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1. Introduction 
 

Businesses all over the world have seen China gobble up the toy industry, and they now 
look on in horror as it does the same for shoes, fridges, microwaves and air 
conditioners. This country of 1.3 billion people has an apparently inexhaustible supply 
of workers, willing to work long hours for pitifully low pay...How can anybody compete 
against this gigantic new workshop of the world? 

(The Economist, 2003) 
 

The significance of economic integration through trade as catalyst for economic growth 
embodies a persistent subject in the literature on economic history and development 
economics. The prime example today is China´s unprecedented growth performance, largely 
through export-led growth. China´s rapid economic growth, its domestic market size potential 
and its subsequent global demand for natural resources is bringing about an inevitable change 
in the direction of global trade. China’s increasing economic presence transforms significantly 
former macroeconomic and financial interdependence and creates competition and 
opportunity not only in the developed world, but more decisively in the developing world – 
especially in Africa1. This has invited a powerful academic debate on China’s commercial 
conduct in the light of Africa’s natural resource abundance and weak institutional capacity. 
 
South-South trade and investment between developing countries represents one of the 
momentous characteristics of the XXI century world economy. During decades world trade 
has been dominated by commerce between developed countries (the North) and developing 
countries – the South. Trade is one of the key channels of how Chinese economic growth 
affects the world economy and especially developing countries. The new tendency of South-
South trade manifests itself in a dramatic increase of trade and investment flows (FDI) 
between China (Asia) and Africa. China´s sheer geographic and demographic size, its 
voracious hunger for Africa´s natural resources to feed its economy and to ensure access to 
raw materials to sustain its phenomenal growth rate transformed the past China-Africa 
relationship in a global historical perspective and is bound to intensify in the future. 
 
China´s large-scale commercial engagement with Africa (as indicated by recent use of 
sensational terms such as: Africa Safari, Africa´s Silk Road, New Scramble for Africa and 
Neocolonialism) may contribute in the same way as XVIII century New World colonial trade 
did, stimulating the modern “Great Convergence”2 of the latter. In 2009, China needed to feed 
approximately 20 percent of the world population with only 7 percent of the world´s arable 
land (The Economist, 2009a). Hence, they are naturally looking abroad for food and natural 
resources, investing into Africa´s “garden”. China´s colossal economic growth and the 
vastness of its global demographic weight, demand raw materials such as oil and minerals, 
timber, fish and agricultural produce. This explains the vastly increased involvement in Africa 
since the late 1990s, which yields significant consequences for the African economies, while 
reshaping the global economy and global politics. 
 
The theme of recent China-Africa commercial relations has attracted no shortage of scholarly 
attention. Kaplinsky and Morris (2009), Broadman (2007), Goldstein et al. (2006) and 
Kennan and Stevens (2005) - some of whose works will be examined in this article - have all 
contributed to the recent body of literature surrounding the economic impact of the rise of 

                                                 
1 Henceforth, “Africa” refers to both North and Sub-Saharan Africa, if not indicated other. 
2 “The Great Divergence” debate concerns the economic divergence of China from Western Europe in the mid-
XVIII century with Western Europe growing much faster in the aftermath of the Industrial Revolution 
(Pomeranz, 2000). 
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trade and investment between China and Africa. However, the interaction between China and 
Africa is bound to intensify and bears enormous future potential due to the impressive rate of 
growth in the scale of Chinese-African economic interaction. 
 
This work seeks to identify the developing prospects of Africa in a context of a growing 
Chinese demand of African natural resources. Hence, this paper is interested in two channels 
of Sino-African interaction: trade and FDI. In other words, does the increasing Sino-African 
engagement have the potential to induce an “African Renaissance”, or will it be simply 
another lost historic opportunity for the African continent to capitalise on the global demand 
of their natural resources to induce structural change and sustained economic growth? 
 
The aim of this paper is three-fold. The first is to empirically examine how and to what extent 
recent Chinese demand of natural resources has shaped inter China-Africa trade and FDI 
interdependence. The second is whether China’s trade and FDI ascendancy has the potential 
to trigger sectoral diversification or condemn Africa to further one-commodity specialization. 
Third, do Sino-African trade and Chinese FDI flows in to Africa lead to institutional change 
favouring economic development in African countries? 
 
The remainder of the article is organized as follows. Section 2 reviews the development of 
Africa and China in an economic historic perspective. Section 3 analyses the China-Africa 
trade interdependence. Section 4 reviews the impact of Chinese foreign direct investment, 
while Section 5 discusses China´s recent land acquisition in Africa. Section 6 concludes and 
provides some policy implications. 
 
 
2. Historical roots of poverty in China and Africa 
 
To fully understand the exceptionality of today´s Chinese-African relationship, it is evident to 
revisit the historical roots of economic growth in China and Africa, to comprehend its 
uniqueness and relevance in the global economic history context. 
 
In 1984, Africa and China had about the same standard of living, as measured only by their 
GDP per capita of about $1,500 (in 1990 US$ converted at Geary Khamis PPPs) (Figure 1). 
However, in what followed next the two regions diverged. China produced the most 
impressive growth as the largest developing or transition economy in the world in the last 3 
decades while Africa continued their two centuries long path of stagnation. On average 
African real per capita GDP did not grow between 1965 and 1990 while East Asia and the 
Pacific grew at an average annual per capita rate of 5 percent and Latin America at 2 percent 
(Easterly and Levine, 1997) although real GDP per capita increased slightly between 1960 
and 1980. Most African economic history fits well the classical definition of a tragedy as a 
block of development countries in comparison to China´s steady growth experience during 
recent decades. Between 1996 and 2006, Africa grew by more than 2 percent - still diverging 
with the world that grew by 2.65 percent. In addition, unfavourable country characteristics 
explain Africa´s growth tragedy, such as geographic location in terms of distance to core 
markets, tropical diseases, unfavourable climate, low agricultural output, lack of infrastructure 
development, backward knowledge and technological diffusion, scarce FDI inflows, 
accompanied with high government deficits and corrupt political leadership (Landes, 1998). 
Still around 30 percent of sub-Saharan Africa´s population remains trapped below the $1-a-
day poverty rate in 2006, in comparison to 40 percent in 1970 (Pinkovskiy and Sala-i-Martin, 
2009). Despite, sub-Saharan Africa´s continuous growth stagnation throughout pre- and post-
colonialism there are some countries that have experienced unprecedented economic growth, 
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as for example Botswana, South Africa and Mauritius. Figure 2 illustrates that between the 
more recent period of 1999 and 2006 sub-Saharan Africa experienced small, but positive real 
GDP per capita growth. 
 
Africa holds a major stock of the global treasury chamber of natural resources on which the 
world´s growth of emerging developing countries in particular China, India and other 
emerging countries increasingly depend on, indicated by their greater demand of natural 
resources (trade) and commercial representation (FDI) on the African continent. Hence, the 
historic growth in demand of African natural resources (mainly oil and minerals) needs to be 
harnessed carefully by African countries, turning tragedy into prosperity. However, 
abundance of natural resources in Africa has been infamous for economic development 
emphasizing the role of the historical context explaining policy behaviour. 
 
Figure 1: Historical development of Africa´s and China´s GDP per capita (in 1990 US$ 
converted at Geary Khamis PPPs), 1820-2006 

 
Source: Derived from Maddison (2008). 
 
Figure 2: Real GDP per capita growth rate, 1978-2006 

 
Source: Derived from World Bank (2008). 
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China recuperated economically at an astonishing rate during the last 32 years, transforming 
itself from a poor, centrally planned economy to a lower middle income3 (Qian, 2003), 
emerging market economy because of the spread of the process of “modern economic 
growth” (Kuznets, 1966) to China, implying the process of sustained economic growth 
combined with structural change. Since the death of Mao in 1976 and its following economic 
reforms in the name of “to grow rich is glorious” (through private investment and external 
trade) in 1978 China has been growing at an average annual per capita rate of about 10 
percent between 1977 and 2006 (Figure 2) – the average income has doubled every nine years 
and thus had increased eight-fold by 2006 compared with 1977 levels. 
 
Never before, have the lives of so many people in a developing country undergone so rapid 
improvement of living standards as in China. Hence, this yields good news for the reduction 
of extreme poverty in China (less than $1 daily) which rate has been reduced from 53% in 
1981 to 8 percent in 2001 (Chen and Ravallion, 2004), moving vast numbers of its people 
from the depth of poverty into sizeable lower middle classes and reducing the amount of 
Chinese living with less than one dollar per day close to zero (Pinkovskiy and Sala-i-Martin, 
2009).4 Consequently, China´s (and India´s) fast economic growth contributed to the world´s 
poverty reduction in a major way.5 Hence, China is likely to become the first of the great 
poverty-stricken counties of the XX century to end poverty in the XXI century (Sachs, 2005). 
Simultaneously, China´s growth through external trade and internal FDI made the former 
“Kingdom of Porcelain” the first global exporter, having taken over Germany in 2010, by its 
share of world exports jumping to almost 10 percent (The Economist, 2010b). 
 
“The Great Divergence” of China and Europe in the mid-XVIII century has been turned into a 
modern “Great Convergence” of the late XX and early XXI century, narrowing the gap in per 
capita incomes. “The Great Divergence” debate, a source of controversy among economic 
historians, considers the mid-XVIII century Industrial Revolution in Western Europe 
(especially England) as the eminent economic development that lead to Western Europe pull 
ahead of China versus the view that China´s comparative decline was the gradual outcome of 
stagnation-at-a-high-level, already previously during the early modern period. Pomeranz 
(2000) argues that the economic core areas of China (Yangzi Delta) and Western Europe were 
not different in terms of life expectancy, consumption, and factor and product markets until 
the early XIX century. 
 
Proximity of coal, European trade and colonial roots with the New World made a sizable 
contribution to this trend when New World colonies “priming the pump” of European 
economies, such as England´s Smithian growth in the 1800s (Pomeranz, 2000). According to 
Maddison (2007) China´s per capita income was higher than that of Europe from the X to the 
early XV century and it was the world’s largest economy for several centuries after that, 
before its performance declined while economic progress in Europe accelerated.  
 
Economic historians offer competing explanations that China became caught in a high 
equilibrium trap, as coined by Mark Elvin (1973) long before 1800, during the early modern 

                                                 
3 According to the World Bank Atlas Method, lower middle income countries have a gross national income 
(GNI) per capita of $976 - $3,855. 
4 China cut the fraction of people who lived under $2 a day from a range of 37-54 in 1980 percent to 14-17 
percent in 1992 (Sala-i-Martin, 2002). 
5 Poverty trends differed greatly across world´s regions. Economic growth in Latin America also contributed to 
poverty reduction in the 1970s and 1980s, while small but negative growth in Africa contributed to rising 
poverty, where poverty rates increased dramatically since 1970. Between 1995 and 2006 Africa experienced 
small, however positive GDP per capita growth (see Pinkovskiy and Sala-i-Martin, 2009). 
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period. Additionally, David Landes (1998) and Joel Mokyr (2002) attribute early modern 
institutions and cultural factors that facilitated the protection of property rights and enhanced 
technological research and the diffusion of knowledge to lead to the gradual outcome of the 
Industrial Revolution taking place in Europe. Eric Jones (1987) emphasized geographical 
factors that made Europe less vulnerable to the risk associated with climate and diseases. 
Galor and Mountford (2003) attribute a large role to trade in explaining the divergence in 
income per capita between China and Europe. They hypothesized that European trade with 
East Asia (China and India) drove East Asia to specialize in agriculture and Europe to 
specialize in manufactures, which had greater growth potential. However, this only be 
mentioned on the verge of this paper to grasp the extraordinary reversal of fortunes of China´s 
growth today through the historical lens. 
 
 
3. China-Africa Trade 
 
China´s phenomenal export-led growth had a positive impact on world economic growth. 
Trade and foreign direct investment were the key channels through which China´s growth 
affected developing countries, especially the African continent. 
 
China´s growth rate in the volume of merchandise exports averaged 20.5 percent between 
2000 and 2008, while imports grew on average by 16 percent during the same period (WTO, 
2009). Typically, a rapid growing manufacturing economy, as the Chinese requires an 
increasing amount of energy via raw materials, consequently Chinese trade with resource-rich 
African countries has shown an impressive rise since 1998 (Table 1). Since then, African 
exports to China have risen 11 times compared to the levels in 2008 (Table 1). In total, 
bilateral trade between the two regions boosted between 2000 and 2008, from $4 billion to 
$92 billion. 
 
Table 1: Africa´s trade with China, 1998-2008 (percentage share of total African exports and 
imports with the world) 

 1998 2001 2005 2008 
African exports to China 0.87 2.63 6.88 9.76 
African imports from China 3.00 3.62 7.63 11.18 
African exports to advanced economies 67.55 67.60 70.18 65.86 
African imports from advanced economies 70.14 65.55 57.87 51.57 
Source: Derived from IMF (2009). 
 
In 2007 China has taken France´s colonial-rooted place as second African trading partner 
behind the United States ($124 billion in 2008). Holslag et al. (2007) forecasted China to 
become the continent’s largest trading partner by 2010. African exports to China have 
increased eleven-fold between 1998 and 2008, while imports multiplied by three. Despite the 
dramatic rise in Sino-Africa trade, it made up only 3.6 percent of Chinese total global trade in 
2008 (3.0 percent of Chinese total exports and 4.3 of Chinese total imports). Figure 3 shows 
that throughout the years, since 2001 the Sino-African trade balance denoted a deficit. In 2008 
the value of African manufacturing imports from China exceeded slightly the value of African 
mainly natural resources to China. 
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Figure 3: Balance of trade between China and Africa (in $US billion), 1998-2008 

 
Source: Derived from IMF (2009). 

 

3.1 Export Blessing and Import Competition 
 

Recent massive growth in Sino-African trade is driven by China´s voracious hunger for 
African natural resources. In particular, oil and mineral resources are on the top of the 
Chinese “shopping list”. Hence, exports are resource based, highlighted in Table 2 which 
illustrates the impressive dynamic and magnitude of the share of African oil, minerals and 
metals exports to China of total African exports of these specific commodities between 1998 
and 2006. Thus, African mineral and oil exporting countries to a greater extent depend on 
Chinese demand for their commodities and vice versa, since for some commodities the share 
of Chinese exports of African raw materials exceed a third and for some metals half of total 
African exports. 
 
Table 2: African mineral and petroleum exports to China (Share in total African export of 
specific mineral/metal commodity) 

Commodity % share in total 
African exports to 

China 1998 

% share in total 
African exports to 

China 2006 
Copper 0% 42% 
Chromium 3% 51% 
Cobalt 19% 79% 
Diamonds 2% 7% 
Iron Ore 20% 36% 
Lead 4% 47% 
Manganese 12% 34% 
Petroleum 1% 12% 
Platinum 0% 5% 

Source: Derived from The Open University (2009). 
 
Natural resources in Africa are heterogeneously distributed over African geography; hence its 
logical that trade of these raw materials follows this pattern. In fact, the aggregate figures 
presented in Table 1 mask the fact that the growth of African exports to China are driven by 
only a few countries. The top 10 African exporting countries to China provide around 94 
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percent of total African exports to China. Total African imports from China are distributed 
across 10 African countries, accounting for 75 percent. Table 3 reveals that only mere 5 
African countries accounted for 83 percent of total African exports to the People´s Republic. 
The nature of Chinese exports is resource-seeking, given that 5 out of 6 most important export 
partners are gas and energy-exporting countries (Angola, Sudan, Republic of the Congo, 
Equatorial Guinea and Gabon), accounting alone for almost 70 percent of all African exports 
to China in 2008 (Table 3). South Africa´s exports accounted for more than 17 percent, most 
of which were diamonds and agricultural products. Angola is special because Angola´s oil 
and related exports to China represented almost 42 percent of Africa´s total exports to China 
in 2008 (Table 3).  
The former Portuguese colony, denoting the highest African GDP growth rate of 14.8 percent 
in 2008 and is sub-Saharan African second largest petroleum and diamond producer after 
Nigeria and South Africa respectively. Since Angola´s 27 year long civil war ended in 2002 
China offered $9.3 billion of credit to rebuild infrastructure and housing (mainly financed by 
China´s state owned export-import bank China Exim) to be paid for with oil-exports, 
becoming China´s main petroleum source, ahead of Saudi Arabia and Iran (Foreign Policy, 
2008). In 2008, Angola overtook Nigeria in oil-production, becoming Africa´s largest oil-
producer. According to Jiang (2009), Angola represents China´s biggest supplier of oil, 
supplying 15.3 percent of China´s crude oil imports in 2007. In total, Africa supplied 32.2 
percent of Chinese oil imports in 2007. However, more than half of Angolans total oil output 
(1 million barrels) is produced from the unstable conflict province of Cabinda, a narrow strip 
between the Democratic Republic of the Congo (DRC), where some of the world´s richest 
offshore oil-fields are located (The Economist, 2010a). 
 
Table 3: China´s ten most important African trading partners by imports and exports, as share 
of total African trade with China (in $US million), 2008 

African exports to China ($USm) % Chinese exports to Africa ($USm) % 
Angola* 22,370 42.30 South Africa 8,595 19.85 
South Africa 9,205 17.41 Nigeria* 6,758 15.61 
Sudan* 6,301 11.92 Algeria* 3,685 8.51 
Congo, Rep.* 3,724 7.04 Angola* 2,930 6.77 
Equatorial Guinea* 2,266 4.29 Morocco 2,328 5.38 
Gabon* 1,785 3.38 Benin  2,303 5.32 
Congo, Dem. Rep. 1,578 2.98 Sudan* 1,850 4.27 
Mauritania 1,034 1.96 Ghana 1,733 4.00 
Algeria* 842 1.59 Ethiopia 1,226 2.83 
Zambia 541 1.02 Kenya 1,216 2.81 
Total 49,646 93.89 Total 32,624 75.37 

*denotes crude oil exporting African country. 

Source: Derived from IMF (2009). 
 
Historically international trade played a direct role in the growth of nations (Frankel and 
Romer, 1999 and Alesina; Spolaore and Wacziarg, 2003). However, in theory trade can 
encourage or discourage the growth of income. Increased Sino-African bilateral trade links 
affect African economies through two different channels. First and second, China´s export-led 
growth provokes complementary and competitive effects for African countries, which may be 
direct or indirect in nature. 
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Energy extraction has become the major feature of Sino-African trade (Table 3), for which 
crude oil accounted for 32.2 percent of Chinese global oil imports in 2007 (Jiang, 2009).  
 
Figure 5: Yearly average of primary commodity prices and African exports to China (in 
terms of millions of US dollars), 2000-2009 

(Index numbers, 100 = 2005) 

 
Source: Derived from IMF (2010) 
 
However, not all African countries have benefitted equally since African countries are 
heterogeneously equipped with natural resources. African net importers of energy 
commodities have suffered from rising prices, especially oil prices. Improved terms of trade 
are good news for African GDP per capita growth. However, history has shown that high 
“unearned” oil and mineral-revenue inflows bear the risk of dependence on a few export-
products and further vulnerability to the “commodity lottery”, as shall be indicated in Section 
3.2, being destructive rather than transformative for long-run growth perspectives. 
 
Closely associated with commodity price booms is the “Dutch disease”6 effect. In the 
existence of typically resource extraction sector and manufacturing sector a price boom of 
commodities can have a negative effect on competitive manufacturing industries though real 
currency appreciation and the resource movement effect shifting labour to the resource sector. 
However, the hydrocarbon and mineral sectors in general employ few people and 
unemployment in the average African country is high. Furthermore, Goldstein et al. (2006) 
argue that this concept is not relevant since non-commodity trade is underdeveloped in an 
average African country and hence cannot provoke following real exchange rate appreciation 
and a shift labour and capita to the resource sector, out-competing indirectly the 
manufacturing sector. Consequently, “Dutch disease” effects are likely to be more relevant in 
industrialized countries where manufacturing represent a larger part of the economy. 
However, Goldstein et al. (2006) stress that China´s extortion of increased commodity 

                                                 
6 The term “Dutch disease", was coined by The Economist (1977) originated in the Netherlands after the 
discovery of natural gas in the North Sea in the late 1950s and early 1960s. According to Corden (1984), the 
appreciation of the currency that followed the gas export boom reduced the profitability of manufacturing and 
service exports. 
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demand and volatility of commodity prices, increasing the dependence of their economy on 
natural resource windfall revenues, which is line with our previous argument. 
 
In addition, it appears that African consumers have gained from falling Chinese 
manufacturing prices of Chinese low-cost manufacture imports (clothing, textiles, electronic 
devices and machines). According to Kaplinsky and Morris (2007), intense global market 
competition for low-skill and labour-intensive manufactures dropped the price of Chinese 
manufacturing products by one third. 
 
Second, trade works both ways. The other side of the medal concerns the competitive effect 
from China´s imports to Africa. Due to China´s massive capacity of supplying low-cost 
manufacturers in labour-intensive sectors, export-oriented African manufacturers may lose 
out as a result of indirect competition from Chinese firms in foreign markets, floating these 
markets with cheap manufactured goods. Kaplinsky et al. (2007) consider the competitive 
effect to be mainly indirect in nature, resulting into the reduction of foreign market shares of 
local African producers due to low-cost Chinese low-tech manufacturing imports in third 
markets and the reduction of global prices of manufacturing products. Furthermore, Chinese 
exports have the potential to crowd-out local African producers of labour-intensive industries 
in their own domestic market (direct impact). Kennan and Stevens (2005) identify Chinese 
exports to Africa, to be especially dynamic in the leather, textile and footwear sectors. This 
may impede the development of nascent non-traditional industries and diversification away 
from natural resources and breaking into value-added manufacturing business for African 
natural resource exporters, which has been historically essential for climbing the development 
ladder (Prebisch, 1950). Giovannetti and Sanfilippo (2009) find an adverse effect of Chinese 
exports for African exports in third markets for the period 1995-2005. This displacement 
effect considers China´s competitive advantage in the low value-added manufacturing sector 
crowding out African low-tech manufacturers in third markets. They showed that an annual 
increase of one percent of Chinese exports decreased African exports by 0.07 in the same 
product, especially true for low value-added manufacturing products, such as textiles, 
clothing, footwear, machinery and equipment. In addition, an important result represents the 
reduction of African intra-regional trade due to rising Chinese exports.  
 
As a consequence of Chinese competition at home and in foreign markets, 28 percent of 96 
Ethiopian small and medium footwear producers went bankruptcy, while 32 rationalized 
production (Tegegne, 2008). In South Africa employment in the apparel sector was  reduced 
by 20 percent from 2004 to 2006 attributed to the increase of Chinese apparel imports which 
raised from 16.5 in 1995 to almost 75 percent in 2005 of total apparel imports (Kaplinsky and 
Morris, 2007). Furthermore, indirect trade evidence is found for Lesotho where China´s 
clothing exports to the US have led to a 27 percent decline in employment in local clothing 
firms (Kaplinsky and Morris, 2007). 
 

3.2 Sino-African Trade, Export Diversification and Institutional Change 
 
This section aims to shed light on whether increased demand for African natural resource 
exports through China´s ascendancy as resource-importer has favoured sectoral diversification 
and institutional change in Africa, vital for sustained economic development. 
 
Another strand of impact concentrates on, whether increased Sino-African trade leads to 
increased sectoral diversification rather than to further one-commodity specialisation. 
Historically, export-led growth through high-revenue commodities, such as petroleum and 
minerals exports have on average been destructive rather than transformative, since it 



13 
 

encouraged export specialisation, instead of diversification, impeding the shift towards 
activities of higher factor productivity, such as manufacturing (Bulmer-Thomas, 1994).  
First, diversification trends for Africa provide some interesting indications. Out of 51 all 
African countries, for which data was available, 24 have recorded specialisation of their 
exports between 1998 and 2006. On average, African countries have increased specialization 
in export-commodities between 1998 and 2006. A noticeable number of them are oil and 
metal producers (Angola, Chad, Republic of the Congo, Equatorial Guinea, Gabon, Algeria, 
Mauritania, Nigeria, Sudan and Sao Tomé and Principe). The impressive dynamism of Africa-
China resource exports in relation with higher export commodity prices, mainly for African 
oil and mineral exporting nations may play its part and enhanced specialization in commodity 
extraction. Interestingly, all top 10 African exporters to China have specialised in their 
exports between 1998 and 2006; accept DRC and Zambia. Table 4 shows that between 2003 
and 2007 there was mainly a decreasing trend in export-diversification, in which only DRC 
diversified, while in all other African nations, diversification was absent or negative. For this 
reason, recent increased commercial interaction between African countries and China is 
narrowly associated with increased specialization of African traditional exports rather than 
reinforcing diversification away from commodity extraction, which increases the vulnerability 
of African economies to unstable revenue inflows due to fluctuations in commodity prices 
(boom and bust cycle). 
 
In addition, African manufacturing demand is more and more met by Chinese imports 
replacing domestic production and out-competing African manufacturers in third markets 
(competitive effect), reinforces the specialisation process. Further dependence on few export-
products in which unexpected windfalls and sudden price collapses of natural resources, even 
though may boost national income directly in the short-term, have a negative effect on 
subsequent economic growth in Africa (Easterly, 2006). 
 
Second, in spite of the enormous literature on China´s growth effect on Africa, the impact of 
increased Sino-African natural resource trade on African institutions has been paid little 
attention to. It is widely believed that institutions are an important determinant of economic 
development in Africa. According to North (1990), it is not possible to understand today’s 
choices without tracing the incremental evolution of institutions. Also, North and Thomas 
(1973) attribute a large role to institutions, serving as preconditions and determinants of 
economic growth, in turn also arising endogenously as a by-product of economic 
development. Rodrik et al. (2004) identified the primacy of institutions and policy reforms as 
key determinant for developing countries’ economic growth. For Rodrik (2003) property 
rights, conflict management, law and order, and the alignment economic growth with social 
costs and benefits are the key for long-term growth. For example, market-oriented China and 
African Botswana are two individual cases of success which have managed to assemble the 
latter characteristics of institutions to liberate a majority of its citizens from dire poverty.  
 
Geography and associated natural resource wealth forms an important determinant to which 
extent African nations have been able to integrate themselves in world markets, regardless of 
their counties´ institutional development and choice of policies. Yet, in many African 
countries, in particular oil and mineral exporting countries natural resource abundance 
appeared to be a curse rather than leading to favourable economic performance (Sachs and 
Warner, 1995). Increased oil-trade with China is unlikely to provoke a different outcome. 
However, there are mineral-endowed countries, such as Botswana and South Africa that were 
able to prevent such curse, through the adoption of good policies, through fruitful government 
resource-management, turning natural-wealth into a sustained economic growth blessing 
(Acemoglu et al., 2001). 
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Hence, these scarce African success stories simply highlight that natural resources have not 
been the royal road to growth for Africa, unless institutions have been exceptional. The so 
called “resource curse”7 or “paradox of plenty” describes the failure of natural resource-
endowed countries to benefit from its natural wealth. In fact, natural resources have the 
potential to become an economic curse, since many resource-rich countries are more 
miserable in terms of institutional quality, political conflict and economic setback than other 
resource-poor countries (Auty, 1993; Ross, 2001). The creation of rent-seeking and rent-
distributing institutions is often associated with natural-resource booms. Jensen and 
Wantchekon (2004) find that for the period 1970 to 1995 African countries with high 
resource-dependence was negatively correlated with democracy and tended to be more 
authorial, than less-endowed African countries. Further commodity specialisation through 
newly Chinese energy demand seems to be harmful for institutions. According to Karl (1997), 
the fate of African petro-states needs to be acknowledged in the circumstance in which 
economies shape institutions and in turn are shaped by them. Hence, the negative effect of oil 
on democracy is likely to become the main driver of the “resource curse” in oil-exporting 
African countries. 
 
The abundance of natural resources in Africa historically has been associated with bad 
governments and rentier-economies8. The 7 African oil-exporting countries (-1.22) showed on 
average lower institutional quality than the rest of SSA countries (-0.67) for the year 2008, as 
measured by the “rule of law” proxy of the World Governance Indicators of the World Bank 
(Kaufmann et al, 2009) ranging from 2.5 to -2.5. In addition, the top 10 African exporting-
countries to China receive low scores in the Transparency International´s corruption 
perception index (Table 4). 
 
Since 6 out of the top 10 African exporters to China are oil-exporting countries, this finding is 
important and might imply that increased Chinese trade is likely to encourage further resource 
dependence and impede institutional quality in the long-run. 

Table 4 aims to shed light, reporting on the main export-commodities of the top 10 African 
exporters to China, coming with their share of total exports to China and a diversification 
index and institutional proxy. It shows that on average export diversification and control of 
corruption of the top African exporting countries to China has been left unchanged, for the 
period 2003 and 2007. However, this is no relief (scores remain negative and relatively high) 
but simply reflects the failure of resource-endowed African countries to benefit from its 
natural wealth over time and to improve institutions and induce export-diversification. 
Additionally, the 3 African countries that depend on over 40 percent of total exports to China, 
mainly crude petroleum report a negative change in their control of corruption, including 
DRC, Mauritania and the Sudan. Furthermore, Angola, Africa´s greatest exporter to China 
failed to diversify when volumes of crude petroleum-exports to China enlarged over the 
period of 2003 to 2007. 
This suggests that increased natural resource Sino-African trade (Table 4), especially for oil 
will increase rents for the political elites controlling access (trade) to their countries’ 
resources. Critics contend that the oil-trade partnership with the Sudan, where in the region of 

                                                 
7 The „resource curse” is a phenomenon for which at least 3 processes may come into play. First, currency 
appreciation, due to resource revenues and its negative effect on competitive industries in the country, called 
“Dutch Disease”. The second is the fluctuation in commodity prices, having an unreliable effect on revenue 
inflows and hence economic growth. The third is the detrimental effect on institutional conditions (Karl, 1997; 
Ross, 2001) and greater risk of civil conflict (Collier and Hoeffler, 1998). 
8 Rentier-economies are characterized by a high dependence on external rents produced by only a few economic 
actors and typically generated from the exploitation of natural resources. 
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Darfur about 300,000 died as a result of fighting since 2003 and more than 2.5 million have 
been replaced reflects China´s desperate need for energy. China indirectly supports the 
military army in Darfur through trade revenues, in turn receiving 64 percent of Sudan´s oil 
exports in 2006 (Moyo, 2009). In addition, Transparency International (2006) reports on 
Chinese military trucks and weapon exports to the Sudan in 2005, undermining the United 
Nations’ arms embargo and sustaining human rights violations in Darfur. Furthermore, the 
bailing out of Zimbabwe´s Robert Mugabe from his political ruins earned China international 
critique regarding their “no interference in internal affairs” strategy. In 2009 China became 
the primary consumer of coltan exports from the DRC for its processing and production of 
electronic products at home. The recent $9 billion mineral resource deal, mainly coltan and 
tantalum with the government of the DRC, in exchange for infrastructure development 
China’s acquisition of minerals from sources linked to armed rebel groups has the potential to 
further entrench the conflict through mineral trade (Ma, 2009). 
 
In general, China´s increased resource-trade with the African continent does not pay attention 
to governance but has the potential to enforce the durability of corrupt regimes. However, one 
needs to be careful not to condemn newly dynamic Sino-African trade, since one should bear 
in mind that decades of traditional resource trade between Africa and the industrialized World 
neither brought the desired diversification and institutional improvements on the continent 
today. However, China´s novel engagement in Africa is mainly driven by Chinese state-
owned resource extraction firms and the “going-out” philosophy of China´s government, 
which creates a more “colonial” picture in comparison to a mainly mercantilist approach of 
Western private investors in Africa, since independence. 
 
Moreover, increased resource-trade and institutional deficit is not only a current problem but 
may create future constraints when trade-revenues today are not invested in the national 
budget to spur export diversification and infrastructure development, neither invested into a 
stabilisation fund to support economic growth when resource-prices contract and a social fund 
for when natural resources are becoming scarce. Joe Amoako-Tuffour, a senior official 
working on the oil laws in Ghana, puts it: “We must decide how many of these eggs to eat 
today and how many to keep and hatch into chickens. But we are a poor country and we are 
hungry. The temptation is to eat now.” (The Economist, 2009a). 
 
In sum, increased African commodity specialisation and commodity trade, can be attributed to 
a large extent to increased demand of natural resources of China and other Asian emerging 
countries. The China competitive effect has the potential to be greater than the 
complementary effect, which reduces manufacturing activity, unable to contribute to a 
African countries’ long-term potential. Second, recent Sino-African development has the 
potential to reduce the likelihood of export diversification and institutional change, 
reinforcing the “natural resource curse”. This can impede development in the long-run and 
keep-away future FDI in the manufacturing sector for which institutions play an even more 
important role, as revealed in Section 4. 
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Table 4: Institutional quality and Diversification Index of the top 10 African exporting 
countries with China 

Country Main Export Items, 
share of total exports, 
2007 

China´s  
share of  
total 
exports, 
2008 

CPI* 
score 
(rank), 
2007  

change in 
control of 
corruption** 
2003-2007 

Diver-
sification 
Index 
2007*** 
 

change in  
diver-
sification  
2003-2007 

Algeria Crude Petroleum (62.1)   2.0 3.0  
(99)   

+0.29 2.4 -0.7 

Angola Crude Petroleum (96.7) 33.0 2.2 
(147)   

+0.37 1.1 0.0 

Congo, Dem. Rep. Diamonds (24.6), Crude 
Petroleum (14.9) 

48.4 2.1 
(150)  

-0.33 7.6 +3.2 

Congo, Rep. Crude Petroleum (83.2) 32.3 1.9 
(168)   

+0.03 1.4 -0.2 

Equatorial Guinea Crude Petroleum (87.9) 14.7 1.9 
(168)  

+0.34 1.3 +0.1 

Gabon Crude Petroleum (71.8) 19.1 3.3  
(84)    

-0.26 1.9 +0.2 

Mauritania Iron ore (45.3), Crude 
Petroleum (19.0) 

41.4 2.6 
(123)  

-0.31 3.9 -0.6 

South Africa Platinum (7.6), Diamonds 
(6.1), Gold (5.1) 

  6.0 5.1  
(43)    

-0.24 45.6 -8.5 

Sudan Crude Petroleum (92.3) 49.8 1.8 
(172)  

-0.35 1.2 -0.4 

Zambia Refined copper (62.1) 14.2 2.6 
(123)  

+0.30 2.5 -3.3 

*CPI (Corruption Perception Index) scores range from 0 (highly corrupt) to 10 (highly clean).  
** Control of Corruption from the Worldwide Governance Indicators (WGI) from the World Bank range from -
2.5 (highly corrupt) to 2.5 (very corrupt) 
***The diversification indicator measures the extent to which exports are diversified. It is constructed as the 
inverse of a Herfindahl Index, using disaggregated exports at 4 digits. A higher index indicates more export 
diversification. 
 
Source: Derived from Transparency International (2007), OECD and AfDB (2009), CIA (2009), Kaufmann et al. 
(2009). 
 

3.3 The Asian Flying Geese Experience and African Developing Prospects 
 
This Section seeks to draw a historic comparison to explain the prospects of African 
economic development through manufacturing, in light of the collective Asian growth 
experience, known as the Flying Geese Paradigm. The success of the Asian Flying Geese 
Model can serve as ultimate policy implication of a successful growth model for developing 
countries. At the same time the Asian successful growth performance bears serious future 
growth restriction for African economies, to break into global manufacturing markets. 
 
The spread of economic dynamism from Japan to NIEs and ASEAN countries (Kwan, 2002) 
has been developed by Kaname Akamatsu (1961) as third Flying Geese Paradigm – a model 
for international division of labour in East Asia based on a dynamic comparative advantage. 
Japan´s catching-up process in the early XX century enabled other heterogeneous Asian 
countries via relocation of its low-value added production to participate in low-value-added 
manufacturing. The wild-geese-flying pattern, postulates that East Asian countries caught up 
with the industrialised West as a part of a regional hierarchy where the production of 
commoditized products continuously moved from the more advanced to the less advanced 
ones. The main driving force behind this dynamism is the “lead goose´s” (Japan) necessity for 
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restructuring caused by increasing labour costs, while shifting its own comparative advantage 
further away from labour- to more capital-intensive production. In turn, this enabled a 
regional catch-up process by moving other Asian countries up the development ladder. 
Second, because Japanese exports did not compete with other Asian countries exports but 
were complementary, other Asian market players were able to build up their own industry. 
However, when Akamatsu developed this model China was the least developed nation in the 
region and its demographic weight was not given significance. As a developing economy, 
China has the population almost three times of all eight East Asian forerunner economies of 
Japan, South Korea, Taiwan, Hong Kong, Singapore, Malaysia, Thailand, and Indonesia. 
Today, the individual vastness of the Chinese economy and its cheap world supply of 
manufacturing products impede the breaking into manufacturing and a Flying Geese like 
performance for Africa. 
 
In turn, the result of the former development process that once worked for the ensemble of 
East Asian countries has the potential to hold back export-led growth for Africa today. In 
particular the vastness of the Chinese economy and its cheap world supply of manufacturing 
products will impede a Flying Geese like performance for Africa today. 
 
During the 1980s when the wage gap was sufficiently wide that any African low-wage 
country potentially could have matched Asia in breaking into new global markets, only 
African Mauritius did so. At that time the “East Asian Miracle” was ready to compete with 
the manufactures and services of the West through their low-wages and agglomeration 
economies. Asia´s manufacturing miracle led the region to grow highest in the world from 
1965 to 1990 (World Bank, 1993). Consequently, since the 1980s it has become much harder 
for African countries to follow such growth path because of the vast agglomeration economies 
now built up by China and India (Collier and O´Connell, 2008). Since Asia established itself 
on the scene, Africa has lost its comparative advantage in low-wage labour costs to be offset 
by China´s highly productive agglomeration economies and cost-competitiveness over 
African economies. Africa´s future outlook is likely to form the tail of a Flying Geese Pattern 
of Asia, providing the ingredients for manufacturing and technology growth. In other words, 
the “Flying Geese” are “nurturing” themselves from African ground, while impeding Africa´s 
entrance on the manufacturing stage. In brief, the same process of the wage-gap which 
prevailed between Asia and the industrialised World and allowed Asia to enter world markets 
of manufactures will impede today a similar development in African economies in the future 
and lock Africa into natural resource exports (Collier, 2008). 
 
Intra-regional trade, contrary to Asia, does not represent a primary source of trade for Africa. 
According to UNCTAD (2008) report on “Economic Development in Africa”, intra-African 
trade only accounted for 8 percent of total exports in 2006. First, intra-African trade is 
restricted by the similarity of exports, all being mainly commodity exporters. Second, high 
transportation costs due to adverse physical geography and inadequate internal infrastructure 
along with high tariff-barriers, increase substantially the costs of internal African trade. 
However, the internal market is potentially important, indicated by the large number of 
African trade liberalization agreements and custom unions, such as recently implemented 
trade-blocs of the Common Market for Eastern and Southern Africa (COMESA) and East 
African Community (EAC). Dimaranan et al. (2008) assesses that the intra-regional trade 
agreement between COMESA members has a lot of bark but very little bite, since inter-trade 
volumes continue to be low and the member countries still rely heavily on third countries as 
sources of imports and as export destinations. 
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In sum, the “East Asian Miracle” (World Bank, 1993) has the potential to trap African 
countries furthermore in the role of a resource exporter rather breaking into emerging 
manufacturing sectors, bearing in mind that history has shown that hardly any country on 
earth became sustainable developed by only relying on its natural resource exports alone. 
 
 
4. Chinese Foreign Direct Investment into Africa 

 
Theoretically, Africa should be FDI´s natural suitor, since multinationals may profit from low 
labour costs comparatively to its wages at home. Secondly, Africa offers the highest return on 
capital in the world. However, despite its comparative advantage in labour costs, FDI into 
Africa remains low when high transportation costs, unskilled labour, low firm economies of 
scale and high institutional risk are factored into the equation. Thus, the recent Chinese FDI 
boom into the region is special. 
 
Chinese outward FDI flows to Africa are growing rapidly, accompanying the parallel trade 
pattern, previously observed in Section 3. This is not a new development, since resource-
seeking FDI into Africa and its close link to trade have historical precedents (Morisset, 2000 
and Pigato, 2000). Among developing countries China has become the leading source of FDI 
in Africa, mainly driven by China´s need to ensure access to natural resources, crucial for its 
own development. China´s global outward FDI flows doubled in only 5 years from $28 
billion in 2003 to $56 billion in 2008, hence, making Africa its “target region”, with the 
greatest FDI growth rate as a region.  
 
Today Africa is China´s second most attractive region by outflows of FDI after Asia, starting 
from a very low base, given that Chinese FDI outflows to African countries rose from $75 
million in 2003 to $5,490 million in 2008. Table 5 illustrates that this increase corresponds to 
about 10 percent of total Chinese FDI outflows according to the Ministry of Commerce of 
China (2009) (see Appendix, Table1). Hence, in recent years one observes a revival of 
China´s relationship with Africa, since the last great Chinese investment project of the Tan-
Zam railway connection between Tanzania and Zambia in the early 1970s. Although, Chinese 
FDI outflows to Africa (entire continent) account only for 6.3 percent of total African FDI 
inflows the dynamism becomes obvious when comparing it to its low base a decade ago. 
Chinese outward FDI flows to Latin America presented in Table 5 are corrected for the 
Cayman Islands and British Virgin Islands that account for almost the full share of Chinese 
FDI via its function as fiscal paradises. 
 
Table 5: China´s outward FDI (% of total Chinese outward FDI), 2003-2008 

 2003 2004 2005 2006 2007 2008 
Asia 52.72 54.82 36.57 43.46 62.60 77.89 
Africa 2.62 5.77 3.19 2.95 5.94 9.82 
Europe 5.08 2.86 3.23 3.39 5.81 1.57 
Latin America 36.37 32.06 52.74 48.03 18.50 6.58 
Latin America* 0.77 1.66 0.63 0.56 1.60 0.09 
North America 2.02 2.30 2.62 1.46 4.25 0.65 
Oceania 1.19 2.19 1.65 0.72 2.91 3.49 

*excluding Cayman Islands and British Virgin Islands due to their fiscal paradise status. 

Source: Derived from Ministry of Commerce of the People´s Republic of China (2009). 
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Table 6 and 7 confirm that Chinese FDI outflows and stock are geographically dispersed in 
Africa, reaching 48 countries on the continent. However, when measured by value only 5 
resource-rich African countries, including South Africa, Nigeria, Zambia, Algeria, and Sudan 
accounted for 87 percent of Chinese FDI outflows on average during the four year period of 
2005 to 2008. This mirrors the high concentration of Chinese FDI into a few major oil-
exporting African countries, given that 3 out of the top 5 African FDI recipients from China 
are oil exporting countries, whereas for Zambia it was copper and South Africa diamonds, 
agricultural, manufacturing and recently financial products. Indeed South Africa received the 
lion-share of Chinese FDI. In 2008 China acquired 20 percent of South Africa´s Standard 
Bank, Africa´s leading bank, which  represents the biggest ever Chinese FDI at the time in 
Africa and explains the immense rise of FDI into South Africa in 2008 in comparison to 
previous years. According to OECD (2008), resource-seeking FDI of Chinese firms into 
African economies include: oil in Algeria, Angola, Republic of the Congo, Cote D´Ivoire, 
Equatorial Guinea, Gabon, Kenya, Libya, Namibia, Nigeria and Sudan. Copper is extracted 
by Chinese firms in the Republic of the Congo, Zambia and DRC; chrome in South Africa 
and Zimbabwe; iron-ore in Gabon and fisheries in Ghana and Morocco. 
 
Table 6 and 7: Top 10 African recipients of China´s outward FDI flows and outward FDI 
stock in Africa ($ million), average 2005-2008 

Country China´s average 
FDI outflows 
2005-2008 

% 
 

South Africa 1,337.62 67.08 
Nigeria* 168.50 8.45 
Zambia 107.71 5.40 
Algeria* 92.99 4.66 
Sudan* 36.04 1.81 
Congo, D.R. 30.76 1.54 
Niger 28.63 1.44 
Madagascar 18.92 0.95 
Mauritius 17.16 0.86 
Egypt* 15.42 0.77 
Total 1,854.11 92.96 

 

Country China´s outward  
FDI stock 2008 
 

% 

South Africa 3,048.62 39.07 
Nigeria* 795.91 10.20 
Zambia 651.33 8.35 
Sudan* 528.25 6.77 
Algeria* 508.82 6.52 
Mauritius 230.07 2.95 
Tanzania 190.22 2.44 
Madagascar 146.52 1.88 
Congo D.R. 134.14 1.72 
Egypt* 131.35 1.68 
Total 6,365.21 81.48 

* crude-oil exporting African country. 

Source: Derived from Ministry of Commerce of the People´s Republic of China (2009). 

 

Beside Chinese mainly resource-seeking FDI character into Africa it is also market-seeking, 
since Kaplinsky and Morris (2009) find that, 46 percent of Chinese FDI into Africa was 
channeled into manufacturing between 1979 and 2000. Since 2000, Chinese garment firms 
made use of the preferential trade agreement of the African Growth and Opportunity Act 
(AGOA) and the Economic Partnership agreement of the EU conceded to African, the 
Caribbean and the Pacific (ACP) countries, to gain preferential access to the US-market via 
FDI into the export-platform Africa (Tull, 2006) – effectively third country market-seeking. 
According to OECD (2008) these trade agreements have largely contributed to the founding 
of apparel factories in Lesotho, Mauritius, Rwanda and Swaziland, as well as into the light 
manufacturing sector in Tanzania. However, past experience has shown that Chinese FDI 
flows into African non-resource sectors are highly volatile, observed when the Multifibre 
Arrangement (MFA) of the WTO expired in 2005 triggered that several Chinese investors 
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closed businesses in Africa, resulting into heavy job-losses in Lesotho for example (Goldstein 
et al., 2006).  
 
However, positive signs of FDI provoked the recent establishment of oil-refineries by state-
owned Sinopec and FDI into the telecommunication sector by Chinese Zhong Xing 
Telecommunication Equipment Company Limited (ZTE) that established a handset 
manufacturing production base and rural wireless network over $95 million in Abuja, the 
capital of Nigeria in 2006 (ZTE, 2006). Furthermore, infrastructure projects, which by 
definition are not categorised as FDI9, are frequently linked to resource-FDI deals and 
concessional loans and grants. For example Gabon´s $3.5 billion iron ore mining deal 
financed by China Exim includes investment into mining facilities and 2 hydroelectric dams 
(Foreign Policy, 2009). These deals are no different than the $2 billion oil-backed loans in 
exchange for development projects in Angola; $3.5 billion into Zambia´s Copperbelt region; 
$14.5 billion loan tied to copper and cobalt exploitation in the DRC, $9 billion to rebuild 
Nigeria´s the entire rail network (Naím, 2007). According to Kaplinsky and Morris (2009), 
The DRC will receive a $3 billion copper-backed loan from the Chinese Exim Bank, linked to 
transport and health projects carried out by Chinese firms (Brautigam, 2010). The list goes on. 
However, regardless of the close tie to Chinese FDI and large-scale infrastructure projects 
into transport, telecommunication and power in many cases conducted through Chinese 
material inputs and Chinese own labour imports has the potential to improve significantly 
African infrastructure – as titled by Brautigam´s (2009) latest contribution The Dragon´s Gift. 
This provides some hope that infrastructure in African countries will be there in the future, 
potentially spurring Africa´s development, while cutting transaction costs considerably for 
future FDI in non-resource sectors. 
 
In the past FDI played an important role in view of employment, technology spillovers, trade 
promotion and source of capital for developing countries (Navaretti and Venables, 2004). 
However, Chinese FDI in Africa is mainly resource-seeking. Meier zu Selhausen (2009) 
showed that there is no adverse Africa-effect on FDI relative to other developing countries of 
the sample for the period 1997 to 2006 contrary to Asiedu´s (2002) adverse regional Africa 
effect for the earlier period of 1988 to 1997. Furthermore, Meier zu Selhausen (2009) finds 
that global FDI into Africa is positively correlated with trade. Hence, China´s expanding share 
in exports is driven by its resource-seeking FDI in Africa. Consequently, raw-materials are on 
a large-scale transported away to China instead of experiencing local processing in Africa. 
Surprisingly, institutions had no negative impact on FDI flows to Africa, but promoted FDI 
into non-African countries where second non-resource-seeking branches of manufacturing 
and services require sound economic policies and institutions. The recent dynamism of 
emerging Asian economies, especially China and their associated demand for Africa´s natural 
treasures are likely to have caused this change and have the potential to sustain these recent 
estimation results in the future. 
 
Thus, Africa attracted FDI, regardless of their country´s institutions which suggest that 
institutions do not act as prerequisite for mainly Chinese resource-seeking FDI into Africa. 
This does not mean that Chinese multinational firms have a preference for investing in 
African countries in which the rule of law is largely disregarded. However, a plausible 
explanation is that FDI to African countries (mainly petroleum) is so profitable and 
indispensable that the return after adjusting for institutional deficiencies is large enough. 
Consequently, the significant concentration of Chinese pragmatic FDI in nations like Angola, 

                                                 
9 FDI was defined as an investment to acquire a lasting interest in a foreign firm where the foreign investor owns 
at least 10 percent of the ordinary shares by the OECD (1996). 
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the DRC, Equatorial Guinea, Nigeria and the Sudan where corruption is high redefines 
Africa´s investment risk profile and led to some serious concerns by OECD, IMF and World 
Bank. They fear that through Chinese large-scale investments they won’t be able anymore to 
argue that corruption deters FDI in their policy recommendations (The Economist, 2008). For 
example, Chinese FDI engagement with the Sudan, regardless of Sudan´s repressive regime, 
corruption and human rights violations, the Sudan entered the Chinese top 10 countries, 
favoured by Chinese companies by FDI outflows in 2006 (OECD, 2008). While other 
countries withdrew due to political reasons and embargoes, as for example Canada from the 
Sudan, Chinese CNPC gained a 45 percent stake in the Sudanese Greater Nile Petroleum 
Operating Company and invested into oil refineries and drilling licenses (Kaplinsky and 
Morris, 2009), indirectly benefitting from limited competition. Chinese FDI seems to be less 
risk-adverse than Western multinational companies, giving them a “first mover advantage” 
(Tull, 2006). Furthermore, China´s state owned oil-company Sinopec acquired 50 percent of 
Sonangol, Angola´s state oil company to form a joint-venture in 2006 and to develop a new 
refinery (OECD, 2008), while CNOOC gained a 45 percent stake in Nigeria´s Akpo oil field 
(OECD, 2008). However, with an exception of the Sudanese case Chinese nature of FDI 
outflows do not vary from those of British Petroleum (BP) in Angola and Royal Dutch Shell 
in Nigeria advancing their interests over many years, long before China gained ground in 
respect of FDI in Africa. It´s easy to condemn recent China´s FDI into oil and gas 
exploitation, if one neglects the dark history of how African institutions failed to translate 
their resource earnings from northern FDI predecessors into economic growth long before.  
 
The question today is: Are the Chinese precisely taking advantage of weak institutional 
arrangements to gain access to natural resources in Africa? However, we leave this question 
to be answered by other scholars since it exceeds the scope of this work. 
 
Its complex to say whether FDI has the potential to influence institutions since theoretically 
the causal direction is regarded to go the other way – a superior rule of law attracts FDI 
(Navaretti and Venables, 2004). However, the causal arrow between economic development 
and institutional change runs in both directions. Resource-seeking Chinese FDI in African 
countries is not particularly selective in terms of institutions and hence is unlikely to induce 
institutional change. Africa´s average score on Transparency International´s Corruption 
Perception Index has fallen steadily since 2000, reporting a historic low of 2.75 out of 10 
possible points in 2008 (The Economist, 2008). The exact impact of Chinese FDI can only be 
estimated by sincere reasoning of historical experience of commercial interaction and natural 
resources in Africa, which has been detrimental for economic development in general. 
However, good governance is one key of how in the past resource-wealth was able to undergo 
the transformation of a sustainable income á la Botswana and Chile. The diversification of 
FDI into other industrial sectors will be imperative for sustained growth, which is more likely 
to occur via major enhancement of institutional quality. Africa´s future sustained growth and 
industry diversification will hinge on the relative progress of institutions compared to the rest 
of the developing world. Resource-seeking FDI in Africa does not require reliable institutions 
as secondary industry branches of manufacturing does. This may become a vicious circle, 
increasing trade and specialization in a small number of natural resource export products 
regardless of institutional prerequisites. 
 
In brief, the consequence of the “resource curse” can be two-folded for FDI in Africa. First, 
resource-dependent African countries have on average poorer institutions, which attract 
mainly resource-seeking Chinese FDI, but crowds out simultaneously manufacturing FDI in 
the future as a result of institutional decay, while the profound dependency on natural 
resources in turn will reduce future growth. 
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5. Rural Africa reshaped – foreign acquisition of African land 
 

The race by food importing countries to secure farmland overseas to improve 
their food security risks creating a neo-colonial system.  
 

(Jacques Diouf – Director-General FAO, Financial Times, 2008) 
 

The third and final channel of how Chinese firms interact in Africa concerns the phenomenon 
of recent direct acquisition of African land territory, destined for China´s and other emerging 
countries’ offshore food production. 
 
Historically, China has been famous for its high agricultural productivity. The Chinese 
Yangzi Delta had a higher agricultural output per worker, far more sophisticated irrigation 
techniques and water-control mechanisms until the XVII century, much earlier than in 
Western Europe (Pomeranz, 2000 and Allen, 2004). During the Ming (1368-1644) and major 
period of the Qing Dynasty (1644-1912) farmers were able to feed a growing, increasingly 
urbanised population. Hence, in a historic perspective Chinese recent increase in food imports 
and foreign land acquisition marks a unique move for China to ensure food supply. Today, 
there is a tendency for Africa that economic history repeats itself, as once new world colonies 
“priming the pump” of European economies. At that time England obtained its sugar (for 
calories) and cotton (for clothing) from their colonial “ghost acres”, being almost twice as 
large in volume as their domestic arable land (Pomeranz, 2000). 
  
In 2010, China needs to feed approximately 20 percent of the world´s population and 40 
percent of world´s farmers with only 7-9 percent of the world´s arable land (Grain, 2009). 
Between 1996 and 2006 China lost about 9 million of hectares of farmland to rising 
urbanization and migration, creates a growing pressure to secure supply of foreign agricultural 
products, since domestic food supply may not increase as rapidly as population growth, 
suggesting the signs of the classical Malthusian dilemma. China´s growing prosperity and 
enlarging middle-class contributes to a major change of diet. Chinese per capita meat 
consumption rose from 16 kg in 1983 to 53 kg in 2007, while the world per capita average of 
meat consumption amounted to 41 kg per in the year 2007 (World Resources Institute, 2007). 
 
Furthermore, the recent acquisitions of Chinese companies of foreign African land for grain 
and palm oil production, not only demonstrates a recent distrust in market-values when it 
comes to alimentation but exemplifies the trend that Chinese labour work the land in Africa 
(instead of local Africans) to export grain back home for later biofuel fabrication and food-
processing. According to The Economist (2009b), there were 1 million10 Chinese working in 
China in 2009. The food output of large scale farming of African lands is not destined for 
consumption by Africans, hungry as they might be, but to be transported back to China´s 
oversea market to keep up with new middle class consumption patterns, for which food and 
cars have become important. In 2009 China purchased 2.8 million of hectares of DRC land, to 
grow palm oil for biofuel production (The Economist, 2009b). This represents the largest 
agriculture deal so far by any nation in Africa and world´s largest palm oil plantation. 
Analogous, rice is grown on 10,000 hectares of land in Cameroon for local rice production by 
a Chinese company; Chinese Chongqing Seed Corp announced that it had selected 300 
hectares of land for the production of hybrid rice in Tanzania (Grain, 2009), and China is still 

                                                 
10 According to Kaplinsky (2007) there are 200,000 Chinese living in South Africa, 100,000 in Angola and more 
than 20,000 in Zambia. 
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negotiating to grow biofuels on 2 million of Zambian hectares by the end of 2009 (The 
Economist, 2009b). 
 
Second, China escapes high market prices for food which have been triggered by the latter 
and other nations itself due to their increased demand for agricultural production. However, 
higher demand as discussed in Section 3.1 has improved the terms of trade for many African 
oil, mineral and agricultural producers. Agricultural output which has been subject to market 
trade however, is about to become substituted partly by private foreign companies through 
private acquisition of fertile overseas agricultural African land. 
 
While Asian economies scaled the manufacturing sector, the majority of African nations has 
been relegated to agricultural and energy producer. Africa is still largely connected to the 
world economy through agricultural exports, contributing on average to 17 percent of GDP, 
11 percent of export earnings and 57 percent of employment in agriculture for African 
countries (FAO, 2008). Farmers and local communities will inevitably lose access to land for 
local food production in turn for long-term control of large scale farming for oversea markets 
(Grain, 2008). Furthermore, land reform may be constrained in the future. On the other hand 
most of these lands were unused before purchase of companies from China, India, Japan, 
Malaysia, Korea, Egypt, Libya, Bahrain, Jordan, Kuwait, Qatar, Saudi Arabia and United 
Arab Emirates. In addition, only 14 percent of the 184 million hectares of potential arable 
land in Africa were cultivated (FAO, 2008). However, foreigners may introduce other 
varieties of seeds, training and latest agricultural techniques that have been successful in their 
own countries. In sum, the early consequences for African countries remain inconclusive; 
however signal a new stage of commercial philosophy on food security. The future will show 
whether “ghost acreage” in Africa will yield positive outcomes for African economies in 
terms of agricultural techniques, equipment, local alimentation and employment. 
 
 
6. Conclusion and Policy Implications 
 
Historically, international trade played a direct role in the growth of nations. In theory, trade 
can encourage or discourage the growth of income. This work treated opportunity and risk 
originated from recent Sino-African trade and FDI dynamics in a historical perspective. 
 
In the past decade, China uncovered “Africa´s profitability” what UN-secretary Kofi Annan 
once called “one of the best kept secrets in today´s world economy” to still their hunger for 
natural resources, in particular oil and minerals, to sustain their own persistent economic 
growth. However, Africa´s “profitability” is driven by mainly natural resource extraction. 
China became the largest exporter in 2010 and will soon be the biggest economy in the world 
in terms of GDP. Furthermore, China´s role in Africa is more strategic, pragmatic and 
commercial than of any other country practiced since African independence and consequently 
will influence the shaping of Africa´s growth path, via trade and FDI also in the future.  
 
Bilateral trade between Africa and China Chinese has shown a phenomenal rise during the 
past decade, making-up a significant 10 percent of African exports to China, topping $92 
billion in 2008. Additionally, among developing countries Africa became China´s target 
region for FDI, representing about 10 percent of China´s total FDI outflows. However, trade 
and FDI are predominantly directed to natural resource extraction sectors in African countries, 
especially oil and minerals. 
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The second conclusion is that competitive Chinese manufacturing low-cost imports have 
replaced domestic production and have the potential to out-compete African manufacturers in 
local and third markets, above all in the textile sector. However, African consumers gained 
from falling Chinese low-cost manufacturing export prices. Chinese increased demand for 
natural resources created complementary effects on African economies, increasing 
commodity prices, which subsequently improved the terms of trade for African commodity 
exporters. However, the revenues from the resource boom are likely to be “consumed” by the 
“resource curse”, originated by poor institutional quality. 
 
Third, the arrival of the new industrial goliath China bears serious future growth restriction for 
African economies, to break into global manufacturing markets. The same process of the 
wage-gap, which prevailed between the Asian “Flying Geese” and the industrialised World, 
and thus allowed Asia to enter world markets of manufactures, impedes today a comparable 
development for African economies - locking Africa into natural resource exports. When 
China´s exchange rate, cost- and wage advantage fade, it will ease the entry of Africa and other 
developing countries on the manufacturing stage. However, China still has a large pool of workers 
in the countryside striking into low-cost manufacturing employment.  
 
A fourth finding is that the quality of institutions does not act as equitable driver of Sino-
African resource trade and FDI flows. This development has the potential to impede 
institutional change in African countries through the process of the “resource-curse”. 
Moreover, it´s the low institutional settings which have the potential to crowd out the second 
wave of future FDI in non-resource sectors, such as low-cost manufacturing in textiles, 
proven to be a stepping stone for industrial development. However, Chinese investment nor is 
merely exploitative but is linked to the creation of a new African transport, 
telecommunication and power infrastructure, which has the potential to serve as a base for 
future FDI-waves into the low-cost manufacturing sector. 
 
Fifth, both Sino-African trade and FDI are narrowly associated with increased specialisation 
of natural resource exports for African economies, rather than reinforcing export-
diversification away from commodity extraction, which will increase the vulnerability of 
African economies to unstable revenue inflows due to fluctuations in commodity prices in the 
long-term. 
 
Sixth and final, African land acquisition marks a unique move for China and other emerging 
countries to ensure food supply of a growing population and changing consumption patterns 
in their home countries. This new development undercuts market trade and brings colonial 
thoughts of “ghost acreage” to mind – reshaping rural Africa. 
 
African countries, enduring competitive effects of Chinese mercantilism should consider 
taking protectionist response – and that is up to Africa’s leaders to shape the relationship to 
serve their own ends. So that the Chinese miracle does not become simply another lost 
opportunity for Africa, African governments are required to protect their home markets and 
condition natural resource deals with development strategies (infrastructure and training) and 
the implementation of secondary industries, which may open the doors for diversification and 
long-term growth, while reducing the restraint of the “resource curse”. Above all, the 
promotion of good governance and the reduction of corruption is a precedent condition for 
future African growth and non-resource-seeking FDI and trade. Oil need not to be a curse. 
 
Historically, multinational oil and mining firms benefited from asymmetric bargaining power, 
capturing natural resources in the less developed world (Humphreys et al., 2007). However, 
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oil and minerals are highly demanded scarce commodities. On the other hand, natural 
resource´s bargaining power has fallen short of potential and is undermined by rent-seeking 
and corrupt government officials of resource-cursed countries, unable to implement 
sustainable growth promoting measures. The potential “muscle-power” of resource-endowed 
African countries needs to be harnessed to force investment from China and other investors 
into oil-processing (refinery) and non-oil-related industries, setting up the institutional 
framework and fiscal policies to finally lift the “resource curse”, which detains FDI and trade 
into these specific branches, imperative for future development in Africa. 
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8. Appendix 
 
Table 1: China´s outward FDI, 2003-2008 

 
*Latin America excluding British Virgin Islands and Cayman Islands 

Source: Derived from Ministry of Commerce of China of People´s Republic of China (2009). 
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