurred in Chalco subsidies in Shanxi
and Lanzhou in north China.

Local enforcement holds the key

The discrepancy has left China’s environmentalists won-
dering how to close the gap. Wang Canfa, a professor at
the China University of Politics and Law (CUPL), told
chinadialogue that “the legislation and enforcement of

the host nation determines how seriously companies treat
environmental protection.” Although all companies prefer
profit over loss, they will not dare break strict laws, strictly
enforced, he adds. But China currently invests mostly in
developing nations where environmental laws are lacking
and corruption may be a problem. The result: some Chi-
nese firms ignore environmental issues, as they do at home.
There are similar examples of foreign companies investing
in China and breaking the law, says Wang.

In his view, Peru has good environmental laws and
enforces them so Chalco does not take chances there. But
in China, where enforcement is lax, some major firms find
ways to avoid regulation and shirk responsibility for pol-
lution. Although China has strict laws, they are selectively
enforced and commonly broken.

How strongly environmental laws are enforced in in the
host nation will determine a company’s environmental per-
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The launch of operations at the Toromocho copper mine in Peru

formance, says Liu Xiang, head of litigation at the CUPL-
based Center for Legal Assistance to Pollution Victims.

China’s recently revised environmental protection law is
its toughest yet — but it was already tough, just not ade-
quately enforced, says Liu. Companies have usually been
able to pay small fines if they were caught polluting, and
closures have been rare. However, there are promising
signs of tighter enforcement.

Tougher stance

In June, the Ministry of Environmental Protection (MEP)
handed out its biggest fines yet, with 19 firms fined a total
of 410 million yuan for not properly using sulphur scrub-
bing equipment. Those punished included two huge power
generation groups, Huadian and Datang. Fines covered the
cost of electricity saved by scrimping on scrubbers, and
compensation for the resulting pollution. But there is no
word on what follow-up action the MEP is taking, and the
response from some companies has been sluggish. Huadian
Group promised to make quick changes, but did not specify
what they would be. Datang Group said it was unclear
about the actual situation.

Despite Chalco’s cautious approach in Peru, a toxic spill-
age in March led the authorities to order a halt to produc-
tion. Chalco quickly upgraded its environmental protection
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equipment, and back in operation two weeks later. Chalco
initially said the incident was not serious; Chinese media
site People.com.cn described it as “relatively minor.”

The Peruvian environmental authorities disagreed. The
head of the Peruvian environmental monitoring bureau’s
supervision and investigation office, Delia Morales, told
Xinhua that the problem identified was a serious environ-
mental protection issue. Investigators found that Chalco
had not installed the required waste water collection and
treatment systems. Ms Morales explained that the bureau
found strongly acidic liquids in two waste stores, with PH
values of 4.8 and 3.25. Those liquids were being discharged
into two nearby lakes, one in a wildlife reserve.

Ma Jun, director of the Institute for Public and Envi-
ronmental Affairs (IPE), told chinadialogue that the IPE’s
pollution database includes a number of records of home-
grown pollution by Chalco. He hopes to see the company
apply its overseas approach and clean up its record.

IPE’s pollution database shows the most recent inci-
dent for Chalco was on June 10, 2014: A judgment against
Chalco Zhongzhou Mining found the company had started
operations at a mine without obtaining the necessary envi-
ronmental approvals.

The IPE’s data allows the public to check records of
pollution by almost 100,000 Chinese companies. If those
firms want to be removed they must first clean up their act
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and meet environmental standards.

According to Ma, the poor environmental performance
of Chinese firms at home is due to weak enforcement by
the authorities; the difficulties of bringing lawsuits; and
protection by local governments who share the firm’s in-
terests. But he added that Chalco’s success in Peru showed
that after a period of setbacks, learning and acclimatisation
Chinese companies are becoming better at dealing with
environmental issues.

Enlightened self-interest

As to what can be learned from Chalco’s success, Liu told
chinadialogue he had never heard of a Chinese company
spending so much time and money on environmental im-
pact assessment: “Chalco spent $10 million, perhaps more
than was spent on environmental impact assessment for the
Three Gorges Dam.” A specialist team spent two years on
the assessment, said Ren Peng, project coordinator at the
NGO Global Environment Institute (GEI).

Ruben Gonzalez-Vincente, an assistant professor at the
City University of Hong Kong’s Department of Asian and
International Studies who studies the overseas operations
of Chinese mining firms, confirmed that the standards of
Chalco’s environmental impact assessment were the high-
est of any Peruvian mining firm.

According to a report from the China Business News,
Chalco went through an almost tortuous process to get the
go-ahead for the project: government approval alone required
the obtaining of over 270 separate permits from local author-
ities, including environmental and social impact reports.

Liu Xiang said that many of the cases of environmental
litigation he has dealt with are caused by failures in the en-
vironmental assessment process. Companies do not want to
suffer from environmental incidents, and often those cases
are not the fault of the company itself: “Many problems can
be avoided if the environmental impact assessments are
done properly in the first place,” he says.

Ma Jun thinks that in China companies regard such as-
sessments as a waste of time and money which will reduce
their return on investment. So the system has inherent
failings and reports are often faked.

Jin Jiaman, director of GEI, said that in China envi-
ronmental impact assessments are carried out for appear-
ance’s sake only, or simply not carried out and small fines
incurred as a result. But overseas any problem with the
assessment can result in the project being halted and the
company incurring huge losses, so Chalco spent heavily
rather than take any chances.

Wang believes companies such as Chalco that do well
overseas should import their practices back to China. “But
so far there are no successful examples of that happening.”
Wang added that with China’s enforcement of environmen-
tal rules strengthening, companies should also use China’s
latest standards in nations with poor environmental laws.
And environmental laws in developing nations are getting
tougher — if firms work to higher standards initially they
won’t be left behind when the law catches up. &

Liu Qin is associate editor in chinadialogue s Beijing office.
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Don’t get excited about
Chinese nuclear exports yet

China and Russia are building over half of the nuclear
power plants under construction in the world. Of 66 reactor
projects under way globally, 27 are in China and 10 in
Russia. The activity doesn’t stop at home: both countries
are very active in financing, building or attempting to sell
their nuclear technologies to other countries. While on the
surface they have strong and vibrant industries, the two
dominant nuclear players are also experiencing economic,
industrial and societal problems which threaten to dampen
their global ambitions.

While China is relatively new to the civil nuclear indus-
try — at the turn of the century it had only three operational
units — the sector has grown rapidly in recent years. In
2013, there were 21 operational reactors, although still only
providing 2% of the country’s electricity, and in 2014 two
additional reactors came on line.

The state has hugely ambitious targets for construction of
new nuclear power plants. By 2030, it wants 200 gigawatts
of nuclear capacity up and running, and 400-500 gigawatts
by 2050. In the shorter-term, it is aiming for 58 gigawatts
of operational capacity and a further 30 gigawatts under
construction by 2020, head of the China Nuclear Energy
Association (CNEA) Zhang Huazhu said in April this year.

China hopes to challenge Russia's position as the
world's biggest exporter of nuclear power

Antony Froggatt / Mycle Schneider

Fulfilling this short-term objective would be a remark-
able achievement. However, it is 12 gigawatts below the
target recommended by the State Council Research Office
(SCRO) in 2011, and a very significant reduction on the
prediction of 130 gigawatts suggested by officials the year
before that. This decline points to significant issues at home
that are working to constrain the construction timetable —
and has implications for the industry’s activities abroad.

Setbacks at home

The suspension of new nuclear construction following
Japan’s Fukushima disaster in March 2011, which was

only lifted in October 2012, partly explains the reduction
in ambition. In fact, since March 2011, construction has
started on only seven new reactors in China compared to
10 in 2010 alone. While the ban has been lifted, construc-
tion inland has not resumed in part due to public concern
over the safety implications of the ability to cool the reactor
in the event of a major accident at sites dependent upon
river water. No construction is expected to take place on
new inland nuclear power plants at least until the end of the
current five-year plan.

While China has so far focused its attention on the domestic market it is increas-
ingly attempting to export technology and become a strategic investor.

« 65
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Anti-nuclear protests are also having an impact — fol-
lowing demonstrations in Guangdong province, south
China, in July 2013, plans for a fuel fabrication facility
were dropped, according to press reports. And increased
environmental awareness more widely is leading to a
shake-up of the licensing process. The National Nuclear
Safety Administration (NNSA) announced in 2012 that
“if the environmental impact report does not have a public
participation chapter, NNSA would not accept the report”.

The degree to which public opposition and new licensing
processes affect the rate and scale of the deployment of
nuclear power in China will probably only become clear
during the next five-year plan (2016-2020). What is already
evident, however, is the extent of the construction delays
already facing the programme: 21 of 28 of the projects are
experiencing holdups ranging from a few months to two
years including for the most advanced foreign reactors, the
French built European Pressurized Water Reactors (EPR)
and the Japanese/American AP1000.

When construction of the Taishan-1 reactor started in
November 2009, the EPR was due to be operational by
March this year. The launch date is now June 2015. One
of the reasons cited for such delays is the knock-on effects
from beleaguered projects in Europe — namely at Olkiluo-
to-3 in Finland and Flamanville-3 in France, both of which
are now at least five and seven years behind schedule —
leading to an inability to rely on testing and qualification
results. By the end of 2013, the construction at the first
of AP1000 at Sanmen unit 1, which had begun in March
2009, was at least two years behind schedule and 20% over
budget. The delays in completing the engineering stage
have been blamed on Westinghouse’s unfamiliarity with
Chinese regulations.

Overseas ambitions

While China has so far focused its attention on the domes-
tic market it is increasingly attempting to export technolo-
gy and become a strategic investor. Its ability to deliver is
therefore taking on a greater global significance.

The largest sale to date has been to Pakistan, where Chi-
na National Nuclear Corporation (CNNC) is constructing
two 340-megawatt reactors at Chashama and has a contract
for two further 1,000-megawatt reactors at Karachi, a deal
which includes a US$6.5 billion loan.

More recently, in July 2014, China Nuclear Power Engi-
neering Co (CNPEC) is said to have struck a deal with the
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Canadian company CANDU Energy, for the completion of
two reactors at the Cernavoda power plant in Romania. In
the same month, China and Argentina signed an agreement
that would see CNNC provide goods and services, under a
long-term financing agreement for another CANDU reac-
tor.

Finally, and most striking, in the UK China General
Nuclear Power Group (CGN) and CNNC have taken a 30-
40% share of the proposed £16 billion Hinkley Point C
project for the construction of two EPR reactors, which
are awaiting approval from the European Commission.
This deal will, it is said by the project’s main constructor,
France’s AREVA, “give CGN and CNNC the opportunity
to gain experience in the UK and will support their long
term objective of becoming established nuclear developers
in the UK.

Russian parallels

In Russia, too, there is a new confidence emanating from
the nuclear industry. The country is seeking to increase its
domestic production (in 2013, 17.5% of the country’s elec-
tricity came from nuclear) as well as its global influence,
through the export of reactors backed by financing.

In total, around 30 Russia-linked reactors are under
construction or planned globally, which makes Russia by
far the largest international nuclear exporter. In Europe, the
country is involved in construction or bidding for projects
in Hungary, Finland and Belarus. Russia is also actively
engaged in a project in Turkey, while two of its reactors are
in operation in China and another two under construction.
Elsewhere in Asia, there are proposals for Russian reactors
in Bangladesh, India and Vietnam.

But, also like China’s case, the buzz abroad may conceal
a more fragile industry at home. Russia has 10 reactors
listed as under construction. But three of these were started
in the 1980s, while all of the others are either currently
suspended or running at least two years late. Two are, in
fact, “floating reactors”, small 32-megawatt units. Ordered
in February 2009, they were expected to be delivered to the
customer at the end of 2012, but are now forecast to start
up in late 2016. At the most recent new project, the Baltic-1
unit, where construction started in February 2012, work
has now stopped.

As in China targets for the deployment of new units have
continually been downgraded. In September 2006, Rosa-
tom announced a target for nuclear power to provide 23%
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of electricity by 2020 and the operation of 44 gigawatts of
capacity — twice as much as in 2014. By July 2012, this had
been scaled back to suggest that there would be 30.5 giga-
watts of nuclear in 2020. This will require just the comple-
tion of the 10 reactors currently under construction.

As with other sectors of civil society and the environ-
mental movement, anti-nuclear activists have been targeted
by the Russian administration in recent months and years.
In 2012 the Russian Duma adopted a law which required
NGOs receiving funding from overseas and engaged in
“political activities” to register as “foreign agents”, which
requires additional reporting and the hiring of specialist
staff to cope with the increased bureaucracy. Then, in June
2014, the Ministry of Justice began unilaterally to declare
organisations as “foreign agents”, including Ecodefense,
one of Russia’s oldest environmental campaign groups.
One of the reasons given by the Ministry of Justice for this
was Ecodefense’s opposition to the Baltic nuclear power
plant.

Despite, and in some ways because of these domestic
challenges, the Russian industry is pushing ahead with
its export ambitions. But it remains uncertain how many
of these projects will actually be completed successfully.
Russia’s economy was badly hit by the 2008-09 economic
crisis and the Ukraine conflict is taking an additional toll

on its financial and political situation. Two Russian reactors
scheduled to be built at Khmelnitsky in Ukraine, for exam-
ple, may well be derailed by political tensions.

Without doubt China and Russia are potentially the two
most important countries for the nuclear industry given
the scale of their domestic markets and export ambitions.
However, both are developing their nuclear sectors un-
der quite different parameters and regulations than those
experienced in many countries to which they are seeking to
export, including financial regulation, public participation
and independence of the licensing process and the electrici-
ty market.

While extremely favourable financial terms might in
the short-term facilitate nuclear sales, in the medium- to
longer-term, full access to a highly competitive and limited
global market will require much greater domestic reform
and transparency. &

Antony Froggatt is an independent energy consultant and a Senior Research Fellow

at Chatham House.

Mycle Schneider is an independent international consultant on energy and nuclear

policy, based in Paris, Franc.

This article is based on material from the World Nuclear Industry Status Report 2014.

The writers are the reports lead authors.

« 67 -



-FREERE-

LOCAL ANXIETIES




Local anxieties HHEEEE

L 3R DY S5 R
SO WYNRE S R 7 TS R T
FLT R JTHIBT I R Db, k4
2800 K I H 23 B 1 5 JE RS 4l A
BHA RIEANNT MRRIR, ik
() R AR 5 2 A O .

X L R AR 25,000 44 7E T
AR B (iR KR
FAH TAFEH TN . R 2008 4E
2 7, X B R — R AWHGE
T o RU X —H X Aok T ™ E 1)
HE, CAEE T EM. B, &R
[ X 4 kA 7] (CODELCO) &
$5 KPR 2 ) RO A2 7= D R 51 A
FIEiEE T 17 A B LA b 4k
W—FRH 5,

R BB S 5IHGR R

WERE T, BT IEE4A T
1817 XS &2 CODELCO A FH]
() B LA R Ay o D AR A FIRCR
B ——r [ A W T ) R, R
N FEVERAETT R A e

AFEIRIA5 2 “ K & CODELCO,
MHERH]”, AR (EESRED A

H gl o R ]

AR RBET Yl

BFIEGRES AR FEFXK,

7 T.67,000 N\, il fE = 7700 J3k,
A BR A B 20%, A7 AR 2 .
O A FERR L B A B T B
10%, S04 7.97 440,

R IXIE AN R BU R R I
ook, RO s R
CODELCO AR NIEX « 1
W . ik R G T AR
. FHL. AL R R
AR LR YL Rk, A E 2
J B SN B ok .

EEPS R T DN e R
PR FREE A K T AN Ty, X2
DRI 9 8 ) SR v T G i A = T ok
il 32 52 TR 1) 1 FUAS A o AR A A
Fdb R BBy Rt KE, FE
FE 5% 1K 200 FE 1 & I T 34T 1R R,

f s R SibiE ERIRX
IR e 2R A ERAI AR |,
ERAIETERNEG
SSWRIILLIRET.

BEETRENIL X EREN

FARRE - 2E A&

M R4 55 B A6 0 A0 S8 AR 0 15 O
P Ao 223§ A ) B A R Bt iz
AP, BRURABE T, AR
LR R R R

AR R KB IR
FIURL ) Jot AL S AL ), 3 A B T
JeIF MR iR G R
7 TR TR AR
2 PAT MR IR 20 I AR I Ui . T Ay
BEAR BB RSN T 755
KRR e 3 3 FR) ORE 0 it o i 4
IR AR AT B AR DY AR TR B

R TR A S

R E IR T — A
o i Hf o T LAE SR U I U AR
SR, BEE P E A7 R AN BT
ISR P S O T ER

(EPYIFR I ETRS S R E T
Ao AT T I A R A AT
Hl, X 2013 54— 4, %40 X 44
HEEHELT 12.8 Jin., X HEP
15 3L 2 M BUR B DGR . R
KA R LTI ST -

il gk BE 0, “A B2, T EE

«69 .



FRELEE Local anxieties

TANHER, RS, L
AMKH S ] 7 ™= 5 . R R
A DAt s X R L TE, K
Mt EE 2 — . B, K
H E A 5 SR T kX A AR A
THTX.”

B 33 SR TR 2 %
TR, At F TR R
PERRAT (25 S R, AR 8RR IR T R
T =4, AR AR B ORI
B “ERFEKET 7, i
THEE-UHIE, G EARE RN
AP 1B R I B A e 1
o AREARAIRI M, JUH 4R
TR . B2 2 R N AE BRI L
T T — FORAT AL, A BLAE AL TR
AT TAE.

e LN NREP R TR N
BHK, RORE T FE R S R b
EORE AR B, kTR 5 O
R RIS 7. LY
TR 5 ER B R AT K A A
RERIKPGE R T o A, Al
K B 7 5 1 32 B

T R I8 R 4RI ), 3K
SR AR R AT R LS AR fE
BRI, LR R R, —
JAAER — K 24 /NS Hb AN ] B
FHorp g8 E R AR B R B R A e
1K 400 M, H AN R AR R

I e B 3 330 W, 3 I S RIR

“IX BRI B 40 3R L
KU T AR B R G
BRHE 3 THLETH .

H4R 2013 £ CODELCO ##% 7
1.81 12,36 70 T et e A RO At

- 70 -

T, LR RN 3 A A R P £ A=
7P BT T IR RA . HATT
SRAGRARZE T A TR 17 2 (R R
] 7, A A, EE A G AR
SKbr b, NS LU LEMZA LR A
FOVFIEN Fr kR B S HH 1

W22 U2 LHMAET
Wi, . T B AR RO . BL
i ONBCA AR & 4 A hrife, VF
2 TNHEE T Eoh. L TAH T
FHRARIE . ”

wREK VS ik

H TR T ) T A R A R
B B A Bk 40% A2 A (R 1 B
HTHlE SR ™ i, 8, IRZE.
FEFEE . VKAR. EE A EE,

Hh ] G b K ) 75 SR A R
ot s T W5, 2013 4,
2 B SR S AL 2005 FE R E 48 1T

BHHRA S ER Bk T 22 N E 5 5

2012 4, ] 80% I #RH 3] T
W, BE A 140123850 [H4E,
A r ] ] 4% e A B K R AE
BRI, P E ORI ] 2015 4
Yo XU TH 5 B0 — 8, B 5 ARk B
600 1.5 7T

BRI A O F N I E bR 4 5
KAFHGE s 4R, “(WE
R 5 WK 5 [R)A E R K
RIELE.”

TR WY, BRI 4 0% K =
WA HEHH 5 5. 2013 B
ERL T RMATER A1 — ik
fah, BRI H Od, SRR

85%, e 4 K H 5> Ay . AT B
A ERPEMX R E M E R
—, HEH O TR ——7%
) GDP 3k 5 X4 H 1T

v 1L SR i B STk
iz el

B RAS S M — — i 2 P AT
P ERIE R S 4, KRR
i Sk A ] T R A - TN (E
585 0K ITTINAL S, KT T MG &
KA Z — TP C ARG X
2 i M Ak 32 4 58 R R
Wl 22— AR T 2015 4N
BE, Ptk IEE BRIk 45 75
W v [ AT B A R 0 R 4 Bkt
KREAAEF= R 2

MR E KAt = i ge it o
Rl [ A Al A BB 15 5% 8 Wk 2
190 143578, HARE & L B4R ] A=
P o HK 6 Al 2 1l A B T
B H B R IZ AL R IT R, 2014
3, BE LR R L E bR
Fe A B BRI B9 AT 9
H AR AT, AR B AN S A e P LA
R 2 S5 HHE

X e T AER T 3L,
i AR B A AL AR T o5 — MR
L TR, 2 IR 50 4.
A R B E AR ) R AE, B
A= TR IE TR, 75 et & 4k
GAPE. @

FARRT - wEE, MRERE, REAR
B & of E A 2 S R BR E A



Local anxieties HHEEEE

Chile’s pollution grows to meet
China's copper demand

Smelting high-grade copper to meet China's needs is

You can hear the wind howling in the ghost town next to
the Chuquicamata mine in Chile’s Atacama Desert. Some
2,800 metres above sea level, abandoned houses and shops
display “no entry” signs. Placards on the road warn the
path ahead is closed.

This town used to be home to 25,000 people working in
the world’s largest open-pit copper mine. But in February
2008, the last family living here moved away. Pollution
from the mine was so severe the area was deemed unsafe
for human habitation and the Corporacion Nacional del
Cobre de Chile (CODELCO), Chile’s largest company and
copper producer, relocated employees and their families to
the oasis town of Calama — 17 kilometres away through the
desert.

Ghost town has vibrant trade

The town might be empty, but the mine is still working
at full tilt. It forms part of the CODELCO machine that
churns out copper to satisfy the increasingly specific de-
mands of its biggest buyer, China.

“When CODELCO grows, Chile develops itself,” goes
the company motto. The firm employs about 67,000 people
(directly and indirectly) and owns the world’s largest cop-
per reserves, reaching 77 million metric tonnes, or 20%
of the planet’s total. It also claims to account for 10% of
global copper production, or 797 million tonnes.

“But this is not enough for our client — China — who
wants higher quality of copper,” says Diego Candia, a
CODELCO representative. “China uses copper to build

putting pressure on Chile’s parched north

Kamilia Lahrichi

technological devices like tablets, mobile phones and
cameras, which contain fine fibres of copper. Therefore,
producing copper for Chinese clients requires more work
and time.”

Producing the sought after high-grade metal uses pollu-
tion-intensive methods, so higher demand for fine copper
from China is also increasing the pressure on Chile’s envi-
ronment. After extracting copper rocks from Chuquicama-
ta, the smelting process uses temperatures of 200 degrees
Celsius to separate copper from the sulphide and oxides it
contains, leaving just the metal behind. The refined product
is then put into a mould and turned into concentrated black
powder, or shipped off to China in blocks.

This process emits large quantities of trace elements,
particulate matter and sulphur oxides, which can have
adverse environmental and health effects. “The smelting
process contaminates the air a lot,” says Candia, as he
explains the extraction process in the ghost town’s library.
The winds of the Atacama Desert further act to lift par-
ticles from the soil and circulate toxic gases generated by
copper extraction.

'Horrible' air

“Clearly with the increasing demand for copper from Chi-
na, there will be more contamination of the environment,”
says Yery Luza, an ecologist in the environment depart-
ment of Calama municipality.

He points to the Gabriela Mistral mine which sells
everything it produces to China, amounting to more than
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128,000 metric tonnes of fine copper in 2013. Pollution
here, he says, is testament to how narrowly focused on met-
al extraction the local economy has become.

“Undoubtedly, there has been in the past 50 to 60 years
a strong contamination of the air, the land and the water in
Calama. Initially, the city was an important commercial route
for Chileans from the interior of the country. Agriculture was
also an important industry. This zone has now become exclu-
sively mineral due to foreign pressure,” says Luza.

A 33-year old environmental engineer named Orlando
tells me he used to monitor the air quality of the Chuquica-
mata mine. He worked for three years in the town he now
describes as “horrible”. “The air quality was not good at all,”
he says as he drives a group of tourists from San Pedro de
Atacama to the Moon Valley, a busy destination where not a
single drop of water has fallen in hundreds of years. He now
works for his family’s travel agency in northern Chile.

Water and waste

Water is a major concern. Copper extraction requires large
amounts of it and this is a significant drain on resources in
the Atacama Desert, known as the driest place on earth.
“In the industrial process, sulphuric acid is used with water
and a lot of water evaporates,” says Luz. “The quality of
the water for the agriculture sector has also been affected.”

Then there are the trucks conveying copper and waste
out of the mines. In Chuquicamata, hundreds of them come
and go 24 hours a day, seven days a week. The larger ones,
imported from Germany, carry up to 400 tonnes, while
the smaller Japanese models take 330 tonnes. “There are
400,000 tonnes of waste to remove daily,” says Candia.
Trucks in the Chuquicamata mine consume three litres of
diesel per minute, he adds.

Although CODELCO invested US$181 million in se-
curity and occupational health projects in 2013, Chileans
still suffer the environmental costs of high levels of copper
production. Extraction and refining have generated serious
health problems for miners, from asthma to weakened im-
mune systems. Visiting the Chuquicamata mine is forbid-
den for children under six and pregnant women.

“Many workers got sick and had silicosis. The temper-
ature is too high in the mine. Some people died because
there were not any norms of security. Today there are,” says
Orlando.

Growth narrrows economy

Rapidly urbanising China consumes around 40% of the
planet’s copper supplies, which it uses to make technologi-
cal devices, electric cables, cars, motorcycles, refrigerators,
plumbing lines and much more.

China consumes 80% of Chile's copper, and demand is rising

« 72+« www.chinadialogue.net

©T¢nne_n;é§s

o g TR



Local anxieties HHEEEE

Such demand is reflected in Chile’s statistics: in 2013,
trade between China and Chile was up by 22% on 2005 fig-
ures, when the two countries signed a free trade agreement.
In 2012, 80% of Chile’s exported copper went to China,
reaching US$14 billion. On a visit to the South American
nation in the same year, then Chinese premier Wen Jiabao
said the two governments planned to double bilateral trade
to US$60 billion by 2015.

The “growth [of bilateral trade] is consistent with the
rate of expansion of copper during the same period”, points
out a report by the General Directorate for International
Economic Relations, part of Chile’s Ministry of External
Relations.

It is clear that the country’s economy is highly dependent
on copper exports to China. A 2013 report by the United
Nations’ Economic Commission for Latin America set out
that about 85% of exports to the Asian giant are metals,
of which the majority is copper. Chile may be one of the
region’s richest countries, but its exports are far from diver-
sified — 7% of Chilean gross domestic product now comes
from the copper it ships to Chinese ports.

Chinese mines reshape the Andes

Chile isn’t the only country supplying China’s mineral
needs. In April this year, commodities giant China Min-

metals reached a US$5.85 billion deal to buy one of Peru’s
largest copper mines. The Las Bambas mine is one of the
largest foreign acquisitions to date by a Chinese mining
company. When it starts operations in 2015, it is forecast
to produce 450,000 tonnes of copper annually for the first
five years. This would make China Minmetals one of the
world’s top 10 producers of copper.

Chinese state-owned companies are already the main
copper producers in Peru, with total investment topping
US$19 billion dollars, according to the National Society
of Mining. But these players are developing a reputation
for environmental laxity in the resource-rich region. In
March 2014, for instance, Peruvian authorities sanctioned
Chinalco Mining for pouring toxic waste into rivers. The
Chinese mining consortium had to shut down operations at
its Toromocho copper mine.

In the north of Chile, meanwhile, geologists have discov-
ered another kilometre-deep layer of copper, which would
enable the South American nation to extract copper for 50
more years, explains CODELCO’S Diego Candia. As long
as China keeps up its appetite for copper, Chile looks set to
keep digging — and polluting. ©

Kamilia Lahrichi is a journalist based in Argentina.
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Combating illegal timber:
what action will China take?

Chinese officials deserve praise for organising a recent conference
on the illegal timber trade - but they still need legislative action

Mike Davis

The Chinese government held its first ever conference

on ways to tackle international flows of illegal timber in
February in Suifenhe, Heilongjiang province. The conven-
ing of the event reflects Beijing’s increased awareness of
the need to address a globally destructive trade in which
China, the US, the EU and Japan all play a leading role.

Suifenhe sits right on the border with Russia, which is
the number one source of Chinese timber imports. Recent
investigations by WWF and the Environmental Investi-
gation Agency (EIA) in the Russian Far East, adjacent to
Heilongjiang province, reveal that much of the Russian
wood entering China is harvested illegally.

In a report published last year, WWF calculated that at
least half of the Mongolian oak exported to China in 2010
was from illegal sources. EIA, meanwhile, conducted an
investigation over several years to trace illegally logged
timber from Russia through China and on to US markets.
Last September, the NGO’s findings triggered an investi-
gation by the US law enforcement authorities into possible
violations of the Lacey Act, which prohibits the import of
illegal wood products.

The Lacey Act and the European Timber Regulation,
which also bans illegal wood imports, have forced Chinese
wood product manufacturers to consider how their wood

was obtained when exporting to the US and Europe. How-
ever, China has no such laws concerning the timber that
flows into China to meet the growing demands of Chinese
consumers. If the Chinese government is to prevent the
large-scale import of illegal timber, it will have to intro-
duce its own legislation.

The participants in the Suifenhe conference — the Chi-
nese and Russian governments, companies and civil society
organisations — all recognised illegal logging as a signif-
icant threat to forests and climate which must be faced
directly. Senior representatives of Russia’s Ministry of
Natural Resources and Ecology placed particular emphasis
on their efforts to enforce a ‘Roundwood Act’ passed by
the Russian legislature on December 30, 2013.

This law requires much more rigorous inventorying and
tracking of timber, as well as the creation of an online data-
base displaying supply chain documentation. The Russian
officials made a direct appeal to the Chinese government
and Chinese companies to support its implementation.

Zhang Yanhong, the deputy director of China’s State
Forestry Administration (SFA), highlighted the importance
of environmental protection and sustainable development
to the international forest products trade. She explained
that the Chinese government was pursuing an approach

If the Chinese government is to prevent the large-scale import of illegal timber,
it will have to introduce its own legislation.
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based on international cooperation and ne-
gotiation, with regards to efforts to combat
illegal logging, though was not yet playing
an active role in monitoring the perfor-
mance of companies in the forest sector, an
area it intends to work on.

At the Suifenhe conference, Global
Witness was not alone in calling for China
to introduce its own legislation prohibiting
illegal timber imports. The same point was
made by others, including furniture retailer
Ikea and the director of the Suifenhe Cus-
toms Authority. In the final session of the :
conference, Global Witness presented three i &
recommendations for action:

The Chinese government should intro- e
duce legislation that prohibits the import of illegal timber.
This would help protect Chinese companies conducting
legitimate business, enable exporters to comply with US
and EU legislation and protect forests in producer coun-
tries. It would empower Chinese customs and other law
enforcement officials, who are currently unable to act, even
when confronted with imports of timber that were clearly
illegally harvested.

Secondly, in its forthcoming guidelines for companies
trading timber, the SFA should draw on the UN due dili-
gence framework designed to exclude illicit materials from
mineral supply chains. This framework was commissioned
and endorsed by the Chinese government and other UN
Security Council members in 2010. Global Witness has
adapted the framework so that it can be applied to timber
supply chains.

Thirdly, the SFA should carry out monitoring and public

-y - ol A
SN o
LR\ Global Wness

WWF has calculated that at least half of the Mongolian oak exported to China in 2010 was from illegal

reporting on implementation of its existing guidelines for
forestry enterprises overseas and also of its forthcoming
guideline for companies trading timber, once this is com-
pleted. Existing SFA guidelines, notably the 2009 guide
for companies engaged in forest management overseas,
include a range of clear instructions to Chinese companies
to respect national laws in all aspects of their operations.
However, there is currently no monitoring of the guide’s
implementation.

Systematic monitoring and public reporting would
highlight and recognise examples of good practice and fa-
cilitate learning between companies. It would also expose
companies that are not implementing the guidelines and
this might provide them with an incentive to improve their
practices. ©

Mike Davis is a campaigner at Global Witness.
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Chinese banks ignore
Ecuador mining campaigners

The failure to respond to an NGO letter challenging investment in the Mirador
mining project has played to Ecuadorian fears about China’s growing clout

David Hill

The Mirador copper mining project in Ecuador's richly biodiverse Cordillera del Condor is under the control of Chinese state-owned companies

Pleas by civil society organisations and indigenous leaders
in Ecuador to meet with six Chinese banks following the
Chinese takeover of a controversial copper mining project
in the Amazon have met with silence.

The Mirador project is one of the first Chinese ventures
into large-scale mining in Ecuador. It lies in the Cordillera
del Condor, a richly biodiverse area and the territory of
indigenous Shuar and Awajun people, which extends across
the border into Peru.

The company running Mirador, Ecuacorriente, was
bought in 2010 by subsidiaries of the Chinese state-con-
trolled China Railway Construction Corporation and the
Tongling Nonferrous Metals Group Holding Company. Six

+ 80+ www.chinadialogue.net

Chinese banks are
understood to have
approved loans
to Tongling, and
Ecuadorian NGOs
believe these loans
are facilitating the
Mirador mining
development.

The main thrust
of their concern
is that funding
Mirador violates

f
© Accion Ecologica

China’s Green
Credit Directive,
a Chinese gov-
ernment policy
requiring banks to consider the socio-environmental im-
pacts of projects and conform to “international norms” and
“good international practices” in overseas lending.

“As Ecuadorians, we view La Cordillera del Condor,
where El Mirador is located, as a precious symbol of our
nation and home,” states the letter to the banks, sent on
January 28. “Developing the copper mine would irrevers-
ibly devastate the region’s fragile ecosystem and violate
the legal rights of indigenous peoples to live, develop and
control their land and territory.”

It continues: ““ China is becoming a leader in sustainable
finance and development, even exceeding Western institu-
tions in establishing new models of green finance. As such,
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we are interested in the Green Credit Directive as a com-
pelling model to promote sustainable finance in Ecuador.
We hope you will honor it.”

Copies of the letter were sent to the Bank of China, the
China Development Bank, China’s Export-Import Bank,
the China Merchants Bank, the China Construction Bank
and the Industrial and Commercial Bank of China, as well
as the China Banking Regulatory Commission and Ecua-
dor’s embassy in China. They were signed by six NGOs,
including Accion Ecologica (AE), the Centre for Economic
and Social Rights (CDES) and the Ecuadorian Committee
for Nature and Environment Defense (CEDENMA), by the
Kichwa federation ECUARUNARI, and by 18 indigenous
leaders and representatives from Mirador’s area of influ-
ence.

The signatories go on to propose a meeting between the
banks and the campaigners: “To assist in implementing
the directive, we would be happy to invite [your bank] to a
meeting and offer informal guidance on why EI Mirador is
a poor choice as a development project for both China and
Ecuador.

“As you know, Ecuadorian people hold a history of
battling foreign corporations in order to ensure that local
communities are treated with respect and fairness, so we
sincerely hope that banking institutions in China will not
follow the same path of its Western counterparts. We be-
lieve that [the] implementation of the Green Credit Direc-
tive is a first step in this direction.”

Despite the letter being sent in January, by April not one
reply had been received. The only response of any kind
was the return of the copies of the letter sent to the China
Construction Bank and Industrial and Commercial Bank of
China, and a telephone call from the Bank of China to AE
asking for a copy of the letter in Spanish.

“It was a real odyssey to send them,” says AE’s Gloria
Chicaiza. “The banks are inaccessible. Apart from that phone
call from the Bank of China, there’s been no reply at all.”

Growing unease over Chinese investment

The decision by so many Ecuadorian organisations to lobby
the six Chinese banks illustrates growing concern over the
power China wields in the country — and a lack of confi-
dence that Chinese civil society can hold its government
and banks to account.

A flurry of recent reports — by AE and CDES as well as
US-based NGO Amazon Watch — has brought home the

extent to which these fears have taken hold among Ecuado-
rian social and environmental groups.

AE points out that Ecuador, following a series of high
interest loans, now owes more money to China than it has
ever owed to one country before. “The debt is spiralling,”
states its report, Chinese mining companies in Ecuador: a
new dependency. “In just three years, between 2008 and
the end of 2011, Ecuador’s debt to China went above US$8
billion.”

AE calls these loans the “perfect business for the [Chi-
nese] dragon”, pointing to Chinese involvement in seven of
eight new hydro-electric power projects and two large-scale
mining projects. Of five foreign companies to have signed
new oil contracts, two are Chinese, it says. The result, AE
claims, will be new debt, increasing dependency on natural
resources, social, cultural and environmental impacts,
less democracy, and “the import from China of deplorable
labour and environmental practices”.

“While Chinese mining didn’t invent the abuse and
violation of human rights and the natural world associated
with extractivism,” AE states, “it should be noted that it is
exporting social and environmental practices of extreme
severity equal to, or worse, than those already practiced
in Ecuador by transnational companies from the [global]
North.”

Gloria Chicaiza, the report’s lead author, told chinadia-
logue that the safety record of China’s mining industry was
a particular concern, pointing out that more miners die in
China per year than anywhere else in the world — the death
toll in 2010 alone was above 2,400. “It’s these practices that
are being transferred to Ecuador,” she said.

Similar concerns are expressed by Amazon Watch in
Beijing, Banks and Barrels: China and Oil in the Ecuadori-
an Amazon, which says China was providing Ecuador with
more than 60% of its financing by 2013, and will obtain
almost 90% of Ecuador’s oil in return. The oil is slated to
come from “vast tracks of pristine rainforest with record

Ecuadorian organisations have growing
concern over the power China wields in
the country — and a lack of confidence
that Chinese civil society can hold its
government and banks to account.
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levels of biodiversity and home to 10 indigenous nationali-
ties, many of whom are vehemently opposed to drilling,” it
says.

“The recently acquired debt is driving a new Amazonian
oil boom, setting the stage for a major battle over rights and
resources that will shape the future of the Amazon and its
people,” states the report.

Pointing the finger at China for the Ecuadorian gov-
ernment’s decision last year to abandon an initiative to
marshal international funds to restrain oil extraction within
the Yasuni National Park, the NGO also accuses Chinese
investors of threatening Ecuador’s self-determination.
China’s power is “not only the greatest threat to the Ecua-
dorian Amazon and the indigenous communities defending
their ancestral territories — it is also the greatest threat to its
national sovereignty,” the NGO’s Leila Salazar-Lopez told
chinadialogue.

The implementation gap

As in China itself, one of the key grievances of civil society
groups in Ecuador is that activity on the ground fails to
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abide by the rules laid down on paper. Although Ecuado-
rian regulations, and those of Chinese banks, are satisfac-
tory, “implementation and supervision is very weak,” says
Paulina Garzon of CDES.

“On the bright side, we do need to recognise that China’s
Exim-Bank has adopted World Bank regulations — a step
beyond any other national bank in the world — and requires
an EIA [environmental impact assessment] for the comple-
tion of all projects, unlike the World Bank,” says Garzon,
author of a recently-published legal manual on social and
environmental regulations for Chinese loans abroad.

Katharine Lu, from Friends of the Earth-USA, goes
even further: “It would be fair to say that China is the only
country we’ve seen that has issued a banking regulation to
govern its environmental and social impacts for overseas
investments, and deserves some credit for going above and
beyond in that sense.”

None of the six Chinese banks could be reached for com-

ment. =&

David Hill is a freelance journalist based in South America.
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Chinese influence creates mixed
feelings in Cameroon

China has become the biggest development partner and investor in Cameroon, but questions
remain about the impact of logging and construction projects, including the Kribi Seaport

On the southern coast of Cameroon, West Africa, Chinese
expertise is putting the finishing touches to a new mega-port
that could create a boom in development in Central Africa.

China Harbor Engineering is building a US$567 million
multipurpose seaport, with Chinese workers engaged in
almost every aspect of daily activities in the port from en-
gineering to truck driving. China not only intends to build
the entire Kribi Deep Seaport, but also manage its future
shipping operations.

It’s a project that has created mixed feelings among
locals.

“The Chinese want to do everything themselves,” A Kri-
bi based truck driver Emmanuel Nkob told chinadialogue.
“I am a qualified driver but no opportunity was given to us
locals to be employed. They bring everything from China.”

The first phase of the port is 96% complete and has a
current manpower of 1,125 people, about half of them
Cameroonians mostly employed as menial labourers. This
phase of the project, due to go operational in July 2014,,
comprises a 16 to 25-metre deep harbour, with capacity to
receive vessels of up to 100,000 tonnes.

According to Mthuli Ncube, chief economist and vice
president of the African Development Bank (AfDB) the
agreements between African nations and China have in
effect, created “a barrier to employment creation” as China
imports its own labour.

“The port would have been an opportunity for local Cam-
eroonians to gain skills in domains such as engineering but

Nfor Kingsley Monde

Chinese practices are not favourable to the government fight
against unemployment in Cameroon,” says Anselm Mengjo,
an economic policy analyst in Cameroon.

But Chinese engineers on site say Cameroonians lack
the necessary professional training and that cultural dif-
ferences make it more difficult. “Firstly, we have language
differences so we prefer to bring Chinese who can better
understand us. Secondly it is very difficult to find quali-
fied workers in Cameroon,” Li Meng, a Chinese engineer,
explains.

“We are trying to reduce the lack of experienced pro-
fessionals by urging firms to engage in training their own
workers to fit the need of the industry and we do the same
with Chinese investors,” says David Esseck Sany, director
of training and professional orientation in the Ministry of
Employment and Vocational Training.

Cameroonian law prescribes a policy of, as far as possi-
ble, hiring 70% Cameroonians and only 30% foreigners on
any project. But according to Sany, most companies present
in Cameroon — Chinese or otherwise — do not respect this
recommendation, nor the desire for transfer of technology
and skills to the local population. Meng, like others, argues
that Chinese project managers have to deal with very strict
timelines so it is difficult to recruit and train people before
work starts.

“I have worked as a builder with the Seaport project
since 2012,” says David Wanja, “but it has not always been
easy dealing with our Chinese bosses. On my contract, I
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The new Kribi Seaport in Cameroon could create a boom in development in central Afiica

was supposed to have access to housing, holidays and a
minimum pay of 3,000 francs (US$6) for eight hours work,
but it is not respected. We get 2,000 francs (US$4) daily
with working hours that extend right into the night.”

Samuel Bate another employee with the port says, “Chi-
nese people do not have holidays and do not respect our
own holidays. Most times we work on Sundays.”

lllegal timber exported to China

China’s impact in Cameroon has also suffered criticism
due to high volumes of timber illegally exported from the
African state. Environmental groups are now calling for
safeguards to be established in logging projects.
According to a report from the Center for International
Forestry Research, much of China’s timber comes from
countries experiencing high levels of illegal logging. For
several years, China has been the leading export market
for Cameroonian logs that remain unregulated by the
partial log-export ban. Cameroon has signed the Voluntary
Partnership Accord with the EU, commiting to fight illegal
logging and sale of timber, but China’s continued import of
illegal wood from Cameroon might jeopardise these goals.
Cameroon’s log exports to China increased from about

+ 86+ www.chinadialogue.net

29% to 65% of its total log exports between 2003 and 2009.

A recent study by Greenpeace Cameroon highlighted
how a US multinational in Cameroon created a front com-
pany in order to illegally export timber, much of which was
destined for China.

“China is a quick and easy destination for illegal timber
from Cameroon. There is a high amount of timber from
these illegal sources at Douala seaport destined for China,”
Brendan Schwartz of Greenpeace International told china-
dialogue.

China does not require the same standards of timber
quality as more demanding markets such as the EU, says
Schwartz. This has a direct environmental and commercial
impact on Cameroonian forests.

“China is the biggest growing investor in Africa,” adds
Durrel Hallesson, WWF Cameroon’s Business and Indus-
tries Policy Officer. “Any new investment should think of
environmental and social impacts. Unlike western inves-
tors with a well-defined framework under which they do
their investments, this is not visible in Chinese outward
investments. We are trying to work with China to reduce
its ecological footprint in Cameroon and globally.” &

Nfor Kingsley Monde is a journalist based in Cameroon.
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