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Sixty years ago today, the Chinese people finally won the great victory in the Chinese
revolution... Today, a socialist China that is oriented to modernisation, to the world, and
to the future is standing toweringly in the eastern world. Looking forward to the future,
the prospect of China’s development is infinitely bright.

Chinese President Hu Jintao addressing the Chinese people on the 60th anniversary of the
People’s Republic of China, 1 October 2009
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Fighting for Trade: China and the Threat of Protectionism

President Hu Jintao made it clear to the visiting President Obama in November that China is serious about
the need to fight protectionism in all its forms. Yet what is the real extent of the threat of protectionism fac-
ing China? While the global financial crisis may not have initiated a deluge of trade restrictions like that
which ensued in the Great Depression, China has reason enough to fear protectionism. By Barry van Wyk.

On 17 November 2009, the third day of President Obama’s
state visit to China, after hours of talks the two heads of
state conducted a press conference where they delivered a
joint statement. While accepting the inevitability of differences
on certain issues, both presidents spoke of mutual respect and
goodwill that will facilitate far-reaching cooperation in the fu-
ture. Speaking first, President Hu Jintao described the talks as
candid, constructive and very fruitful, with the two sides reach-
ing broad, important agreement. Yet given the differences in
natural conditions, he continued, it is only normal that the two
sides may disagree on some issues. For his part, President
Obama welcomed China’s efforts to play a greater role on the
world stage, a role in which a growing economy, he added, is
joined by growing responsibilities.

The Chinese leader left no doubt as to what he chose to em-
phasise to his US counterpart. Both sides, he stressed, needed
to reject protectionism in all its manifestations in an even
stronger stand. As economic policies aimed at restraining trade
between states through methods such as tariffs on imported
goods and various regulations to discourage imports, protec-
tionism presents a very pertinent threat to Chinese exports
and all the industries, jobs and people that depend on them. In
a global economic environment still reeling from a financial
crisis and a vast contraction in world trade, the fight between
countries for market share and ultimately for revenue has be-
come even more intense. Governments have faced more acute
pressures from their constituents to save and create jobs and
wealth, and in the complex system governing commerce be-
tween countries, desperate times seem to have inspired des-
perate protectionist measures. Having in 2009 become the
world’s leading exporting nation (see chart opposite), built on
a decades-long booming economy very successful in gaining
global market share by means of cheaper exports, China has
reason enough to fear protectionism.

Strong words

The two months leading up to Mr. Obama’s visit to China were
complicated by what China clearly regarded as a number of
protectionist policy decisions in the US, notably the imposition
of punitive tariffs on Chinese tyres and preliminary duties on
Chinese steel products. These provoked retaliations in China,
notably in October when preliminary steps to increase tariffs
on US-made luxury vehicles were announced. Yet on the day
after Mr. Obama arrived in China, a spokesman for China’s Min-
istry of Commerce criticised the US for becoming increasingly
protectionist. Earlier in November, the same spokesman stated
that China was suffering heavily from trade protectionism,
which had been rising, he said, since the start of the financial
crisis.

Gary Locke, the US Secretary of Commerce, answered these
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claims by strongly denying that the US was increasingly en-
gaging in protectionism. He insisted rather that the US was
seeking to hold China to existing trade rules. Mr. Locke’s assur-
ances, however, were drowned out by a chorus of Chinese offi-
cials deploring the threat of protectionism currently facing
China. Apart from President Hu and Premier Wen Jiabao, who
both raised the issue with Mr Obama, Li Dongrong, an assis-
tant governor of the People’s Bank of China, in early November
warned that rising trade and investment protectionism was
one of the major threats to global economic recovery. In Octo-
ber, the Chinese newspaper Global Times described China as
currently swirling in a pool of protectionism, threatened by a
broad blockade of Chinese products, brought on by Mr.
Obama’s agreeing to tariffs on imports of Chinese tyres and
steel products.

Tough times

China’s exports have not been part of the strong rebound of its
economy in 2009 under the force of stimulus-led investment.
While increasing industrial output and retail sales were strong
features of China’s drive for 8% GDP growth in 20009, falling ex-
ports were a major drag on growth throughout the year. Yet
while China’s exports may have been decreasing on average
(the World Bank forecasts China’s exports to decrease by
12.4% in 2009 and for net exports to drag down annual GDP
growth by 3.4%), because of what the Bank calls the strong and
increasing fundamental competitiveness of China’s manufactur-
ing industry, China is expected to continue increasing its
global market share in 2010.

Times of economic peril usually create environments that pro-
tectionism thrives in. Amid economic decline and rising unem-
ployment, governments are more likely to bow to pressure
from domestic groups for protective measures like new import
barriers. The severity of the global slowdown has inevitably
drawn the present crisis into comparisons with the Great De-
pression, during which countries responded with a deluge of



tit-for-tat protectionism. When the Smoot-Hawley Tariff Act—
which vastly increased tariffs on several hundred imported
goods—was passed in the US in June of 1930, it immediately
led to spiralling protectionism in which countries retaliated to
each other’s measures, turning a financial crisis into a depres-
sion and causing world trade to contract by 30% between
1929 and 1932. Undoing these trade barriers, moreover, re-
quired decades of negotiations in the post-World War Two pe-
riod.

With echoes of the Great Depression, since late 2008 global
trade flows have indeed collapsed to an unprecedented extent
in the post-war period, falling by 15% between Q2 2008 and
Q2 2009. Unlike in the 1930s, however, tariffs are now bound
by agreements under the World Trade Organisation (WTO,
which China joined in 2001), which can be used for dispute
settlement should tariffs be raised above certain limits, and the
world’s leading economies have collectively agreed at G20
summits not to respond to the financial crisis by engaging in
protectionism. Also unlike the situation 80 years ago, the glob-
alised and integrated nature of some of today’s supply chains
often makes the imposition of trade barriers universally unde-
sirable, as countries would be unable to impose tariffs without
harming the competitiveness of their own firms.

Have global responses to the financial crisis then been much
different from the pervasive protectionism of the Great De-
pression? Global Trade Alert (GTA), a unit coordinated by the
Centre for Economic Policy Research based in the United King-
dom, was set up in June 2009 to investigate state measures
taken during the current global downturn. Since that time GTA
has investigated over 425 state initiatives from around the
world, in order to check whether a state initiative tilts the play-
ing field against foreign firms. The resultant findings, which
GTA sums up as a continuing protectionist juggernaut, found
that of the 280 state initiatives that have been implemented
since November 2008, a total of 192 unfairly favoured domes-
tic commercial interests. The overwhelming picture, GTA con-
cluded, was one of planned state initiatives that reversed the
25-year trend towards open borders. GTA reckons, further-
more, that there are plenty more measures in the pipeline.

China, India, Indonesia, the US, the UK, Russia, Germany, Spain,
France and Poland were all found by GTA to have already
taken measures that harm 100 or more of their trading part-
ners, and China was easily the most frequently targeted coun-
try, especially of measures for which implementation is still
pending (see table opposite). Tariffs were found to have been
used 31 times against Chinese interests, and bailouts or import
licensing were implemented by 56 nations. In the entire GTA
database, bailouts and state aids (mostly implemented by
OECD, i.e. developed, nations) were the most frequently-used
source of discrimination, accounting for over 30% of all dis-
criminatory measures. Indeed, non-tariff forms of protection-
ism (so-called ‘creeping protectionism’) like bailouts and state
aid have become defining features of the global response to
the financial crisis. Banks and other industries have been
bailed out by governments the world over, and the latter have
faced pressure to save jobs and to spur domestic demand.
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Biggest Targets of Discriminatory Measures Recorded in the Global

Trade Alert Database, June-September 2009

No. of discrimi- No. of trading part- No. of pending meas-
natory meas-  nersimposing dis-  ures which would

Target . - o
uresimposed  criminatory meas-  harm target if imple-
on target ures mented

1.China 99 56 77

2.The US 86 49 19

3. Germany 84 30 30

4. France 78 29 24

5. Japan 78 46 23

6. Belgium 78 28 21

7.The UK 72 29 20

8. Netherlands 71 28 18

Because the GTA investigations only date from November
2008, its findings are not comparable with previous years. Yet
evidence of an increasing protectionist trend over recent years
is found in the World Bank-sponsored Global Antidumping Da-
tabase. While designed to protect local firms from the dump-
ing of cheaper products by foreign exporters, anti-dumping
measures are easily utilised as protectionist tools putting for-
eign firms at an unfair disadvantage. In a report published in
October, the Global Antidumping Database reported that in Q3
2009, WTO-member governments had initiated 44 new prod-
uct-level investigations for the imposition of import restric-
tions such as antidumping and global safeguards. The number
for Q3 represented a 52.6% increase compared to Q3 2008.
The cumulative number of such new requests for protection
throughout the first three quarters of 2009, furthermore, was
30.3% higher than the same period in 2008, which in turn was
36.4% higher than in 2007. While the targeting of imports from
China in this regard is not a new phenomenon, industry de-
mand for new import restrictions against China nonetheless
increased by 22.7% in 2008, and by an estimated 7.8% in 2009.

Troublesome tyres

In an environment marked by increasing protectionism then,
the recent case of US import restrictions on Chinese tyres was
a typical example of how in the present circumstances a com-
plex trade dispute can arise and the reactions it can elicit. Mr.
Obama’s decision on 11 September to impose a 35% addi-
tional tariff for one year (the US already had a 4% tariff) on
automobile and light-truck tyres imported from China was a
victory for United Steelworkers, the union that represents US
tyre workers. Imports of 41 million Chinese tyres per year, the
union claimed, have resulted in the loss of 5,100 jobs in the US.
The decision marked the first time that the US has invoked a
special safeguard provision (permitted until 2013) included in
the agreement underpinning China’s accession to the WTO in
2001. Under the terms of the provision, US producers can ask
for protection if they are able to prove that their industry has
been harmed by a surge of Chinese imports.

China’s Ministry of Commerce made clear its dissatisfaction
with what it saw as the US" misuse of the safeguard provision.
Chen Deming, China’s Minister of Commerce, described it as
grave protectionism which was sending the wrong signal to
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China Trade Surplus with the US, Jan-Dec 2009, USD bn
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the world. Chinese industry associations like the China Rubber
Industry Association (CRIA) and the China Chamber of Com-
merce of Metals, Minerals & Chemicals (CCCMMC) urged the
Chinese government to take retaliatory trade measures
against the US. In a bleak assessment of the impact of the new
US tariffs on China’s tyre industry, the chairman of CIRA stated
that the decision may affect the employment of some 100,000
workers in China and may result in an aggregated loss of USD
1 billion to China’s tyre exporters. Only two days after the an-
nouncement of Mr Obama’s decision, China responded by tak-
ing the first steps toward imposing tariffs on imports of US
automotive products and chicken meat.

Fighting by the rules

The tyres case may at first have caused a degree of consterna-
tion in China and elicited retaliation, yet like Messrs. Hu and
Obama affirmed in their November joint statement, both sides
subsequently downplayed the possibility of a trade war
marked by tit-for-tat protectionism. Instead, China has indi-
cated that it would rather lodge an appeal with the WTO. Yet
while the WTO has served well in the past to arbitrate trade
disputes between the US and countries in Europe, it remains to
be seen whether China and the US are similarly able to use the
WTO dispute settlement mechanism to prevent the imposition
of new trade barriers. In fact, due to China’s very effective strat-
egy of promoting economic growth by acquiring foreign tech-
nology and rapidly expanding manufactured exports, the con-
sistent growth of Chinese exports over time has resulted in
large bilateral trade imbalances, notably with the US (see chart
above). These imbalances have presented a distinct challenge
to the WTO trading system with its guiding principles of recip-
rocity and market-opening concessions.

In the first few years after its accession to the WTO in 2001,
China was only challenged in one dispute (a 2004 case
brought by the US on value-added tax on integrated circuits,
which was quickly settled). Yet the period 2006-2008 saw a
number of new disputes brought against China: alleged dis-
criminatory treatment in China of auto part imports (by the US,
EU and Canada, 2006); tax refunds and subsidies (by the US
and Mexico, 2007); China’s treatment of intellectual property-
intensive industries such as movies, music and books (by the
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US, 2007); and the regulation of foreign financial information
firms like Bloomberg, Dow Jones and Thomson-Reuters (by the
US, EU and Canada, 2008). For its part, since 2001 China has
dabbled in three WTO disputes of its own, although these did
not provide a thorough indication of China’s strategy and in-
tentions in such disputes. It has been biding its time, however,
choosing to be a ‘third party’ observer in over 60 WTO dis-
putes, and the increasing use of these against China since
2006 has signified the growing appreciation, among its major
trading partners at least, of China as a major political player.

Stones on the road

The global financial crisis could have initiated a tide of protec-
tionism like that which occurred during the Great Depression.
Yet it did not. The Annual Report by the Director General of the
WTO, released in November 2009, concludes that the world
economy is about as about as open today as it was before the
crisis started. To be sure, what the report calls trade slippage
has occurred, including by most G20 countries. The crisis has
had its fair share of tariffs and non-tariff barriers on imports, as
well as export subsidies, state aids, antidumping and safe-
guard measures. Yet WTO members have not taken recourse
to widespread trade protectionism or trade retaliation. New
trade restricting or distorting measures that the WTO has ob-
served since October 2008, moreover, have affected no more
than 1% of world merchandise trade, and have been concen-
trated on agricultural and iron and steel products.

The threat posed by protectionism will persist, however, until
economic recovery is well-established, and as the data cited in
this article has reflected, protectionist measures are still in-
creasing, albeit incrementally. Yet the case of US import re-
strictions on Chinese tyres was a clear indication of just how
easily a potentially damaging trade dispute can flare up. In-
deed, the threat of protectionism facing China appears to be
far from over. The investigations carried out by Global Trade
Alert found 77 measures pending which, if implemented,
would harm Chinese commercial interests. This number is far
more than the pending measures directed at any other coun-
try, and echoes statements made by the head of the European
Union Chamber of Commerce in China, who in November
stated that Chinese manufacturers are currently saddled with
overcapacity and are disposing excess output on world mar-
kets. Because it takes 12 months to prepare a case alleging
dumping, he explained, China faces a protectionist backlash in
2010. Yet while the imposition of a protectionist measure is
often caught up in a media frenzy with heated calls for retalia-
tion, trade disputes are an undeniable part of complex trade
relationships between countries. When answering questions in
an online forum of People’s Daily in November, Serge Abou,
the Ambassador for the EU Delegation of the European Com-
mission to China, reassured his Chinese audience that trade
conflicts are only normal. He compared them to stones on a
road. When you walk on a road, he said, the thing you care
about should be the destination, not the stones on it. <>

Barry van Wyk, Consultant
barryvanwyk@thebeijingaxis.com
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Rare Earths: China’s Contribution to Modern Technology

In 2009, China was in the media spotlight a number of times, with one of the recent issues involving rare
earth metals and their compounds—products in which China dominates world production. In this article
we take a closer look at the history of the rare earth industry in China, the recent controversies surrounding
it, and some of the upcoming trends to watch. By Lilian Luca.

n addition to all the other trade disputes involving

China—tyres, steel pipes, books, chicken, etc—2009 has
also brought up a relatively obscure issue that keeps coming
back with a worrying consistency. This is the issue of rare
earths, where China has a dominant position as producer. The
Chinese government has imposed ever-increasing export du-
ties and quotas on the rare earths industry, and there are re-
curring rumours that the most valuable of these elements will
be prohibited from leaving China.

What are rare earths and why are they important?

Rare Earth Elements (REEs) are a group of 15 chemically-similar
elements called lanthanides (from element 57, lanthanum, to
71, lutetium). Commercially, REEs also include two elements
not strictly in the REE group, but which share with REEs some
chemical, functional, and occurrent features: scandium and
yttrium. They are all usually soft, ductile metals, with very
unique properties: catalytic, magnetic, optical and others. REES
are sometimes referred to as ‘industrial vitamins’ due to the
fact that tiny quantities of them, when added to other ele-
ments, tend to confer unique properties on the latter. In many
applications, moreover, no substitute has been identified for
particular REES.

These rare elements surround us in our everyday lives as part
of common high-technology and modern equipment. Of the
more familiar applications of REEs, neodymium is probably the
most widely known, as it is used in the light magnets found in
earphones, mobile phones, hard disk drives, and hi-fi speakers,
among others. Europium is present in the LCDs (liquid crystal
displays) of computer displays and flat-panel television sets,
while fibre optic cables that power the Internet depend on
erbium. The lenses in photo and video cameras are almost
exclusively polished with cerium oxide, and the even more
popular high-efficiency fluorescent light bulbs contain a few
different REEs. Other common applications of REEs include as
catalysts in oil refinement and as an aid for the cleaner burning
of fuel in automobiles, lasers, pigments, superconductors,
medical imaging devices, as well as in a range of other metal-
lurgical and nuclear applications.

REEs are not, strictly speaking, that rare. The least common of
them, lutetium, is more common in nature than silver, while
the most abundant REE, cerium, is more prevalent than cop-
per. The problem with mining REEs, however, is that they are
rarely found in economically viable concentrations, and tend
to occur together as a group, creating additional issues with
separation. Furthermore, the so-called light rare earths (LREES)
such as cerium and neodymium are more common and there-
fore cheaper than the less common and therefore very expen-
sive, heavy rare earths (HREEs) such as dysprosium and ter-
bium.

Production of REE Oxides, 1950-2006, ‘000 tons
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Burning issues with rare earths

The latest controversy surrounding REEs is, in a nutshell, the
following: China controls over 93% of the world’s REE produc-
tion. Every year China reduces export quotas and raises the
export duties for REEs, yet advanced ‘industries of tomor-
row’ (for example wind turbines, electric and hybrid cars)
worldwide depend on the availability and affordability of REEs.
Moreover, important defence applications (anti-missile de-
fences, jet engines, missile guidance systems, etc.) also use
REEs widely, thus making the issue of Chinese-only supply par-
ticularly sensitive.

China possesses around 50% of the world’s REE reserves, and
has over the past two decades supplanted the US as the pre-
mier world REE supplier, due to a few significant factors. First,
the development of REE resources has over the years received
Chinese government support (some sources even quote Deng
Xiaoping as saying that one day China will become the Saudi
Arabia of rare earths). Second, at the world’s largest deposit of
REEs, Bayan Obo (Baiyunebo) in Inner Mongolia, rare earths are
produced as by-products of iron ore mining, which dramati-
cally lowers their cost. Thirdly, China has also benefited from
being naturally endowed with rich, accessible HREE-
containing deposits, such as the ion-absorption ores in the
south of China. Lastly, the numerous small players active in
mining and processing REEs are highly competitive, while the
‘China factor’ helps keep production costs among the lowest
in the world, in a fashion similar to China’s other manufactur-
ing industries.

In a way, China’s REE industry has become a victim of its own
success. On the one hand, low production costs in China have
made deposits outside China uneconomic, while at the same
time increasing the range of viable REE applications. With new
applications and a multitude of competitive local suppliers,
China has also developed a vibrant, sophisticated group of
REE-based product suppliers for downstream applications (REE

China Business Solutions | 9
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Rare Wealth

China accounts for the vast majority of the world’s production of rare earths—17 elements—which are used in a wide range of products.

Rare Earth Mineral Production, ‘000 tons
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oxides, neodymium magnets, electric motors). The recent suc-
cesses of Chinese wind turbine producers and the ever-
growing numbers of electric bicycles on the streets in China
are, to some extent, due to the local availability and afforda-
bility of neodymium-containing permanent magnet compo-
nents of electric motors and generators, and an integrated
Chinese supply chain for such products. World leaders in REE
applications such as Rhodia of France and Showa Denko of
Japan have built manufacturing facilities in China, thus in-
creasing the share of value being added to REE products in
China, and transferring some of their skills and know-how to
Chinese industry.

But on the other hand, the fragmented nature of the Chinese
REE processing industry has also generated various prob-
lems—pollution, over-intensive mining, smuggling of REE ma-
terials abroad, low extraction rates, and low R&D expenditure
by most players due to a lack of scale. The Chinese govern-
ment has over the years been steadily reducing the REEs avail-
able for export via quotas and export duties, while also actively
encouraging M&A activity to increase scale and sophistication.
In 2009, significant progress has been achieved in consolidat-
ing China’s REE industry—three major players in China (Baotou
Steel’s REE division, Minmetals and Jiangxi Copper) have been

Rare Earth Deposits by Country
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Corps’ (ASX: LYC) very rich deposit and Kvanefjeld is held by Australia’s Greenland
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Scandium Stadium lights

Yttrium 39 Lasers

Lanthanum 57 Electric car batteries
Cerium 58 Lens polishes
Praseodymium 59 Searchlights, aircraft parts
Neodymium 60 High-strength magnets
Promethium 61 Portable X-ray units
Samarium 62 Glass

Europium 63 Compact fluorescent bulbs
Gadolinium 64 Neutron radiography
Terbium 65 High-strength magnets
Dysprosium 66 High-strength magnets
Holmium 67 Glass tint

Erbium 68 Metal alloys

Thulium 69 Lasers

Ytterbium 70 Stainless steel

Lutetium 71 None

identified as the companies to receive government support
and were chosen to lead the industry’s consolidation. Addi-
tionally, Baotou Steel has announced a joint venture with
China Investment Corporation, which means additional finan-
cial and political support.

Recent developments

As with virtually every other traded commodity, REEs saw sig-
nificant price increases in 2006-2008. The global financial crisis
introduced some price corrections, and currently suppliers in
China do not have any problems meeting market demand. But
with increasing demand from booming industries such as hy-
brid and electric vehicles, electric bicycles, wind turbines, car
batteries, and other ‘green’ applications, combined with the
Chinese government’s plans to limit supply and consolidate
the industry, it is certain that new sources of supply outside
China will be required soon.

There are quite a few production sites being developed at the
moment, for example in Australia, Canada, South Africa and
Greenland. Unfortunately, most of them will not be able to
ramp up output until 3-4 years from now, and significant envi-
ronmental, technological and financial concerns may yet keep
production costs high and supply outside China uncertain.
According to Roskill, these new sources of supply will become
available just in time, as by 2012 China’s own elevated de-
mand will have outstripped local supply, due to the growth in
high-tech industries.

The implications are sobering for the world’s mining commu-
nity and for investors as well as for governments. The Chinese
supply of REEs may become increasingly expensive and prior-
ity may be given in the future to China-based users (which can,
however, be foreign-owned). In our opinion, China is tighten-
ing control as a means of ensuring a stable and affordable sup-
ply to its domestic high-tech firms, as well as to increase the
value being added to REEs in China. It is most likely not trying
to ‘corner the market’ in REEs or attempting to extract higher
prices from buyers.



Most REE properties outside China are risky investment propo-
sitions due to their need to be mined as standalone minerals
(rather than by-products), high environmental and technologi-
cal costs, and lack of large-scale, efficient processing facilities,
and momentary dearth of capital. Without significant govern-
ment or corporate support (from leading world manufacturers
that use REEs such as Toyota or GE) deposits outside China risk
not being developed in time to meet growing demand, which
puts high-tech industries in the US, EU and Japan at significant
risk of tight supplies and escalating costs for REEs.<}>

Professor Fu Zhongde on Rare Earths in China

The China Analyst

Lilian Luca, Director
luca@thebeijingaxis.com

The author is indebted to USGS, experts from the financial blog
Seeking Alpha (Jack Lifton, Jim Kingsdale, Gareth Hatch and oth-
ers), REE resource companies Arafura, Lynas and Avalon, and Prof.
Fu Zhongde for making clearer this fascinating yet challenging
subject.

Professor Fu Zhongde is the chairman of Beijing Xiang Tai Rui Xi Rare Earth New Technology Application
Co. Ltd. He discusses REE industry issues, especially with regard to the history of China’s development of
rare earths and the status of Chinese rare earth processing technology. Now retired, Professor Fu was one
of the key scientists in the rare earth industry in China. By Lilian Luca (translated by Haiwei Huang).

Rare earth elements are often likened to the ‘vitamins’ of
industry. Their importance is fairly obvious today, with
the high technologies developing very fast. As far as we
understand, it was Deng Xiaoping who proposed the vi-
sion that China needs to strategically develop rare earths.
What is the background of this story?

Before the ‘open door’ reform policy in 1978, China was one of
the poorest countries in the world and hardly possessed any
foreign exchange reserves. Even when China’s leaders visited
other countries, they did not have sufficient foreign currency in
hand. At that time, Mr. Deng Xiaoping, the country’s paramount
leader, said that the “Middle East countries have oil, and China
has rare earths. Let us export rare earths to increase our foreign
exchange reserves.” After implementing deregulation policies,
China started to develop rare earths, which were regarded as
strategic resources, even though their mining was prohibited
before. With time, the rare earth industry’s development in
China speeded up rapidly, exports grew, competition heated up.
The whole industry entered a chaotic situation, which harmed
the sustainable development in China and the world.

During that disorderly period, the development actually caused
adverse effects on people’s lives and other industries, such as
agriculture. For instance, Jiangxi and Guangdong provinces
possess the most abundant heavy rare earth resources in China.
But due to the loose management system from central and local
government, unlicensed mining became commonplace. Thus,
resources were wasted significantly and the environment was
damaged extensively. From an economic point of view, it was
also unwise to compete for export sales by continuously lower-
ing prices, which only caused confusion and misunderstanding
with foreign buyers. In addition, there was quite a lot of smug-
gling of rare earths. None of these activities were beneficial for
trading between countries. Therefore, the government system-
atically tried to reign in the export of REEs during President Jiang
Zemin's time and have strategically governed the mining, pro-
duction and exporting of REEs after President Hu Jingtao came
to power.

Because China’s REE industry experienced such painful develop-

ments in the past, the government has the responsibility to
strictly administer the rare earth industry. One of the objectives
is to create an orderly and harmonious trading system. | think in
this respect, China’s scientific development approach does not
have any country boundaries, and makes sense in a global con-
text.

What specific laws or regulations have been formulated
and implemented to regulate the REE industry in China?
The regulation that we can refer to here is collectively referred to
as the ‘Rare Earth Industry Development Plan’, which is open to
the public. There is also a ‘Mineral Resources Law’, which is still
under revision. Both of them are guidelines for the industry at
present. | would like to emphasise that Chinese policies on rare
earths are intended to benefit not only the Chinese but the peo-
ples of all other countries in the world.

Will the Chinese government encourage domestic rare
earths companies to ‘go global’?

| am afraid the government will not do this. If on the one hand
the Chinese government regulates the industry and limits rare
earth exports, while on the other hand encouraging REE compa-
nies to ‘go global’, it would be contradictory and unfair. Hence |
do not think the government will do this.

What is currently the status of Chinese rare earth process-
ing technology compared to the rest of the world? How
advanced is it exactly? Will China require technological
assistance from overseas?

Rare earth processing technology in China is highly advanced
and can be regarded as filling an important gap in the world.
China can supply REE products as pure as 99.9999%, while for
example French companies can only produce 99.999% pure
products and Japanese firms generally produce 99.9% purity
products. In addition to the purity, Chinese technology now uses
low energy consumption, creates no pollution, and utilises a
zero discharge process. So in terms of rare earths processing
technology, China definitely leads the world and is certainly very
competitive. | can attest to that myself, being the owner of a few
patents in the field of ion exchange technology.
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FOCAC: A Win-Win Formula for Sino-African Relations?

The fourth Forum on China-Africa Cooperation (FOCAC) in Egypt was a sound platform for Sino-African co-
operation, yet the event illustrated two prominent features of China-Africa cooperation: 1) China is commit-
ted to Africa and is making good on its promised commitments, yet 2) Africa is neither united nor does it
have a coherent and strategic plan to meet China on middle ground. By Michele (Mitch) Cosani.

fficial publications state that FOCAC is a platform estab-
lished by China and African countries for collective con-
sultation, dialogue and cooperation in the context of South-
South interaction. The forum has two main characteristics:
® Pragmatic cooperation, with a view to furthering multilat-
eral consultation and enhancing cooperation; and
® Equality and mutual benefit in order to promote political
dialogue, economic cooperation and trade with a view to
advancing common development

FOCAC thus provides a unique diplomatic mechanism to en-
gender dialogue between China and Africa, while at the same
time facilitating the development of a common political and
economic agenda, with the purpose of advancing Sino-African
cooperation for mutual benefit. Chinese and African leaders
have the opportunity to meet and develop shared visions for
policy coordination, commercial interaction and common
prosperity.

The FOCAC process was conceived in the late 1990s as a result
of a number of African countries proposing the idea of such a
forum to the Chinese authorities, with a view to consolidating
and advancing Sino-African relations and interaction at the
multilateral level. China’s proposal to convene an appropriate
panel resulted in the establishment of the Forum on China-
Africa Cooperation at the ministerial conference held in Beijing
in 2000.

FOCAC I: Beijing, 10-12 October 2000

Over 80 Chinese ministers and 44 African countries, along with
representatives of 17 regional and international organisations,
attended the first FOCAC ministerial conference in Beijing in
2000. The main aim of the event was to create a framework for
the development of a mutually-beneficial, stable and long-
term relationship between China and Africa. FOCAC | con-
cluded with two documents: 1) the Beijing Declaration of the
Forum on China-Africa Cooperation, which outlined common
positions on key international issues, and 2) the Programme
for China-Africa Cooperation in Economic and Social Develop-
ment, which defined a number of measures for cooperation in
areas ranging from economics and trade to tourism, education
and the environment.

FOCAC II: Addis Ababa, 15-16 December 2003

The second FOCAC ministerial conference was attended by
more than 70 government ministers from China and 44 African
countries. The principle aim of the conference was twofold: 1)
to assess progress on the implementation of the various agree-
ments reached at FOCAC I, and 2) to outline a new, more fo-
cused action plan. As a result of clear discussions and commit-
ments from FOCAC II, the FOCAC Addis Ababa Action Plan for
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2004-2006 was developed. The action plan’s political frame-
work provided for continued high-level exchanges and en-
hanced political dialogue, along with a renewed commitment
from China to actively participate in African peacekeeping op-
erations. Cooperation would also take place on a range of se-
curity-related issues and in the field of social development,
including medical care, public health and cultural exchanges.
Another important feature of the plan was the focus on Sino-
African two-way trade. The action plan thus provided a com-
prehensive framework for Sino-African relations, with China
confirming its commitment to advancing Africa’s economic
and social development, and Africa being provided with a
range of incentives to engage its plans for progress more di-
rectly and intensively.

FOCAC IlI: Beijing, 4-5 November 2006

The first summit and third FOCAC ministerial conference was
attended by delegations from 48 African countries, with 42
presidents and prime ministers in attendance. In his address to
the summit, Chinese President Hu Jintao announced eight
commitments from China in respect to furthering Sino-African
relations. FOCAC Il furthermore conformed to a major Chinese
policy statement on Africa in the form of a white paper on
Sino-African relations, which had been released already in
early 2006. This document, which was largely based on previ-
ous Chinese policy directives, provided a detailed foundation
for the development of a long-term relationship between
China and the African continent. The paper predicted ongoing
economic development and an optimistic future for the conti-
nent, whose view contrasted starkly with the West's bleak and
often cynical view. It is intriguing to note just how the Chinese
view of Africa, one of opportunity and potential, is often
sharply juxtaposed against the generally-Western view of Af-
rica as still posing significant challenges and being fraught
with danger.
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Getting down to business: The opening session of the Beijing Summit
of the Forum on China Africa Cooperation (FOCAC), held in Beijing on
4-5 November 2006 .



The white paper—consisting of six sections each addressing a
particular area of China-Africa relations—confirmed China’s
intention to build a comprehensive and long-term relationship
with Africa, with Chinese policy grounded on a positive and
optimistic view of the continent. FOCAC Il therefore con-
firmed the priorities of the previous forums, as well as pro-
vided an expanded and comprehensive agenda for future
Sino-African relations.

A milestone result of FOCAC Il was the establishment of the
USD 5 billion China Africa Development Fund (CADF) in June
2007, one of the eight commitments announced by President
Hu Jintao during the summit. The fund’s principle aim is to
assist and support Chinese companies entering the African
market and to foster Sino-African trade relations.

FOCAC IV: Sharm el-Sheikh, 8-9 November 2009
A new chapter in Sino-African relations?

A number of high level visits took place in the run-up to the
November 2009 summit. In February 2009, Chinese President
Hu Jintao conducted a four-nation African tour to Tanzania,
Mali, Senegal and Mauritius, where he reiterated China’s un-
wavering support of the terms of the 2006 Beijing Action Plan,
and offered further aid provisions, debt forgiveness, and trade
and investment activities. In March 2009, a meeting was also
convened in Ethiopia between the CADF and representatives
from the Africa Union (AU) Commission, the African Develop-
ment Bank, the New Partnership for Africa’s Development
(NEPAD) and the Economic Commission, to discuss possible
partnership opportunities and areas of mutual interest. Build-
ing upon President Hu’s visit earlier in the year, Chairperson of
the Commission of the AU, Jean Ping, visited China in Septem-
ber 2009 where he participated in a strategic dialogue be-
tween the AU and China.

Conference of Chinese and African entrepreneurs
In order to galvanise the pragmatic focus of the FOCAC minis-

terial conferences, a forum for Chinese and African entrepre-
neurs was set up to complement the ministerial event. This

Meaning busnness Chinese Premler Wen Jiabao addresses the Third
Conference of Chinese and African Entrepreneurs at FOCAC IV, which
aimed to enhance and promote Sino-African business ties.

The China Analyst

conference, entitled the Conference of Chinese and African
Entrepreneurs, is now in its third rendition, having recently
preceded the fourth FOCAC ministerial conference on 7-8 No-
vember 2009. The entrepreneurial conference seeks to provide
a forum for Chinese and African entrepreneurs to discuss po-
tential business ventures and opportunities.

FOCAC IV Ministerial Conference

The recently concluded fourth FOCAC ministerial conference
attended by Premier Wen Jiabao and African heads of state
from 49 African countries presented an opportunity for Chi-
nese and African leaders to review progress made since the
Beijing Summit three years ago, as well as to adopt the Sharm
el-Sheikh Declaration and to determine the next three-year
action plan for enhancing Sino-African cooperation. Due refer-
ence was given to the significant challenges faced as a result
of the current global economic crisis.

Successful implementation since FOCAC I

In the Sharm el-Sheikh Declaration, attending ministers re-
viewed with satisfaction the implementation of the follow-up
actions to the Beijing Summit of the Forum and agreed that
the set objectives had been accomplished. The summits goals
included China’s pledge of USD 3 billion of preferential loans
to Africa, USD 2 billion of preferential buyer’s credit, and the
doubling of China’s 2006 assistance to Africa. Although diffi-
cult to assess—due to the limited dissemination of official data
and certain ambiguities in the definition of ‘assistance’ —the
prevailing view is that China was largely able to achieve its
stated commitments.

A noteworthy success was achieved in the cancellation of Afri-
can debt in the form of all the interest-free government loans.
Heavily indebted poor countries (HIPCs) and least-developed
countries (LDCs) that maintained diplomatic relations with
China were excused from debt that matured at the end of
2005. Other particular successes included 1) the further open-
ing of China’s market to Africa by increasing the number of
exports receiving zero-tariff treatment from LDCs in Africa; 2)
the training of African professionals in agricultural technology,
the building of 30 hospitals with malaria prevention centres,
the construction of rural schools, and an increase in the num-
ber of scholarships to African students; 3) the establishment of
the Zambia-China Economic and Trade Cooperation Zone in
the Zambian Copperbelt with other zones in Nigeria, Egypt
and Mauritius steadily coming on stream; and 4) the establish-
ment of the USD 5 billion CADF. However, success has been
particularly muted in respect to the actual rollout of the allo-
cated funding. At the time of the Sharm el-Sheikh conference,
the fund had invested around USD 500 million in 220 pro-
jects—a figure which represented roughly half the USD 1 bil-
lion made available to it upon its establishment.

Next steps in Sino-African ties

FOCAC IV demonstrated that relations between China and
Africa had not waned despite the challenges of the global cri-

China Business Solutions | 13



The China Analyst ]

sis. In fact, many argue that it served to further consolidate
Sino-African ties. What was noteworthy from the event, how-
ever, was a clear shift by China in respect of its commercial
engagements with Africa (a shift that was already alluded to by
President Hu in his tour of Africa earlier in the year and clearly
stated by Premier Wen during FOCAC IV) towards a far greater
focus on aid and debt relief than only profit-focused business.
This softening in attitude is further supported by China’s com-
mitments regarding education and training, skills and technol-
ogy transfer, agriculture, and health.

The above-mentioned shift in attitude can, in large part, be
attributed to the following factors: 1) China has been on the
receiving end of substantial criticism from predominantly
Western countries and institutions regarding its investments in
Africa that its intentions in Africa are solely driven by commer-
cial profit-seeking with little or no regard for the society that
these investments impact; 2) China’s realisation (supported by
a similar view among the African states) that there remain sig-
nificant challenges in terms of the structural imbalances in
trade between China and Africa (with an vast African depend-
ence on raw material exports, refer to the China-Africa Re-
gional Focus section of this publication which highlights the
significance of the structural trade imbalances); and 3) China’s
appreciation that a greater focus on Africa’s people and its
social structures would serve to bolster Sino-African ties, as
significant cultural and language barriers continue to provide
major challenges to Chinese businesses operating in Africa. In
fact, Premier Wen, in his address at the summit, mentioned the
distinct need to train Chinese companies in corporate social
responsibility matters so as to limit the number of barriers that
persist in hampering relations.

The next Three-Year Action Plan (2010-2013)

Chinese Premier Wen Jiabao, in his address to the opening
ceremony of the fourth FOCAC ministerial conference, pre-
sented China’s commitments for the following three-year pe-
riod (2010-2013), with a view to strengthening China-Africa
cooperation. These commitments included:

Climate change: China proposed establishing a China-Africa
partnership to address climate change. Under this initiative,
China will hold senior-level consultations with African coun-
tries, enhance cooperation on satellite weather monitoring,
develop and utilise new energy sources, prevent and control
desertification, and commit to urban environmental protec-
tion. Furthermore, China proposed the construction of 100
clean energy projects for Africa covering solar power, bio-gas,
and hydro power facilities.

Science and technology: China will enhance cooperation with
Africa in the fields of science and technology by the launching
of a China-Africa science and technology partnership. Under
this partnership, China will carry out 100 joint demonstration
projects on scientific and technological research, as well as
receive 100 African postdoctoral fellows to conduct scientific
research in China before repatriating them to their home
countries.
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Breaking new ground: The fourth ministerial conference of the Forum
on China-Africa Cooperation saw the adoption of a far ‘softer’ tone by
Chinain respect of its commercial engagements with Africa.

Developing African financing capacity: China will provide USD
10 billion in concessional loans to African countries and will
support Chinese financial institutions in setting up a USD 1
billion special loan facility for African SMEs. Furthermore, for
the HIPCs and the LDCs that maintain diplomatic relations with
China, China will cancel debts associated with interest-free
government loans with maturity dates at the end of 2009.

Zero-tariffs on African products from LDCs: China will further
open its market to African products by phasing in zero-tariff
treatment for 95% of the products from the African LDCs that
maintain diplomatic relations with China. 60% of the products
will become tariff-free before the end of 2010.

Agriculture: China will further enhance agricultural cooperation
with Africa by increasing the number of agricultural technol-
ogy demonstration centres built by China in Africa to 20. China
will furthermore send 50 agricultural technology teams to Af-
rica, and train 2,000 agricultural technology personnel for Af-
rica so as to strengthen Africa’s ability to maintain food secu-
rity.

Medical care and health: China will increase its commitment to
medical care and health by providing equipment and anti-
malaria materials to the value of RMB 500 million (USD 73 mil-
lion) to the 30 hospitals and 30 malaria prevention and treat-
ment centres built by China, and by training 3,000 doctors and
nurses for Africa.

Human resource development and education: China will en-
hance cooperation in human resource development and edu-
cation by building 50 China-Africa friendship schools as well as
training 1,500 school principals and teachers for African coun-
tries. By 2012, China will increase the number of Chinese gov-
ernment scholarships to Africa to 5,500, and will train a total of
20,000 professionals of various disciplines for Africa over the
next three years.

People-to-people and cultural exchanges: China will expand
people-to-people and cultural exchanges by proposing the
launch of a China-Africa joint research and exchange pro-
gramme. This will enable scholars and think tanks to increase



exchanges and cooperation, share development experiences,
and provide intellectual support for formulating improved
cooperation policies between the two sides.

A strategic opportunity for Africa

These commitments from China stand in stark contrast to the
lack of any formal, coherent and united policy from Africa.
What is clear from the summit is Africa’s distinct need for a
strategy to approach and engage China on a reciprocal basis.
The fact that a large part of the summit was based on assess-
ing China’s implementation of its previous 2006 commitments
serve to further highlight the skewed nature of the relation-
ship. China was instrumental in encapsulating its commit-
ments to Africa in its eight-step action plan, yet African coun-
tries did not prepare any pledges, nor did they establish any
benchmarks upon which they could be measured by 2012.
This is worrying for a relationship which is purported to be
based upon reciprocal values of cooperation, trust and mutual
development.

Another worrying aspect of the recent Conference of Chinese
and African Entrepreneurs was the almost complete absence
of the African private sector. Around 300 Chinese companies
were present at the business matching sessions, yet there
were only a handful of African counterparts on hand to share
and discuss potential business opportunities. China and Chi-
nese businesses continue to display a willingness towards
building long-term economic relationships with the continent.

The China Analyst

Yet African companies leave much to be desired in proactively
seeking relationships with Chinese firms. It is the responsibility
of Africa to step up efforts to connect itself internationally in
order to meet China half-way.

In conclusion

That FOCAC provides a platform for pragmatic cooperation,
equality and mutual benefit remains undisputed. However,
overall success of the forum will lie in addressing some of the
imbalances that currently persist, both from a government and
political level, as well as from a trade and business level.

China has taken a bold first step in addressing some of these
imbalances by adopting a softer stance in its engagements
with Africa and by pledging a new set of commitments to
guide Sino-African relations for the next three-year period. The
ball is now proverbially in Africa’s court as to the manner in
which it will develop a structured, coherent, and assertive plan
to guide the continent’s engagement with China. <P

Michele (Mitch) Cosani, Manager
michelecosani@thebeijingaxis.com
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About THE BEIJING AXIS

The China Compass—~February 2010 is the first edition of 2010 and looks at China at the start of the ‘second decade’. The China Compass
is a publication by THE BENING AXIS China Strategy Group. It is a navigational instrument for determining China’s direction relative to the
world’s economic poles. In this forthcoming edition, The China Compass will include detailed analysis of China’s economic recovery, and
will illustrate the centrality of China’s economy as a driver of global economic recovery in the wake of the global financial crisis.

Combining basic country data with more detailed analysis of a wide range of macroeconomic and social data, The China Compass—
February 2010 will present a comprehensive picture of an ever-changing and evolving Chinese landscape.

The China Compass, published in presentation form, is full of up to date statistics, topical themes and insights. It is easy to read and pre-
sents a rich, useful desk-reference for executives with a China agenda.

The China Compass will be available for download from the Knowledge section of THE BEIJING AXIS website at www.thebeijingaxis.com. Alternatively, to request a
copy of The China Compass, please send an email to barryvanwyk@thebeijingaxis.com.

| 15



MACROECONOMY M Z235%

The China Analyst

Macroeconomic Monitor: China Marches On

China’s Premier Wen Jiabao stated in December that the Chinese people can be proud of the country’s eco-
nomic performance and effective stimulus measures in 2009. In a year in which China became the world’s
leading exporter and seemed poised to surpass Japan as the world’s second-largest economy, China has
brushed off a sluggish first quarter to end the year with 8%-plus GDP growth. Now, the real challenge in
2010 will be to successfully move beyond stimulus-led growth. By Barry van Wyk.

hina’s economy expanded by 8.9% in Q3 2009, which

followed growth of 7.9% in Q2. GDP is set to exceed 8%
in 2009; we expect a figure of 8.3%, with a forecast of 10.4% for
Q4 2009. At the start of 2010, after a year in which China’s resil-
ient stimulus-led economy played an enormous role in stabilis-
ing the global economy, China’s performance in 2009 appears
all the more remarkable, especially considering how different
the picture seemed at the start of the year. After the thousands
of factory closures and perhaps millions of job losses that oc-
curred mostly in southern China in the second half of 2008,
GDP grew by only 6.1% in Q1 2009, possibly the lowest quar-
terly growth rate since China began publishing quarterly fig-
ures in 1992, Yet the impact of the government’s USD 586 bil-
lion stimulus spending from late 2008 quickly became evident
after Q1 2009. The composition of 7.7% GDP growth for the
first three quarters of 2009 clearly illustrated the impact of the
stimulus: consumption contributed 4.0%, and while net ex-
ports subtracted 3.6%, gross capital formation (comprising
stimulus-intensive fixed asset investment subsectors) contrib-
uted a full 7.3% to overall growth.

From Q2 2009, virtually all of China’s economic indicators pro-
gressively began trending upwards again, from industrial pro-
duction to retail sales, electricity consumption, money supply
and the official Purchasing Managers Index (PMI). Large stimu-
lus spending on infrastructure launched in 2008 has been in-
strumental in vastly increasing production in China’s factories.
With factory output in November increasing by 19.2% y-o0-y,
possibly the fastest pace of growth in more than five years, the
buoyant mood was reflected in the HSBC PMI survey, which
rose to 56.1 in December, the highest level since the survey
was first conducted in April 2004. The official PMI survey for
December likewise surged to a 20-month high.

An impressive feat of investment

Given the emphasis on infrastructure spending in China’s
stimulus plan, the vast majority (with estimates of as much as
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95%) of China’s 7.7% growth in Q1-Q3 was concentrated in
fixed asset investment such as factories and the rail network
(see investment chart below). Indeed, January to November
2009, urban fixed-asset investment increased by 32.1% y-o-y.
More specifically, during the same period, fixed-asset invest-
ment in the cement industry, for example, amounted to USD
22 billion, an increase of 59.8% y-o0-y. According to China’s Na-
tional Bureau of Statistics, spending on railroads is growing
faster than any other area of investment, increasing by 80.7%
y-0-y in the first eleven months of 2009. The foremost rail pro-
ject currently underway is the 1,318-kilometre high-speed line
between Beijing and Shanghai, complete with 16 kilometres of
tunnels, that will cut the journey time from 10 hours to five.
Set to become operational in 2012, the USD 32 billion project
in December was employing 127,000 workers, and eclipses
even the Three Gorges Dam hydroelectric project as the most
expensive engineering project ever in China.

While the high-speed rail network is emblematic of China’s
investment-led economic expansion in 2009, without a surge
in consumer spending and exports it is uncertain how China
will be able to maintain rapid economic growth once govern-

China Monthly Retail Sales, % y-o0-y, USD bn
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ment stimulus support is wound down. Retail sales of con-
sumer goods grew consistently in 2009 (in November retail
sales increased 15.8% y-0-y, see chart on previous page), and
China’s car market, for example, has grown especially fast. As a
tool of public investment, China’s massive stimulus has proved
to be very successful as a lever of growth, and it has allowed
the Chinese economy to flex its muscles in a very challenging
global economic environment. Yet prospects for continued
expansion in 2010 depend largely on getting the timing right
of when exactly to curtail government support for the econ-
omy and setting it on a more sustainable growth path more
reliant on consumption and less on investment.

Uncertainties going forward

Repeating the success of 2009 in 2010 will require the effective
management of a number of issues, the most important of
which are China’s exports, an emerging threat of inflation, and
excessive bank lending and the risk of asset bubbles.

Exports

China’s exports gradually began to recover towards the end of
2009, with a sharp increase in December (see chart below), yet
global economic recovery has only recently turned the corner
and will develop at a slow pace in 2010. Hence the trade out-
look for China remains beset by lacklustre global demand, and
there is also the threat of protectionism. China’s auto exports,
for example, declined by 49.45% y-o0-y in the first eleven
months of 2009, while exports of electronics and information
technology products declined by 15.98% y-o-y over the same
period. It may be some time before net exports can make a
substantial contribution to China’s GDP again; in 2010 it is esti-
mated that net exports will contribute only 0.3%, compared to
-4.4% in 2009. The State Information Centre, a think tank under
China’s State Council, anticipates an increase in retail sales of
18.3% in 2010, yet expects only 6% export growth in 2010.
Hence China’s Ministry of Commerce has announced plans to
maintain stimulus policies aimed at boosting export industries.

Inflation, bank lending and asset bubbles

Inflation was not a major policy issue amid the deflationary
cycle of 2009, but keeping consumer prices low is always a
priority for China’s leaders. Initial signs of concern appeared in
December when both PMI indices revealed strong price rises.
After falling for most of 2009, the consumer price index in No-
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China Monthly Imports, % y-o-y, USD bn
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vember rose 0.6%, and after record amounts (nearly RMB 10
trillion, USD 1.5 trillion) of bank credit were extended in 2009,
increasing the risk of bubbles in property and stock markets,
inflation is bound to become a more serious concern in 2010.

Much is riding, however, on the implementation of new bank
lending controls. China’s leaders are still pledging to maintain
appropriately loose monetary policies so as not to stifle
growth, yet during December Chinese regulators indicated
their intention of gradually stepping up tightening by issuing
banks with stricter lending guidelines, by scaling back tax ex-
emptions on property sales, and by increasing a tax on auto
purchases. Credit growth did recede to more sustainable levels
ion Q3, however, and aggressive tightening measures seem
unlikely in 2010, yet economists have nonetheless warned of
the threat of consumer price inflation of more than 3% in 2010.

A delicate balancing act

The most pressing uncertainty over the medium term is the
fundamental issue of rebalancing the Chinese economy. In
China, the transition from an emphasis on investment and in-
dustry to consumption and services will involve gradual, con-
trolled changes to monetary and fiscal policies. The govern-
ment has in recent months enhanced its presence in health,
education and social safety. Yet with the stimulus gradually
giving way as global economic uncertainty recedes, 2010 will
likely see key decisions on a range of policies. Chief among
these is the timing of when exactly to tighten monetary policy
to balance an overheating economy with monetary austerity.

Currently, the three month interbank rate in China stands at
around 1.8%. Raising interest rates too soon would harm pros-
pects for further growth and induce capital inflows. Raising
them too late, however, can contribute to asset price bubbles.
The key is to get the timing just right, and while the current
deflationary environment gives as yet no great impetus to
raise interest rates, the picture may change through the course
of 2010 when inflation becomes a more pertinent issue. For
now, however, China marches on, yet the post-stimulus Chi-
nese economy will have a few difficult challenges to grapple
with, and overheating will be only one of them. <P

Barry van Wyk, Consultant
barryvanwyk@thebeijingaxis.com
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Selected Quarterly TBA Forecasts for China

(% y-o0-y)
2007 2008 2009

Q1 Q@ 0 04 QI Q@ 03 04 QL Q2 Q3 Q4
Real GDP 117 122 122 119 106 101 90 68 61 79 89 104
Retail sales 203 218 231 260 355 320 362 310 205 171 156 160
%arrr)rlltaatlion . . - 48 - . - 255 - . - 300
?ﬁﬂit?;jde‘j of 151 183 181 175 166 159 130 64 97 90 123 105
Exports 279 274 262 222 213 223 231 43 -197 -234 -203 -150
Imports 182 182 207 254 288 329 256 90 -309 -204 -119 -100
CPl 1027 1036 1061 1066 1080 1078 1053 1025 994 985 987 1000
USD/RMB 776 768 756 743 716 696 684 683 684 683 683 665

China Consensus: China GDP Growth Forecasts for 2009 by Selected Analysts

(%y-0-y)
Highest to lowest Latest forecast Previous forecast  Previous forecast  Previous forecast for 2009
(December 2009)  (July 2009) (April 2009) (by December 2008,
January 2009)

Goldman Sachs 9.4 9.0 8.3 6.0
Merrill Lynch 9.2 8.7 8.0 8.0
Deutsche Bank 8.8 7.9 7.0 6.0
Barclays Capital 8.6 7.8 7.2 6.7
JP Morgan 8.6 8.4 7.2 7.8
RBS 85 8.0 7.0 50
UBS 8.5 8.4 7.5 6.5
IMF 8.5 7.5 6.5 50
World Bank 8.4 7.2 6.5 7.5
THE BEIJING AXIS 8.3 7.7 6.8 5.6
CASS 8.3 9.0 8.3 93
UOB 8.3 7.0 6.5 8.3
Asia Development Bank 8.2 7.0 7.0 8.2
EIU 8.2 8.0 6.0 6.0
HSBC 8.1 8.1 7.8 8.0
BMI n/a 8.3 6.8 6.0-7.0
Calyon Bank n/a 85 7.7 n/a
Morgan Stanley n/a 9.0 7.0 55

Source: Press; Various; THE BENING AXIS Analysis
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NEWS

China Business News Highlights

Data from Q3 2009 clearly demonstrated that the Chinese economy is heading for a full recovery; GDP as
well as almost all other major economic indicators give the impression of robust growth. Q3 also saw Chi-
nese firms remaining active in the M&A market, with most deals occurring in the energy and resources sec-
tor, and a high level of activity was observed in China’s IPO market. By Nikita Popov and Charles Avery.

Sector news
Outlines of arecovery

Industrial output in China
rose 19.2% y-o-y in Novem-
ber 2009, the eighth con-
secutive month of an accel-
eration of annualised growth.
This increase is a full 13.8
percentage points higher
than a year earlier.

Total inflows of foreign direct
investment (FDI) to China
were up 31.97% y-o-y during
the first 11 months of 2009.
The Chinese government
approved 20,600 new over-
seas-funded enterprises dur-
ing the same period, a de-
crease of 17.44% y-o-y.

China’s power consumption
in November rose 27.63% at
an annualised rate to 328.39
billion  kwh.  Cumulative
power consumption in the
first 11 months totaled 2.44
trillion kwh, up 4.77% y-o-y.

Energy

Two nuclear reactors, valued
at RMB 50.2 billion (USD 7.36
billion), will be constructed in
Taishan, Guangdong prov-
ince. The project is part of a
large joint venture in China’s
electricity industry between
France’s Electricite de France
and the state-run China
Guangdong Nuclear Power
Group.

The Chinese government has
agreed to USD 484 million
worth of new projects in
China’s solar power industry.
Yingli Energy, for example,
one of China’s largest solar
product producers, will invest
RMB 700 million (USD 102
million) in a solar cell plant.
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Headlines
Brimming with confidence through 2009

Spending power: Customers mulling over their next purchase in a
clothing store in Hefei, Anhui province.

Economic growth in China accelerated to 8.9% y-o-y in Q3,
with a rate of 7.7% y-o-y for the first nine months, according to
a National Bureau of Statistics (NBS) report released on 22 Oc-
tober. Retail sales in the first nine months rose 15.1% y-o-y to
RMB 8.97 trillion (USD 1.31 trillion).

Getting down to business in Africa and Latin America

Xinh

Talking shop: The fourth ministerial meeting of the Forum on China-
Africa Cooperation (FOCAC) took place in the Egyptian resort of
Sharm el-Sheikh on November 8-9 2009.

Chinese Premier Wen Jiabao offered USD 10 billion in conces-
sional loans to Africa over the next three years at the Forum on
China-Africa Cooperation (FOCAC) summit in Egypt. The figure
is double the amount offered at the last FOCAC summit in Bei-
jing during 2006.

China National Petroleum Corporation (CNPC) signed a new
deal for Venezuelan oil in late December. The Chinese firm will
assist in the development of two oil blocks and will also build a
refinery in Venezuela. In exchange, Venezuela plans to expand
oil sales to China to one million barrels per day.

Sector news
Mergers & acquisitions

Investment by Chinese firms
abroad rose to USD 20.5 bil-
lion in Q3, almost tripling
from a year earlier.

On 30 October, Australia's
Foreign Investment Review
Board (FIRB) approved the
AUD 285 million (USD 260
million) acquisition by Baos-
teel, China's largest steel
maker, of up to 19.99% of
coal miner and iron ore ex-
plorer Aquila Resources.

On 4 November, China Na-
tional Offshore Oil Corp.
(CNOOC), China's largest off-
shore oil producer, acquired
an estimated USD 80 million
stake in StatoilHydro ASA,
Norway’s largest oil and gas
explorer. The deal gives
CNOOC a 20% claim on the
Tucker energy lease and 10%
stakes in the Cobra, Krakatoa,
and Logan leases in the Gulf
of Mexico.

On 5 November, Australia's
FIRB approved a USD 245
million investment by Wuhan
Iron and Steel (WISCO) in iron
ore explorer Centrex Metals.
WISCO will acquire up to 15%
of the issued equity in Cen-
trex Metals (40.4 million
shares) as well as large shares
in  South Australian-based
joint ventures.

On 4 December, China’s Yan-
zhou Coal took over Austra-
lia-based Felix Resources af-
ter obtaining approval from
Chinese regulators. The offer
of AUD 3.5 billion (USD 3.2
billion) makes it China’s larg-
est investment to date in
Australia’s minerals sector.



Natural resources

Chinese customers will buy
up to 20 million tons of iron
ore from CITIC Pacific’s USD 4
billion project in Australia.
According to the Rio Tinto
Group, China is projected to
consume more iron ore in the
next five years than Australia
has ever produced. The in-
creased need for iron ore is
anticipated due to increasing
demand for automobiles and
other technologies in China.

A coal mine explosion in
Hegang City, Heilongjiang
province, caused the death of
108 miners. China’'s coal-
mining industry has been
plagued with such tragic
events, with more than 3,000
miners killed in 2008 alone.

Industry

China’s November passenger
car sales increased 98.2% y-o-
y, extending the robust
growth seen in sales figures
over recent months. Accord-
ing to the China Association
of Automobile Manufactur-
ers, 1.04 million cars were
sold in November, compared
to 522,800 units sold during
the same time in 2008. From
January to November 2009,
sales totaled 9.23 million
units, a 49.7% increase over
the same period the year
before.

China's civil aviation industry
reported profits of RMB 11.8
billion (USD 1.73 billion) dur-
ing the first 11 months of
2009. RMB 1.16 billion (USD
170 million) of these profits
were recorded in November
alone. China’s domestic air
traffic volume was up 19.6%
y-0-y to reach a total of
211.48 million from January
to November. In 2008, the
civil aviation industry lost
RMB 28 billion (USD 4.10 bil-
lion).

The China Analyst

Exxon’s big China plans

Going east: Exxon plans to build its largest oil refinery in China along
with hundreds of gas stations.

On 11 November, Exxon began the construction of a USD 4.5
billion refinery and petrochemical compound in Quanzhou,
Fujian province, in cooperation with Sinopec, Saudi Aramco
and the Fujian provincial government. When completed in
2011, the manufacturing complex will be the company's largest
in the world. Exxon also opened its first gas station in China
and plans to open 750 more.

Road cleared for Geely to acquire Volvo

In what would be one of the biggest moves for a Chinese auto
manufacturer outside of Asia, Geely Automotive has settled all
substantive details in obtaining the Volvo brand from Ford Mo-
tor Company in the US. The definitive agreement is set to be
signed in the first quarter of 2010, with Geely paying as much
as USD 2 hillion, far less than the USD 6 billion Ford offered for
Volvo back in 1999. Although final documentation, financing
and government approval await completion, the official an-
nouncement in early December was expected to ease Geely’'s
acquiring of consent from officials in Beijing.

Seeking synergy: Geely’s bid for Volvo marks a landmark acquisition for
a Chinese company.

China’s SAIC gains majority share in joint venture with GM

As another indication of the global automotive industry’s
power shift from the west to east, Shanghai Automotive Indus-
try Corporation (SAIC) acquired a majority stake in its joint ven-
ture with General Motors (GM). The 1% transfer gives the Chi-
nese automaker a 51% share, although voting rights remain
equally divided between the two companies. GM also sold half
of its India operations to SAIC for USD 500 million. The divest-
ments made by GM were part of efforts to prop up its Korean
subsidiary Daewoo, which recently registered a USD 2 billion
loss. Both China and India have experienced double digit
growth rates in car sales over the past year.

NEWS

Finance

The China Banking Regula-
tory Commission is set to
allow banks to invest in
bonds listed on domestic
exchanges after a 12-year
ban. Previously banks were
only allowed to trade fixed
income securities on the in-
terbank debt market.

The ChiNext Growth Enter-
prise Market Board was
launched on 30 October to
assist China's technology and
innovation-based firms raise
capital. The opening day saw
gains of 200% for listed
stocks. By December, ChiNext
was hosting 36 companies.

IPOs

China is set to lead the recov-
ery of the global initial public
offering (IPO) market, accord-
ing to auditing firm Ernst &
Young. China-based IPOs
accounted for 65% of the
funds raised globally during
Q3 20009.

On 12 November, China Min-
sheng Banking Corp., the
mainland's leading non-
state-owned bank, launched
an IPO on the Hong Kong
stock market and raised
around 30 billion HK dollars
(USD 3.9 billion). The bank
offered 3.32 billion new
shares at 8.5-9.5 HK dollars
per share, or 15% of its
enlarged share capital, in
what was the largest IPO of
the year in Hong Kong.

China CNR Corp., maker of
the rail cars used in Beijing’s
subway, raised RMB 13.9 bil-
lion (USD 2 billion) in its 23
December IPO in Shanghai.
The sale was the fourth-
largest of the year and in-
creased the amount raised in
mainland IPOs to over RMB
187 billion (USD 27 billion)
for 2009.
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China Facts & Figures

China Facts & Figures provides a cross-section of data illustrating growth, transformations and trends in se-
lect Chinese economic indicators. In this edition we analyse China’s growth composition in the first half of
2009 and investigate the geographic and sectoral distribution of investment in China during the first three
quarters of 2009. By William Dey-Chao.

China Selected Economic Indicators

General statistics 2004 2005 2006 2007 2008 Trend
Population (mn) 1300 1308 1314 1321 1330 [y
Nominal GDP (USD bn) 1932 2244 2645 3242 4522
GDP per capita (USD) 1486 1716 2012 2454 3,400
Real GDP growth (%) 101 104 111 130 9.6
Prices and exchange rates

CPl inflation (%, December over December) 24 16 2.8 6.5 12
CPlinflation (% change in average index for the year) 39 1.8 15 4.8 59
Exchange rate (RMB per USD, average) 8.28 8.19 7.97 7.61 6.9
Fiscal data

General government fiscal balance (% of GDP) -1.3 -1.2 -0.8 -0.6 -04
General government expenditure (% of GDP) 17.8 185 19.2 199 20.8
General government revenue (% of GDP) 16.5 17.3 18.3 19.9 204
Money supply and credit

Broad money supply (M2, % of GDP) 1589 1607 1639 1636 1580
Broad money supply (M2, % year-on-year change) 14.6 17.6 16.9 16.7 17.8
Balance of payments

Exports (total value, % of GDP) 340 373 401 410 321
Imports (total value, % of GDP) 314 317 322 322 255
Exports (goods and non-factor services, % increase in USD value)  35.2 27.6 26.9 252 17.3
Imports (goods and non-factor services, % increase in USD value)  35.1 17.4 19.8 22.2 194
Current account balance (USD bn) 687 1608 2499 3720 440
Current account (% of GDP) 3.6 7.2 9.4 11.0 10.1
FDI (USD bn) 606 724 727 835 923
External debt outstanding (USD bn) 2476 2838 3250 3736 4200
Central bank gross FX reserves (USD bn) 610 819 1066 1528 190 [

Source: China Monthly Indicators; THE BEIJING AXIS Analysis

World GDP Growth, % y-0-y, 2000-2010F

China’s growth composition in Q1-Q3 2009

== China

Emerging and developi [ . o )
12 Wr?,?ﬁ?'”g ane ceveloping economies During the first nine months of 2009, China’s GDP grew at a

== Advanced economies rate of 7.7%. During Q3 China’s GDP grew at an annualised
rate of 8.9%, up from 7.9% in Q2. During the first nine months
of 2009, domestic investment remained the key driver of the

economy with a contribution of 7.3% to overall growth. Do-
mestic consumption, stimulated by a relaxed monetary pol-
icy, contributed 4.0%. Net exports, however, continued to
constrain China’s otherwise promising growth figures, sub-
tracting 3.6%. In addition to Q3 GDP, strong growth in other
indicators such as manufacturing PMI, retail sales, real estate
investment, electricity consumption, and money supply,

among others, indicate that China is back on track for solid

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009F2010F growth through 2010 and beyond.
Source: IMF; National Bureau of Statistics; THE BEIJING AXIS Analysis
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Completed Fixed Asset Investment in Urban Areas by Province, January-September 2009

Completed Fixed Asset Investment in Urban
Areas (USD bn)

2008 2009 Growth
Q1-Q3 Q1-Q3 rate (%)

Chinatotal 1,405.4 1,9155 33.3
Jilin Easternarea 7055 9238 28.1
d Centralarea 3748 529.8 38.3
Westernarea 325.1 4619 389

e e Tianjin
W Fixed Asset Investment by Sector, Q1-Q3 09

Heilongjiang FEgien

Primary 2%

Hubei ~ Anhuf e Shanghai

Jiangxi ihejiang

N
B Westernarea ‘ . Secondary 43%
Taiwan
Central area Tertiary 55%
B casternarea uangdong
‘Hainan
- Which sectors and regions are the major recipi-
) UL Ieilrei: e ents of fixed asset investment in China?
Region 2008 Q1- Q3,USDbn [2009 Q1-Q3,USD bn [rate %
Anhui 59.3 82.3 35.7 Although policy in China is currently aimed at shifting
Beijing 29.9 457 49.2 growth from investment to domestic consumption in
Chongging 329 439 30.6 order to establish a more sustainable growth trajec-
Fujian 453 54.4 17.3 tory, government-led investment has been the major
Gansu 15.8 225 39.1 contributor to growth during the first three quarters
Guangdong 79.9 94.9 16.2 of 2009.
Guangxi 30.7 473 50.4
Guizhou 14.6 19.9 330 Up to Q3 2009, investment in primary, secondary, and
Hainan 6.4 8.9 354 tertiary industries in urban areas increased by 54.8%,
Hebei 74.6 116.1 522 26.9% and 38.1%, respectively. By breaking down
Heilongjiang 24.8 36.8 452 investment by sectors we find that funds directed
Henan 83.3 113.3 330 toward infrastructure (excluding electricity) increased
Hubei 5138 72.3 36.6 by 52.6%, and those for health, social security and
Hunan 46.0 67.4 432 social welfare increased by 72.9%, while investment
Inner Mongolia 61.7 85.8 359 in real estate development increased by 17.7%.
Jiangsu 112.0 1431 25.0
Jiangxi 35.8 51.6 412 During the first three quarters of 2009, 48% of total
Jilin 46.9 67.1 39.8 fixed asset investment was focused on the more de-
Liaoning 827 1195 413 veloped Eastern area (versus 28% and 24% in the
Ningxia 7.0 9.9 385 Central and Western areas, respectively). However,
Qinghai 59 7.9 311 the fixed asset investment growth rate in the Western
Shaanxi 44.0 64.1 423 (38.8%) and Central (38.3%) areas were both higher
Shandong 137.3 1723 227 than in the Eastern area (28.1%).
Shanghai 422 484 12.1
Shanxi 26.8 38.9 41.7 Regional rebalancing has been the major aim of
Sichuan 63.6 94.8 458 China’s ‘Going West' policy, with government-led
Tianjin 320 47.1 44.2 investment shifting towards the Western and Central
Tibet 26 35 312 areas. Fixed asset investment growth in the Western
Xinjiang 19.2 244 243 area jumped to about 50% y-0-y in 2009, likely re-
Yunnan 270 379 372 flecting earthquake zone reconstruction efforts, one
Zhejiang 63.3 736 137 of the key components of China’s 4 trillion yuan
Source: China Monthly Indicators; National Bureau of Statistics; THE BEIJING AXIS Analysis stimulus package.
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China Trade Roundup

China Trade Roundup illustrates recent trends in and the current outlook for China’s trade performance,
with a summary of the latest trade data. In this edition we also examine emerging signs of a rebound in

China’s imports and exports. By William Dey-Chao.

China Total Imports & Exports, 2000-2009, USD bn
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China’s trade performance and outlook

During the first eleven months of 2009, setbacks in foreign
trade continued to be major constraints on China’s otherwise
vibrant economic growth. Yet during the last two quarters of
2009, a revival occurred for producers, led by an increase in
domestic consumption—a consequence of the stimulus pack-
age—as well as modest signs of global recovery. Due to de-
creases in export activity in tandem with a modest rise in im-
ports, China’s trade surplus for the first eleven months de-
creased by 30.6% to USD 177.96 billion. From January to No-
vember, China’s imports and exports together totalled USD
1.96 trillion, down 17.5% compared to the same period last
year.

Exports for the first eleven months declined by 18.8% to USD
1.07 trillion. November data showed a 2.6% increase in China’s
exports to USD 113.65 billion from an October total of USD

China Total Trade, Dec 2008-Dec 2009, USD bn
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110.7 billion. On a y-o-y basis, China’s exports fell 1.2%. Al-
though the y-0-y percentage change in exports in November
was negative, the decline was less than that of the previous
month. This implies that global recovery is gradually gaining
some momentum. Imports for the first eleven months were
USD 893.02 billion, down by 15% y-o-y. In November, Chinese
imports reached USD 94.6 billion, representing a 9% increase
from the previous month.

The road to recovery nonetheless remains a long one for
China’s imports and especially its exports. Although China’s
goods and services sent abroad exceeded USD 100 billion for
five straight months in 2009, and a revival in import totals has
occurred, China’s trade is still far from a full recovery. Its rejuve-
nation will be correlated to global recovery which is likely to
occur only at a creeping pace.

China Import and Export Monthly y-o-y Growth Rates, % 2008-2009
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Leading Chinese Exports, Jan-Dec 2008-2009, USD bn
% change y-o-y
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Recent export/import levels

China’s exports, in spite of relatively substantial declines in the
outward flows of certain products (as illustrated in the chart
above), have not experienced a fundamental change in com-
position. Each category has been hit more or less homoge-
nously across the board. Exports of major commodities, on
average, declined by 17.4%. The sharpest declines were regis-
tered for exports of steel products (-67% y-0-y, computers
(-13% y-0-y), and textiles (-12% y-0-y).

The decrease in China’s exports have been due largely to slow-
ing consumer demand in overseas markets, particularly in the
EU and the US, which continue to be China’s largest overakk
trade partners. China’s exports to Russia have slumped by as
much as 48%, and exports to the EU and the US decreased by
22% and 15%, respectively. Exports to Australia and India
showed the slowest decrease, declining by 10% and 9%, re-
spectively (see chart below). The comparatively better figures
for Australia and India can be attributed to the relative robust-
ness of these economies in the face of the financial crisis
throughout 2009.

China Total Exports by Country/Region, USD bn
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Leading Chinese Imports, Jan-Dec 2008-2009, USD bn
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China’s import levels, however, have changed substantially.
The energy sector has suffered the greatest drop in activity.
Crude oil and refined petroleum imports, for example, de-
creased in value by 38% and 48%, respectively (see chart
above right). During 2009, the composition of China’s imports
was not altered greatly. In real terms China’s imports have re-
covered at a much faster pace than its exports, yet the recov-
ery remains largely masked due to the large fall in import
prices. This is particularly true for raw materials.

China’s imports from its major trade partners have decreased
by 20% on average (see chart below right). The only exception
is Australia (an exporter of many of the raw materials neces-
sary for China’s development), which only experienced a mar-
ginal decline of 1% compared with its northern trade partner.
Chinese imports from India and Hong Kong experienced the
largest declines, plunging 38% and 36%, respectively. It can
also be seen that the inflow of trade from Taiwan has been
reduced to a level more resembling that of distant neighbours
such as the US.

China Total Imports by Country/Region, USD bn
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China Sourcing Strategy

China’s manufacturers and exporters have been rejuvenated in 2009, especially towards the end of the year,
and international procurement managers are still pressed to start or expand procurement from China to
reduce costs. In this edition we examine the advances of China’s hi-tech industry, the prospects of which are
increasingly grabbing the attention of overseas buyers. By THE BEIJING AXIS China Sourcing Unit.

Recent Developments

e In December, China's exports totalled USD 130.7 billion, a
rise of 17.7% y-o-y, the first time this year that China’s ex-
ports reflected positive y-o0-y growth

e China’s trade surplus totalled USD 18.4 billion in Decem-
ber, a USD 20.6 billion y-o0-y decrease and a USD 0.66 bil-
lion m-o0-m decrease

e In the whole of 2009, the EU, the US and Japan remained
China’s leading three trade partners, yet their respective
trade values declined by 14.5%, 10.6% and 14.2% y-o0-y,
respectively. In 2009, Brazil overtook India to become
China’s ninth largest trade partner

e The y-0-y rate of decline of China’s major labour-intensive
goods was generally lower than the y-0-y rate of decline of
China’s total exports in January-December

e The 106th Canton Fair this October showed signs of a sig-
nificant rebound in exports. During the fair, the export
value reached USD 30.47 billion, an increase of USD 4.24
billion (16.2%) over the Canton Fair held in April. In total,
188,000 overseas buyers from 212 countries and regions
attended the exhibition, 22,734 people more than the fair
in April, a rate of growth of 13.7%

e According to China’s State Administration of Taxation, in
September the export VAT rebate was RMB 40.426 billion
(USD 5.92 billion), an increase of 45.9% y-o0-y and 22.9% m-
0-m—the highest in the first nine months of 2009. During
January-September, China’s export VAT rebate grew 12.4%
y-0-y. The increase was due to export growth of 7.6% m-o-
m in June and a new regulation, implemented on the first
day of this same month, that raised the export VAT rebate

e The CFLP manufacturing PMI in December grew to 56.6%,
the tenth consecutive month that the index exceeded
50%. The indices of new orders grew to 61%. Among the
20 industries surveyed in December, only the non-ferrous,
chemical fibre, rubber and plastic, and the tobacco indus-
tries’ manufacturing PMI were lower than 50%

e China’s truck load (road transportation) freight bounced
back in September as domestic investment and recovering
trade boosted demand. Petrol costs have increased con-
currently

e Overseas buyers and Chinese suppliers have recently seen
sea freight costs rise in proportion to total trade value.
China’s sea freight index has been growing since June.
Some shipping services have been in demand more than
others during the May-November period: both the Europe
and Mediterranean Services' index values grew by over
70%, the Australia Service by 51%, and the South Africa/
South America Service by 35%. However, the W/C Amer-
ica Service and Southeast Asia Service grew by only 3%
and 12%, respectively, indicating that trade between
China and these regions is recovering more slowly
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Purchasing Managers Index (PMI), Jan 2007-Dec 2009
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WHY Source in China? A Short History of the Development of China’s High-tech Industry

China has maintained a rapid pace of development since the reform and opening up policy. In 1978, China’s economy was only
1.8% of the global economy, yet this figure has climbed to 6.4% by the end of 2008 and China is now the third-largest economy
globally, after the US and Japan, and is poised to move up the second spot. During this rapid development trajectory, China was
able to acquire a large trade surplus as a result of the growth of its manufacturing production. In recent years, high-tech exports
from China have became increasingly visible - how did China achieve this?

Capturing market share

On 1 April 2009, Eurostat, a body tasked with providing the
European Commission with statistical information, released a
report indicating that from 2001 to 2006, the global average
growth of high-tech product exports reached 5% per annum,
with significant contributions from China. According to the
report, the EU was the largest high-tech product exporter in
the world in 2005. However, by 2006 China had caught up and
surpassed the EU with a 16.9% proportion of global high-tech
product exports, followed by the US (16.8%), the EU (15.0%)
and Japan (8.0%). China’s global high-tech product market
share was only 2.1% in 1995, yet it has increased eight times in
the past 11 years.

During 30 years of reform, China achieved three leaps in its
foreign trading sector. In 1986, exports of textiles and gar-
ments exceeded oil exports, which symbolised that China had
changed from a resources/primary goods-focused trading eco-
nomic structure to a labour-intensive industrial age. In 1995,
China’s exporting structure started a second round of re-
form—machinery replaced textiles and garments as China’s
foremost export product. This change was instrumental in
catapulting China’s exports to USD 200 billion by 2000.

High-tech: China’s third leap

Europe, Japan and the US have applied strategic trade policy*
to develop high-tech industry and thereby to strengthen their
international competitiveness. Hence China since 1999 started
to implement a ‘Stimulating Trade by Science and Technology’
policy, which emphasised supporting the development of its
high-tech industry through R&D subsidies, technological inno-
vation, export VAT rebates and other stimulus methods.

The ‘Stimulating Trade by Science and Technology’ policy
played a very important role in enlarging high-tech exports,
increasing the competitiveness of China’s export goods and
upgrading industry structures while driving the regional econ-
omy. During 2001 to 2008, the value added of China’s high-
tech industry increased from USD 37.4 billion to USD 189.2
billion, with a yearly CAGR growth of 22.5%. The export value
of China’s high-tech industry increased from USD 46.4 billion
to USD 415.6 billion, growing by almost nine times and ac-
counting for 29% of China’s total exports in 2008.

The detailed measures of this policy included:

 Certain products from the high-tech industry were se-
lected as ‘pivot’ export products and were supported by a
series of measures such as ‘green channels’ for export pro-
cedures, financial support for business development in
overseas markets, etc.

» The setting-up of high-tech product export bases

» The setting up of information service systems for high-tech
product exports

- Developing manufacturing and distribution networks in
overseas markets for Chinese high-tech products

< Organising of high-tech product exhibitions, conferences in
China and abroad

Stepping stones

Based on the implementation of these development meas-
ures, China’s high-tech industry has been growing rapidly. For
instance, major standards for Intelligent Grouping and Re-
source Sharing (IGRS) and digital terrestrial television transmis-
sion have been published one by one; the first phases of
manned space flights and moon exploration have been suc-
cessfully launched; various generic medicine have been indus-
trialised. These and other achievements attest to the innova-
tion and research ability China has attained. In 2007, the scale
of China’s high-tech manufacturing sector ranked second in
the world and its high-tech product market share ranked first.
Many Chinese high-tech companies such as Huawei, ZTE,
Lenovo and Haier are becoming increasingly influential in
global markets.

In recent years, the high-tech industry in China has tended
towards greater concentration. The total scale of the high-tech
industry located in the Yangtze Delta, Pearl River Delta and
Bohai Rim account for over 80% of China’s entire high-tech
industry. The government’s efforts at setting up high-tech in-
dustrial zones and export bases contributed greatly to this
concentration. For example, for the electronic and telecom
communication industry, software sales income generated
from the National Software Industry Center and Exporting
Center in 2007 was nearly half of the total sales revenue of the
industry in China. For the pharmaceutical industry, in 2007 12
biological industry centers achieved RMB 314.5 billion (USD 46
billion) in revenue, accounting for half of the high-tech indus-
try in China.

China’s future is intimately tied up with its high-tech indus-
tries, and these will undoubtedly continue to be a driver of not
only China’s exporting sector but also of the future develop-
ment trajectory of the entire economy.

* Strategic trade policy

A government can take strategic steps to raise its income at another country's
expense—by subsidising exports or erecting trade barriers, protecting certain
firms from foreign competition, or promoting the development of new indus-
tries. (Empirical Studies of Strategic Trade Policy, Paul Krugman and Alasdair
Smith).
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WHAT to Source in China and WHY? The Development of China’s High-tech Industry

China Trade of High-tech Products, USD bn
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Exports of High-tech as Percentage of Manufacturing in
Selected Countries, 2007
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HOW to Source in China? Key Issues for Becoming an Exclusive Sales Agent for Chinese Products

One of the most important and strategic relationships between Chinese manufacturers and overseas buyers is the exclusive
partnership, which means that the Chinese manufacturer must sell the goods in a certain area through the appointed buyer and
the buyer must commit to informing the Chinese manufacturer when exploring the market and conducting after-sales services.
For most Chinese manufacturers, although they have certified products and are keen to enter overseas markets, they lack a sys-
tem to select, measure and manage an exclusive partnership strategically. Developing win-win exclusivity would primarily be
led by the overseas buyers who usually have more international experience and know-how on how to serve as an international
sales agent. The following issues are key focus areas when negotiating an exclusive contract:

e Area: Many buyers always prefer a wider area for exclusivity, but when they commence work, they find it is too difficult to
explore the whole market at the same time. The recommended approach is for both parties to plot out an area that the
buyer is confident to explore in the contracted period, while further negotiating a way to protect the buyer in other areas
that they may be able to cover, i.e. providing lower prices and informing each other when approaching certain customers,
etc.

e Sales target: Many Chinese manufacturers, especially the ones who are eager to attract overseas agencies, will not set down
a sales target; even though some of them intend to, it has to be negotiated. By effective communication and maintaining
agood ‘Guanxi’ / relationship, sales targets can be framed as a non-compulsory item in the exclusivity contract

» Period: If the target market is not mature enough for the overseas buyer to start selling immediately, a 6-12 month period is
not acceptable in the usual conservative estimates of Chinese manufacturers. A well-prepared presentation on marketing
strategy and planned investment will be very helpful for obtaining a longer exclusivity period

Apart from the key points raised above, there will always be other issues, i.e. after-sale services for existing products in the mar-
ket; incentives for meeting sales targets; discounts for bulk sales; the agent fee and payment terms; termination ahead of sched-
ule, etc.

HOW to Source in China

Process Flow of the TBA China Sourcing Unit (CSU) - Supplier Pre-qualification, Due Diligence and Final Selection
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This section discusses the process flow of THE BEIJING AXIS
China Sourcing Unit from the point of receiving enquiries to
the services included in the solution process and the benefits
provided to our clients, as well as lessons learned. In this edi-
tion we discuss the stage after Supplier Evaluation: Supplier
Pre-qualification, Due Diligence and Final Selection. After
selecting the best, most suitable suppliers from a compre-
hensive list, CSU further filters the final candidates with more
detailed, intuitive methods. These often include in-depth
research and sourcing trips to personally visit all prequalified
suppliers, at times in the company of the clients. Evaluation is
based on the information collected and on the trip results
which provide first-hand knowledge as to a supplier’s techni-
cal capacity, plant organisation and management.
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process

Guidelines for Supplier Pre-qualification, Due Diligence and Final Selection

e Check the overall capability of the supplier, including manufacturing capability, technical/design capability and capabil-
ity of dealing with overseas orders. Confirm information collected beforehand, i.e. from online sources, telephone interviews

e Check the plant’s management: materials, work flow, instruments and machines, and stock. Will any of these arrangements
affect efficiency or bring about risk?

« Check the quality control system: what in-house systems are in place to check product quality? How to assure/control quality
on the part of subcontractors? What percentage of finished products are checked and how?
< Investigate other questions such as drawings, price discounts, payment terms etc., and afterwards confirm in written form
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China Sourcing Blog Highlights

The financial crisis is still affecting China’s exports, but the China Sourcing Blog (CSB) has been following the
China Customs report and the China Containerised Freight Index to monitor levels of trade and shipping
activity. In the past four months, CSB also reviewed the current outlook for China’s small and medium sized
enterprises, recommended an audit checklist for quality systems, and more. By Charles Avery.

The China Sourcing Blog (CSB) is THE
BENJING AXIS' online platform to track
the latest trends on sourcing and on the
Chinese economy. Taking on a multi-
faceted, dynamic subject and carefully
scanning everything from the main-
stream media to the distant corners of
the Internet, CSB strives to get to the
bottom of all the best bits and pieces on
China sourcing. The following is a selec-
tion of CSB postings over the last four
months:

Posted: 17 August

China’s Customs Agency publishes an
annual report disclosing China’s top 200
exporters and importers, and the results
are in for 2008. Despite setbacks in the
global economy, the total values of both
China’s exports and imports have in-
creased significantly. From the list of top
importers, those in the business of raw
materials come out on top. China Inter-
national United Petroleum and Chemical
Co. Ltd. stands out among its peers, with
a shipping value more than double that
of its nearest rival. In contrast, the group
of exporters shows less disparity, with
the names of high-tech companies top-
ping the list. CSB published a full sum-
mary of the latest China Customs report
outlining the Top 10 importers and ex-
porters for 2008.

Posted: 28 September

A posting on factory quality systems
presented a primer on the auditing
process of a prospective supplier. This
two-part article in the format of a check-
list first designated the immediate pri-
orities for an auditor, then the secondary
considerations for the perfectionist. The
often overlooked role of subcontractors
in Chinese manufacturing was also ex-
plored to devise the best plan for the
next audit. Finally, the posting recom-
mends auditors to take the extra step
and go beyond the requirements set by
the 1SO 9000 series standards.

Posted: 30 October
China’s small and medium enterprises
(SMEs) have faced greater hardships
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On the move: Follow import and export activity to China’s ports via the China Containerised

Freight Index at the China Sourcing Blog.

than their state-owned counterparts in
the financial crisis. This is despite the
fact that SMEs comprise the backbone of
China’s economy, accounting for 60% of
GDP and around half of tax revenues.
Acquiring financing has been difficult
for SMEs, and stimulus benefits have
been less generous. Several government
directives have been enacted to address
the issue, including tax reductions and
eased lending requirements along with
the launching of a Growth Enterprise
Market Board. Yet as we conclude in this
longer review posting, the outlook for
China’s SMEs remains complicated.

Posted: 9 November

In the wake of the financial crisis, gov-
ernments worldwide have implemented
protectionist measures in an attempt to
revive their domestic industries. Chinese
exporters have been directly targeted by
many of these, and objections have
been raised to international government
agencies. In this posting, CSB investi-
gated recent rulings by the World and
European Union Trade Commissions to
verify what the consequences could
amount to for Chinese businesses.

Posted: 17 & 25 November
The China Containerised Freight Index,
published by the Shanghai Shipping

Exchange, gives a general barometer of
the region’s marine transportation val-
ues. Comparing recent data from the
13th and 20th of November, CSB found
that the index rose thanks to a growth in
shipments by the West East Africa Ser-
vice, while the South Africa/South Amer-
ica Service showed declining figures.
CSB’s regular updates indicate which
lines have risen or fallen in the standings
between the 11 major shipping lines,
providing a perspective on trading activ-
ity among various regions of the world.

Posted: 30 November

Lastly, CSB attended the Global Purchas-
ing and Supply Chain Forum 2009, held
in Tianjin on 21-22 October. In a posting
reporting back on the event, CSB dis-
cussed issues on supply chain manage-
ment in an environment of economic
recession and the contributions of sup-
ply chains to company value. Speakers
at the event shared their experiences of
these issues, with a few insightful pres-
entations outlining how Chinese compa-
nies adjusted their sourcing strategies in
the financial crisis and how certain prob-
lems are still affecting government pur-
chasing.

CSB@chinasourcingblog.org
www.chinasourcingblog.org




CITIC PACIFIC SPECIAL STEEL HOLDING (CPS)

CPS was founded in 2008 as a division of CITIC PACIFIC LTD HK. CPS’
subsidiaries include JIANGYIN XIN CHENG SPECIAL STEEL WORKS
CO, LTD, HUBEI XIN YEGANG STEEL CO. LTD, DAYE SPECIAL STEEL
CO. LTD, and SHIJIAZHUANG IRON & STEEL CO. LTD - each of which
ranks among China's Top 500 enterprises. Currently, CPS' total annual
steel production is 8 million tons. With advanced facilities and production
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China Capital: Inbound and Outbound M&A, Markets and Finance

The emergence of China as an economic power was evident in 2009 from its USD 20.5 billion non-financial
OFDI ‘shopping spree’ in Q3 and major cross-border M&A deals to the launching of the new ChiNext stock
exchange. Yet with its advancement comes increasing competition for FDI, especially on two fronts: labour-
intensive manufacturing from developing Asia and high-technology from the West. By Edward Wang.

Highlights: China’s Inbound & Outbound Investment

China Outbound FDI Flow, 2003-2009F, USD bn

® China’s non-financial outbound investment in Q3 2009
reached USD 20.47 billion, surpassing by a substantial mar-
gin the USD 125 billion total non-financial outbound in-
vestment during the first half of 2009. The steep increase
reflects the completion of a number of big deals by Chi-
nese companies in the third quarter. It is estimated that
China’s OFDI in 2009 reached the same level as that of
2008, or slightly higher

* Some key drivers have been identified for China’s out-
bound investment during the global financial crisis: (1) the
depreciation of the US dollar has prompted China to look
for more overseas investments; (2) the Chinese govern-
ment’s economic stimulus plan has increased fluidity so
that banks are now in a better position to be able to fi-
nance overseas projects; and (3) overseas assets have be-
come cheaper

® There is great potential for China’s M&A and investment
activities in Latin America to increase because (1) Latin
America is rich in minerals and oil; and (2) Some Latin
American countries expect China to finance some of their
projects, i.e. Brazil and China have conducted dialogue on
strengthening cooperation

® China’s FDI decreased 12.6% for the first ten months of
2009. August 2009 saw a 7% increase in FDI into China
over August 2008, which was the first y-o-y increase in
China’s monthly FDI since October 2008. China’s FDI in
September and October 2009 increased 18.9% and 5.7%,
respectively. It is estimated that China experienced a de-
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Major Cross-border Deals Involving Chinese Firms, October 2009

Sinochem - Emerald Energy

Sinochem Group (Sinochem), China's
fourth-largest petrochemical corpora-
tion, announced on 23 October that it
had completed its acquisition of the
London-listed energy company Emerald
Energy. The target company was de-
listed from the London Stock Exchange.
Sinochem, through its affiliate Sinochem
Resources UK Limited, took over the
London-listed oil and gas explorer at a
price of 750 pence per share, 11.1%
higher than the closing price of 675
pence on 11 August. The deal is believed
to enable Sinochem to optimise its oil
and gas reserve structure.

Yanzhou Coal - Felix Resources

The Australian Foreign Investment Re-
view Board (FIRB) approved Yanzhou
Coal Mining Company’s USD 3.2 billion
takeover of coal miner Felix Resources
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Ltd., but required the local firm's assets
to be run by an Australia-based com-
pany. The deal is also conditional on
listing the local unit on the Australian
market and trimming Yanzhou's hold-

ing.

China National Petroleum Corp. - PdVSA
China National Petroleum Corp. (CNPC),
the parent company of PetroChina,
looks likely to conclude an agreement
worth USD 16 billion with Venezuela's
state-controlled oil firm PdVSA. CNPC
could invest as much as USD 16 billion in
developing a Venezuelan Orinoco oil
field, an area which has enormous oil
reserves. As far back as 2006, PdVSA
agreed to allow CNPC to participate in
the development of the Orinoco oilfield,
but progress has recently been delayed
due to unspecified development prob-
lems.

Lotte Shopping - Times Ltd.

Lotte Shopping, South Korea’'s second-
largest department store retailer, has
agreed to buy Times Ltd., a Chinese su-
permarket operator, for up to USD 630
million in a deal that would expand its
presence in the world’s fastest-growing
major economy. Times Ltd. is a Hong
Kong-listed company of 55 discount
stores and 13 supermarkets. This is the
largest Korean acquisition to date in
China.

Goldman Sachs —-Geely

Goldman Sachs Group’s private equity
fund is investing about USD 250 million
in Chinese carmaker Geely Automobile,
a move that could free up capital for
Geely's parent to bid on Ford's Volvo
unit. This makes Goldman Sachs Geely's
second-biggest shareholder, holding
15% of the company's shares.



China OFDI: Recent Features and Trends

®* To encourage Chinese companies to invest overseas,

The China Analyst

China OFDI Stock, 2003 - 2008, USD bn

the Chinese government has given provincial govern-
ments more authority to approve overseas investments
and has simplified approval procedures for overseas in-
vestments

® Chinese overseas investors are expected to gain increased
financial support as more Chinese banks are becoming
actively involved in providing loans for China’s overseas
projects, i.e. China Development Bank has assisted many
large SOEs in their overseas investments

® China Investment Corporation (CIC), China’s sovereign
wealth fund, will for the time being continue its new strat-
egy in overseas investment, turning from investment in
financial assets to investment in resource entities/projects

® More specialised funds will be set up in China for overseas
investment, both on the government level and on the pri-
vate business level, i.e. the Chinese government has de-
cided to set up the China-ASEAN Investment Cooperation

China’s OFDI to ASEAN Countries, USD mn, 2008
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Fund with a total capital base of USD 10 billion. Some pri-
vately-run investment funds have also been established for
overseas targets, i.e. mining funds

® Chinese companies will reportedly more readily accept
minority shareholder positions when acquiring overseas
entities/assets as more of them have encountered difficult-
ties in seeking controlling stakes in overseas companies

China OFDI Flow, USD mn
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Top 10 Sectors for China OFDI Flow in ASEAN, 2008

% 1.1% Production and supply of
37 0%.7%1'7 %7 0.9% " electricity, gas andpvsa);er
6.5% Transportation,_Warehousing
’ and postal services
Mining
Manufacturing
Construction

6.6%

Leasing and business

9.5% )
Wholesale and retail

Finance

Agriculture, forestry,
husbandry and fishery
Scientific research, services
and geo-surveys

Others

Source: National Bureau of Statistics; MOFCOM China; THE BENING AXIS Analysis

9.7%

11.3%

China’s Investment in ASEAN

® |n 2003, China’s direct investment in the Association of
Southeast Asian Nations (ASEAN) was only USD 189 million,
yet in 2008 it had increased to USD 2,480 million, driven by
China-ASEAN bilateral investment promotion policies and
incentive measures

® |In 2007, about 30% of China’s investments were made in
manufacturing in ASEAN (mainly in Laos, Vietham, Thai-
land, Singapore and Cambodia). The transportation and
warehousing industries in ASEAN attracted 13.5% of
China’s investments in 2007, while about 10% of China’s in-
vestment was made in mining in ASEAN

® More Chinese manufacturers have moved their manufac-
turing bases from China to ASEAN countries. Two key driv-
ers have been identified for this development: (1) To tap
into the growing market for Chinese products in ASEAN;
and (2) To look for cheaper labour to avoid increasing pro-
duction costs in China
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China Cross—border Investment Dealsheet: Major Deals September-December 2009

Date Acquirer / Investor Target / New company Country Value (USD) Stake
Dec 09 Zijin Mining Indophil Resources NL Australia 504 mn 100%
Dec09 Wuhan Iron & Steel Co. (WISCO) MMX Brazil 400 mn 21.5%
Nov 09 China Railway Material Group FerrAus Ltd. Australia 12 mn 12%
Nov 09 Haitong Securities Co., Ltd. Taifook Securities Group Hong Kong 235 mn 52.8%
Nov 09 Sichuan Hanlong Group Moly Mines Ltd. Australia 200 mn 55.3%
Nov 09 Baogang Group CXM's iron ore mine Australia 37mn 50%
Nov 09 Elcrwg)lnternatlonal TGS Yantai Raffles Shipyard Ltd. Singapore 1.7 bn 44.7%
Nov 09 China Investment Corporation GCL-Poly Energy Holdings Ltd. Hong Kong 710 mn 20%
Nov 09 Wuhan Iron & Steel Co. (WISCO) Centrex Australia 247 mn n/a
Nov 09 China Construction Bank AIG Finance (Hong Kong) Ltd. Hong Kong 70 mn 100%

Tucker: 20%;
Logan: 10%;

Nov09 CNOOC Statoil ASA's assets in Gulf of Mexico Norway n/a Cobra: 10%:
Krakatoa: 10%
Nov09 CNPC &BP Oil field (Rumaila) Iraq n/a BP: 38%; CNPC: 37%
Nov 09 Beijing Jingxi Heavy Industry Co. Delphl Als DYTEIES G HEeEs us 90 mn n/a
business
Nov 09 China Metallurgical Group Corp. (MCC) anI]':e S REOUIE S (115 Australia n/a n/a
Oct09 Baosteel Aquila Resources Ltd. Australia 260.5mn 15%
Oct09 China Investment Corporation SouthGobi Energy Resources Ltd. Canada 500 mn n/a
Oct09 Sinochem Group Emerald Energy Plc. UK 875 mn 100%
Oct09 Yanzhou Coal Felix Resources Ltd. Australia 3.2bn 100%
Oct09 Suning Appliance LAOX Japan 8.39 mn 27.8%
Oct09 China Investment Corporation Nobel Oil Group Russia 300 mn 45%
Oct09 Agria Group PGG Wrightson Ltd. New Zealand 27 mn 13%
China Nonferrous Metal Mining Corpo- . . 7
Oct 09 ration (CNMC) Luanshya Copper Mines (LCM) Zambia 50 mn 80%
Oct 09 Slchu_an UCEIepAeIE) (e Ul Hummer (General Motors) us n/a n/a
Machinery Co.
Oct09  Zijin Mining CARLE RS WITSES COR - o 2168 mn 12.8%
poration
Oct09 Xi'an Aircraft Industrial Corporation FACC Austria n/a 91.2%
Sep 09 China Investment Corporation e Kaz.MunalGas E Eriliem & Kazakstan 939 mn 11%
Production
Sep09 CNOOC Oil blocks Nigeria 30 bn n/a
Sep 09 Wuhan Iron & Steel Co. (WISCO) Consolidated Thompson Canada 26.45 mn 20%
Sep 09 Geely Automobile Volvo Sweden 25bn 100%
Sep 09 Wonder Auto Technology Inc. Friend Birch Limited Hong Kong 12 mn 100%
Sep 09 China Investment Corporation Noble Group Ltd. Hong Kong 850 mn 14.9%

Buckhorn Rubber Products Inc. and
Sep 09 Zhongding Sealing Parts Co. Ltd. Michigan Rubber Products Inc. us 8.5mn 100%
(Subsidiaries of Myers Industries)

Development of Orinoco river heavy Venezuela

Sep09 CNPC oil belt 16 bn n/a
Sep 09 China Investment Corporation Poly (Hong Kong) Investments Ltd. Hong Kong 53 mn 2.3%
Sep 09 A-Power Energy Generation Systems EVATECH Japan 499 mn 100%

Ltd.
Source: Various; THE BEIJING AXIS Analysis
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Top 10 Regions for FDI to China, Jan-Oct 2009, USD bn

Hong Kong I /A
Taiwan I 5.6 1 41.06
Japan I 3.61
Singapore I 2 99
US I ? 83
S.Korea N ?2.26
UK I 117

The top 10 regions ac-
counted for 87.5% of the
total investment in China
during January-October

Germany I 1.09 2009
Canada W 0.77
Macao Il 0.64
0 2 4 6 8 10

Note: Figures above include investments through Virgin Is., Cayman Is., Samoa, Mauri-

tius, Barbados, etc.
Source: National Bureau of Statistics; MOFCOM China; THE BEIING AXIS Analysis

China FDI: Number of Newly-Approved Foreign Invested
Companies, Jan-Oct 2009

mmm No. Growth rate (y-0-y)
0,
3000 2529 2,217 20%
10%
2400
1,793 15 0%
11991687
1800 14961265 1649 -10%
1200 -20%
-30%
600
-40%
0 -50%

May Jun Jul Aug Sep Oct

Jan Feb Mar Apr
Source: National Bureau of Statistics; MOFCOM; THE BEIJING AXIS Analysis

FDI to China

® China’s FDI decreased 35.7% in July 2009, the tenth straight
monthly decrease since October 2008. August 2009 saw a
turning point, however, with an increase of 7%. The figure
from September and October 2009 increased by18.9% and
5.7%, respectively

® 78% of China’s FDI in 2008 emanated from Asia, with
USD 38.6 billion coming from Hong Kong alone, accounting
for 69% of the total, reflecting Hong Kong'’s ongoing semi-
nal position as a springboard for investment into mainland
China

® China’s manufacturing sector still attracts the biggest share
of FDI, with 56.2% of the total going to this sector in the first
half of 2009. However, a different trend has seen more for-
eign investment going to China’s tertiary industries

® There are currently two major challenges for China’s FDI: (1)
in the field of labour-intensive manufacturing, China is com-
peting with such Asian countries such as Vietnam, Malaysia
and Indonesia for foreign investment. Some of these Asian
countries have adopted preferential policies to attract for-
eign-invested manufacturing; and (2) in the field of high
and new technology, energy-saving, environmental protect-
tion and international service sectors, China is competing
with developed countries to attract more FDI. FDI in China’s
R&D sector, for example, has recently shown a decrease of
10%

The China Analyst

Value of Foreign Investment in China by Form 2008

2% 1%

Total FDI value 2008:
USD 92.4 bn

m Wholly foreign-owned enterprise
m Equity joint venture
Contractural joint venture

FDI shareholding Inc.

Source: National Bureau of Statistics; MOFCOM China; THE BEING AXIS Analysis

China FDI: Foreign Investment Actually Utilised, Jan-Oct
2009, USD bn

m Value Growth rate (y-0-y)

0,
10 84 90 20%
o ONgL 10%
0%

6
-10%

4
-20%
2 -30%
0 -40%

Jan Feb Mar Apr Aug Sep Oct
Source: National Bureau of Statistics; MOFCOM; THE BEIJING AXIS Analysis

May Jun Jul

FDI to China by Region 2008, USD mn

Hong Kong N7/ | 4 1,036
Virgin s, I/ | 5 054
Singapore I 4 435
Japan I 3 652
Cayman |s. I 3145
S.Korea NN 3 135
US I © 04/
Samoa I ? 550
Taiwan NN 1 8909
Mauritius NN 1 494
Barbados NN 1255
UK I 014
Germany I 900
Netherlands I 862
France I 588

In 2008, total FDI into China
amounted to USD 92 .4 billion, of
which about 73.8% was contrib-
uted by the leading five countries/
regions

Macao HEEE 582 g, Africa2%
Canada I 543 Oceania 3% Others 1%
North America 4%
[taly HEEE 493 Europe 6%

Bermuda HEE 469
Australia Il 407
Bahamas Il 351
Brunei I 340
Denmark Il 294
Saudi Arabia Il 275
Malaysia Il 247

0 1,000 2000 3,000 4,000 5,000 6,000

Source: National Bureau of Statistics; THE BEIJING AXIS Analysis
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Regional Focus CHINA-AFRICA

The China Analyst REGIONS  [DXJif;

China’s rapid economic growth and demand for resources have been significant contributors to economic
growth in Africa, and trade and investment activities between Africa and China have continued apace. Total
bilateral trade amounted to USD 63 billion during Q1-Q3 2009, with China supplying USD 5.4 billion in for-
eign direct investment (FDI) to Africa. In this edition we also review the China-Africa trade and investment
relationship at the closure of the fourth Forum on China-Africa Cooperation (FOCAC). By Jackie Li.

Africa’s Exports to China
January - November 2009
USD 37.17 bn

USD ‘000
£ 0-50,000

50,001 -100,000
# 100,001-500,000
| 500,001 - 1,000,000
= 1,000,001 - 3,000,000
m +3,000,000

Africa’s Top 10 Exporters to China, January -
November 2009 Compared with 2008, USD bn
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Source: UN Comtrade; All China Marketing Research; China Customs; THE BEIJING AXIS Analysis

Africa’s Imports from China
January - November 2009
USD 42.70 bn

USD ‘000
£10-50,000

50,001 - 100,000
# 100,001-500,000
= 500,001 - 1,000,000
= 1,000,001 - 3,000,000
| +3,000,000

Africa’s Top 10 Importers from China, January -
November 2009 Compared with 2008, USD bn

12 2008 total imports
B January - November 2009
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Nigeria
Egypt
Algeria
Angola
Morocco
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China-Africa Trade Highlights

Trade Balance Between Major African Countries and China,

January-November 2009, USD mn
Top 15 African countries with a trade deficit with China

Nigeria
Egypt
Algeria
Benin
Morocco
Liberia
Ghana
Kenya
Togo
Ethiopia
Tanzania
Tunisia
Cote d’lvorie
Senegal
Madagascar

Top 10 African countries with a trade surplus with China

Gabon [ |

Mauritania [ |

EG [ |

Libya [ |

DRC [ |

Zambia .

SA [

Congo .

Sudan |

Angola |

Source: China Customs; All China Marketing Research; Africa The Good News; THE BEI-
JING AXIS Analysis; South African Revenue Service

0008

50 out of the 53 African countries managed to avoid GDP
contraction from January through November 2009. China’s
exact contribution to this remains uncertain, but the posi-
tive effect of China’s continued demand for resources is
undisputed for Africa’s resource-rich countries

Nonetheless, the current global economic downturn has
affected China-Africa trade. Total bilateral trade is unlikely
to surpass the 50% y-o-y growth achieved in 2008. How-
ever, an impressive exchange of USD 90 billion may yet
occur, given that China-Africa trade equalled USD 80 bil-
lion from January 2009 through November

The first three quarters of 2009 showed the only decrease
in eight years for African exports to China. The annual
growth rate dropped 69.3% compared to the same period
in 2008. This is despite the fact that China imported more
barrels of crude oil from African countries—notably An-
gola and Sudan—than the same period in the previous
year. Significant oil and mineral price volatility in the first
half of 2009 resulted in decreased total trade values

Africa’s imports from China for the first three quarters of
2009 fell by 8.5% y-0-y compared to the same period in
2008. Algeria and Libya—who rank among the top import-
ers—were the exceptions, importing more from China
than before

The total trade balance between China and Africa contin-
ued to favour China. For the period January to November
20009, African countries had accumulated a total trade defi-
cit of USD 5.53 billion with China. For those not running a
deficit, Angola remained the country with the largest trade
surplus with China, with a total exceeding USD 10.2 billion
(due to oil exports). Only 13 out of the 54 African countries
maintained a trade surplus with China. Of these surplus
countries, the top ten had accumulated an amount of USD
19 billion through September 2009

At the recent FOCAC ministerial conference in Egypt, China
stated that it was willing to scrap import duties on a num-
ber of commodities and products from Africa as part of the
country’s plan to strengthen bilateral trade

Recent China Trade Deals and Projects Awarded in Africa, September-December 2009

Month Company Projects Country Amount (USD)
Dec 09 Anhui quelgn Economic Construction Modernisation o_f Vilankulo Airport to double Mozambique USD 9 mn
Corporation passenger capacity
China Wu Yi Company Kenya's first 8-lane highway will be built by
Nov 09 Sinohydro Corporation three Chinese contractors. It will stretch 50.4 Kenya USD 356 mn
Shengli Engineering Construction kmand take 30 months to complete
The J3 sedan and hatchback series, a version of
Nov 09 Amalgamated Automobile Distributors the A J10 15-seat taxi manufactured by Chery, South Africa Undisclosed
will be launched in SA in 2010
Chyuan Chya Foods and Beverages Ghana
Sept 09 China-Africa Economic Trade Limited  Limited will export 36,000 metric tonnes of Ghana USD 21.6 mn
palm oil to Chinain 2010
A business unit of CNP was awarded an engi-
Sept 09 China National Petroleum neering and construction contract for an area Sudan USD 260 mn

known as Block 6 in Sudan

Source: Xinhua News; Reuters; Bloomberg; All Africa News; THE BEIJING AXIS Analysis
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China-Africa Investment Highlights
< Although various media outlets reported that China’s total China Outward FDI Flow by African Region, 2008, USD mn

FDI flow to Africa reached USD 7.8 billion in 2008, recently 100%

released statistics from China Customs showed that the 90% ot

recorded total FDI figure from China to Africa was actually 80% _

USD 5.49 billion. This nonetheless represents a fourfold 70% Southern Africa

increase compared to the 2007 figure of USD 1.57 billion 60% B \Western Africa
e China’s FDI into Africa has always showed a clear regional 50% B Northern Africa

preference. There is no doubt that China’s investment ac- 40% B Contral Africa

tivities are principally raw material related, therefore fa- 30% _

vouring the most resource-rich African countries. Southern 20% Eastern Africa

Africa has significant reserves of many types of resources. 10% —

South Africa is known for its gold, iron ore, chrome, coal, 0% ¢ 49056 51407 51038 7356 13 oa

and platinum deposits; Zambia for copper, cobalt and zinc; -10%

Zimbabwe for coal and platinum; and Angola for crude oil.
Compared to the rest of the continent, countries in south-
ern Africa enjoy more advanced infrastructure as well as
" . . 90%
stable political and social environments 8000 B Total
e China’s FDI into Africa is gradually beginning to diversify. ’ Southern Africa
. . X . . 70%
China recently confirmed agricultural deals in South Africa,

China Outward FDI Stock by African Region, 2008, USD mn
100%

: . . : : 60% B \Western Africa
Mozambique, Tanzania, and Malawi. Also, investments in 500/0 -
. . . . 0 i
African infrastructure are on the rise, largely driven by the ey Northern Africa
. . 0 .
need to facilitate exports and imports 2000 434846 . B Central Africa
. .. . . 0
* During the fourth FOCAC m_lnlsterlal_ conference in Egypt, 20% 131314 - Eastern Africa
Premier Wen Jiabao committed China to further invest-
e e : A ; 10% o207 [
ments in Africa, with a promised USD 10 billion in funding 0% ——
toward Africa’s development 7,799.79 T 338

Source: UNCTAD - China FDI to Africa by region; THE BEIJING AXIS Analysis

Major Chinese Investments and Loans to Africa, September 2009-January 2010
W Western Africa Northern Africa W Central Africa M Eastern Africa B Southern Africa

OCTOBER: ZTE, the world’s sixth- . L
largest mobile phone producer, is to NOVEMBER: LAP Green, a Libyan telecommunications
spend USD 1 bn on telecom support company, signed a USD 300 mn financing agreement
services in Nigeria with the Industrial and Commercial Bank of China

el 4

Libya

NOVEMBER: China loaned USD 349 mn to Ethiopia to
finance construction of the 79 km expressway linking
the capital Addis Ababa to Adama

OCTOBER: China’s government spent
USD 437,000 on health equipment for
amalaria research centre in Ghana

OCTOBER: With funds from China Exim Bank, a toll
road will be constructed to link Uganda’s Entebbe
International Airport to the capital, Kampala, in
order to reduce traffic congestion

JANUARY: China Railway Materi- i\ /7R
als (CRM) bought a 12.5% stake e S

. . . 2 8 / Ethiopia
for USD 244 mn in African Miner- N 7
als to develop the Tonkolili iron

ore deposits in Sierra Leone
OCTOBER: China's CNOOC secured a USD 26 mn

Boghal-1 exploration well in northern Kenya.
The Boghal-1 well in Block 9 of the Anza Basin is
the 32nd to be drilled in the east African nation

Mozﬂue SEPTEMBER: Capital Star Steel is investing
USD 50 mn in a steel tube mill in Mozam-

bique. China-based Seven Star Steel holds
a 40% share in Capital Star Steel

OCTOBER: China is set to increase its investment
in Nigeria’'s oil sector from USD 3 bn to USD 6 bn

NOVEMBER: China Exim Bank is to loan USD 2.3 bn for the
construction of the Mphanda Nkuwa dam on the Zambezi
river in Mozambique

9
DECEMBER: China’s Non-Ferrous Metal Company invested

an additional USD 150 mn to rehabilitate the Luanshya

Copper Mine in Zambia DECEMBER: The Chinese Centre for Agricultural Technol-

ogy is launched in Mozambique, an investment valued at

SEPTEMBER: Norinco Motors signed a letter of intent to USD 800 million aimed at modernising food production

establish—together with Super Group—a new commercial

vehicle assembly and distribution entity in South Africa NOVEMBER: China invested USD 8 bn in Zimbabwe for gold

and platinum refinement, oil exploration, fuel procurement

OCTOBER: The Chinese National Agricultural Development Corporation invested USD 403,000 and distribution, and housing development

in an aquaculture capacity-building project at the Gariep Fishery Hatchery in South Africa’s
Free State province, while also pledging a further USD 1.3 mn annually for 3 years

Source: Xinhua; Reuters; Bloomberg; China View; All Africa News.
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Chinese Infrastructure Projects in Africa

For decades, Africa’s poor infrastructure has been a major obstacle for the continent’s economic develop-
ment. In less than a decade of activity, Chinese companies have brought the promise of development to the
most remote reaches of the continent by constructing a network of roads and railways. In essence, China’s

infrastructure contributions are transforming the continent. By Jackie Li.

Angola’s capital city, Luanda, is bus-
tling with construction activity.
Numerous cranes dot the skyline and
ships laden with building materials form
queues at the harbour. A modern 20-
storey blue glass building, constructed
by a Chinese company for Sonangol, the
company responsible for managing the
oil and gas reserves in Angola, stands in
stark contrast to the company’s previous
five-story office block.

Zhou Tianxiang, Deputy General Man-
ager of China Civil Engineering Con-
struction Corporation (CCECC), listed the
numerous African projects his company
has engaged in during a recent inter-
view. He mentioned, among others, the
construction of light rail and ports in
Nigeria; expressways and express rail-
ways in Algeria and Libya; housing in
Tanzania, Botswana, Uganda, Rwanda
and Djibouti; and civil construction in
Sudan, Ghana and Angola.

The activities of CCECC are only a sam-
ple of China’s ongoing infrastructure
developments in Africa. Chinese compa-
nies have taken the initiative in some of
the furthest reaches of the continent,
building transportation networks,
schools, hospitals, research facilities,
telecommunication networks, and
power stations. Xinhua News reports
that over the past 50 years, China has
constructed over 2,000 kilometres of
railways, 3,000 kilometres of express-
ways (with many more on the way), and
has provided aid to around 900 projects
in 53 African countries.

The challenge of economic growth

Many African nations remain underde-
veloped. Countries such as Burundi,
Ethiopia, Liberia, Zimbabwe, the Democ-
ratic Republic of Congo, and Malawi
rank among the poorest and least devel-
oped countries in the world, with per
capita GDP figures less than USD 500.
The story is the same for many others in
Africa, where consistent economic

46 |

growth has proved elusive. Without a
system of public works or the basic
framework to house and transport its
people, the continent’s poorer countries
have failed to keep pace with the rest of
the world.

A boost to infrastructure would remove
one of the primary impediments which
holds Africa back. The World Bank re-

cently stated in its report ‘Africa’s Infra-
structure: A time for transformation’,
that in order to transform the continent,
an estimated USD 93 billion a year is
required to finance Africa’s infrastruc-
ture development over the next decade.
The international agency calls for
roughly half of these funds to be con-
tributed from outside the continent. It is
estimated that low-income African

Selected Key Projects Conducted by Chinese Construction Companies in Africa

Company Country Project Cost USD
CRCC Libya 2 railway construction projects 2.6 bn
CRCC Kenya State road 109 Undisclosed
CCSEB Bot Francistown Gerald Infrastructure Works Phase || 39.4mn &
otswana ¢ Kanye Infrastructure Works Phase IV 15.4 mn
CRBC Ethiopia  2road projects 349 mn
CRBC Nigeria Railway modernisation 8.3bn
CCECC Libya 172 km northwest road 805 mn
CHEC Egypt Port Said East Container Terminal 219 mn
CGGC Nigeria Mambila Hydropower Dam 1.46 bn
CGGC Libya Tripoli Old City Renewal 406 mn
S0 Ethiopia ~ TEKEZE Hydropower 224 mn
HYDRO P ydrop
PTI Sudan 1,200 m Duweimu Bridge Project Undisclosed
PTI Sudan 168 km Umm Kadada Road Project Undisclosed
COVEC Gabon 37 km expressway 95 mn
2,000 apartment buildings, 24 kindergartens, 9
primary schools, 8 middle schools, 1 waterworks
with a daily output of 40,000 tons, a sewage treat-
ment plant with a daily treatment capacity of
cITIC Angola 35,000 tons, two 60KV/15KV transformer substa- 3.5bn
tions, 13 switching stations, 77 substations, water
supply systems, sewage systems, rainwater sys-
tems, traffic signal systems, and communication
systems
CRCC China Railway Construction Corporation
CCSEB China Construction Second Engineering Bureau Ltd.
CRBC China Road and Bridge Corporation
CCECC China Civil Engineering Construction Corporation
CHEC China Harbour Engineering Company Ltd.
CGGC China Gezhouba Group Corporation
PTI Poly Technologies Incorporated
COVEC China Overseas Engineering Group Company Ltd.
CITIC China International Trust and Investment Company

Source: Various



countries will have to spend an addi-
tional 9% of this USD 93 billion total, due
to an anticipated funding gap.

Improvements in infrastructure will pro-
pel positive changes, originating both
internally and externally for Africa. The
external benefits will come from trade.
Better harbours and airports will pro-
mote access to the outside world, allow-
ing Africa to reap the benefits of an in-
terconnected global economy. The in-
ternal improvements from economic
growth will come in the form of reduced
poverty and increased social stability.

Uplifting Congo, Ethiopia and Kenya

Over the past ten years, the Chinese
government has been providing African
countries with assistance in the form of
loans and financial aid. The Chinese
government—and China's financial in-
stitutions—on the basis of mutual bene-
fit and proposed win-win cooperation,
have been willing to provide interest-
free and preferential loans, export
buyer’s credit, and commercial loans to
African countries to support local infra-
structure development. China has also
provided numerous African countries
with a large number of grants and debt
write-offs.

The Democratic Republic of Congo has
been one such recipient of China’s finan-
cial assistance. For example, in January
2008 a loan of USD 9 billion was issued
to help rebuild the war-torn central Afri-
can country. Such funding went to assist
the construction of roads, railways, hos-
pitals and universities. Furthermore, ac-
cording to the International Monetary
Fund (IMF), China will provide an addi-
tional USD 3 billion grant which will be
kept in Congo’s central reserve.

Another beneficiary of Chinese technol-
ogy and funding provisions has been
Ethiopia. For instance, in November
2009, China signed a USD 349 million
loan agreement with the east African
country to finance the horn of Africa’s
first 74 kilometre modern expressway.
The modern highway will link the capital
Addis Ababa with the country’s second
largest town, Adama. Additionally, Chi-
nese companies have signed various
agreements for the construction of
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Connecting people and places; Chinese railway construction workers lay new rails in Angola.

e

China’s Ambitious Transcontinental Railway Proposal

Southern and central African regions

Luanda gu..

Benguela o=
Namibi #===""

=== Completed tracks
=== Proposed tracks

Source: Current TV, ‘Chinatown, Africa’

dams, power lines and the upgrading of
the telecommunication networks to be
realised within the next few years. Ethio-
pia will also benefit as one of the first
recipients of funding from the USD 10
billion in China-Africa development
funding announced in November.

The contributions to Africa have not
gone unnoticed. Kenya's government
publicly praised China for the construc-
tion of the ‘109 Road’. This road is collo-
quially referred to as the ‘China Road’ by
local communities.

Looking ahead

China’s future plans for Africa are ambi-
tious. One prominent initiative is the
transcontinental railway line to connect
Benguela, on the west coast of Angola,
to Dar es Salaam on the east coast of
Tanzania via a route through the re-
source-rich areas in the heart of the con-
tinent. Initial estimates place the total

-
-
-
-
-

-
4-“’—

o Dares Salaam

length of the transcontinental railway
line at more than 3,000 kilometres. This
massive expanse of track will incorpo-
rate railways previously laid by Chinese
companies.

As with any venturesome plan, there will
be challenges. The same perils that ac-
company all large flows of money to
developing nations will exist. China
must worry about corruption and hu-
man rights violations in some African
countries. With the correct oversight,
however, China-Africa cooperation can
lead both parties to greater prosperity.
The glimmering towers of Angola may
yet become a common sight on the Afri-
can continent. <>

Jackie Li, Manager
jackieli@thebeijingaxis.com
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Regional Focus CHINA-AUSTRALIA

An improving global economic environment coupled with upbeat forecasts for 2010 has positively im-
pacted Beijing and Canberra, gradually returning a recently taut relationship back to a sense of normalcy.
Q3 trade figures ended on a high note and investment has also picked up. The China Mining Conference of
2009 saw strong Australian attendance with more companies seeking Chinese investment. By Barbie Co.

China-Australia Highlights

e Fortescue announces mining expansion plans amid rising demand for iron ore: Fortescue CEO Andrew Forrest is set to ap-
prove a 55 million metric ton shipment of ore by the end of 2010, to be followed by a second expansion of 95 million tons

< Chinese Vice Premier Li Kegiang’s visit to Sydney marks a return to amicable relations: Premier Li’s visit to Australia in Octo-
ber signalled the normalisation of China-Australia relations after months of political and economic tension. He met with
Prime Minister Rudd and signed several agreements on education, environment and telecommunications

e Australia and China hold talks on regional security and arms control: China’s Vice Foreign Minister He Yafei and Australia’s
Deputy Secretary of the Department of Foreign Affairs and Trade presided over the 16th round of the Sino-Australian consul-
tations on regional security and arms control on 17 September in Beijing

e 2010 iron ore talks in jeopardy?: The China Iron & Steel Association (CISA) reached agreement with Fortescue Metals
Group on a unified iron ore price of USD 0.94 per ton for fine ores (a 35.02% discount from 2008 prices) and USD 1.00 for
block ores (a 50.42% discount from 2008 prices); however, Rio Tinto and BHP Billiton ended their negotiations with Chinese
steel mills without reaching agreement, prompting speculation of a gruelling negotiation process for 2010 prices

China-Australia Annual and Monthly Trade, 2001-2009, USD bn China-Australia Trade Highlights
Exportsto Australia Exportsto Australia e In t_he recently released Aqstrallan E_conomlc
B |mports from Australia !Im ports from Australia Indicators for 08-09, Australia’s recurring trade
gg Trade balance (rs)g 0 Trade balance (rhs) deficit with China has been reversed, with Aus-
30 5 tralia exporting USD 29.3 billion to China and
25 3 1 importing USD 27.6 billion. The Australian data
20 ‘10, now mirrors that of China Customs, which cus-
15 : . - o
10 15 2 tomarily shows China retaining a trade deficit
5 11 I I ! with Australia
U 3 = The annual trade deficit trend does not hold
888888888 ASONJJASON for October or November 2009, however.
N NN NN AN AN NN NN

2008 2009

. . . _ Monthly figures from the Australian Bureau of
Source: China Customs; All China Marketing Research; THE BENING AXIS Analysis

Statistics show China regaining a USD 63.6

Australia-China Annual and Monthly Trade 2001-2009, USD bn million, then USD 604.6 million trade surplus
over Australia in October and November, re-

Exportsto China Exportsto China . . S
20 —lTrrna%%rE)saflg%rgec(rr\H;)a : 4 !ITTa%%rf)Saflra%TeC?r@a spgctlvely. C_h_lna} Customs maintains that
35 1 China ran deficits in these months
30 0 3 e China National Petroleum Corp.’s PetroChina
25 5 signed a contract with ExxonMobil to buy 2.25
20 10 2 0 million metric tons of liquefied natural gas
ig (LNG) annually for 20 years from its Gorgon
5 I I -15 ! project in Australia. The USD 41 billion
0 I I 20 0 1 deal is Australia’s largest single export deal
00-01 02-03 04-05 06-07 08-09 JJASONIJJASON
2008 2009 Source: Australian Bureau of Statistics; China Customs; Various Press;
Source: Australian Bureau of Statistics; THE BEIJING AXIS Analysis THE BEIING AXIS Analysis
State Watch: Northern Territory-China Trade, 2008-2009, USD mn State Watch: Northern Territory (NT)
_ _ With a real gross state product (GSP) of USD 13.1
180 Exports to China  EEEEE Imports from China Trade balance 180 billion in 07-08, NT is Australia’s smallest econ-
150 150 omy. Mining (23.6%) is the single most important
120 120 contributor to NT's GSP, followed by property
90 90 and business services (8.9%) and ownership of
60 60 dwellings (7.5%). It is a net exporter with exports
reaching USD 4.1 billion and imports of USD 2.3
30 30 billion. Key exports are mineral fuels (USD 1.3
L R e R R R e billion), mineral ores (USD 1.1 billion) and live-
%0028 3 4567 891011121 220894 56 7 8 91011 stock (USD 147.1 million). Major trade partners

Source: Australian Bureau of Statistics; NT Government Website; THE BEIJING AXIS Analysis include ‘]apan' China, the US and Indonesia.
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China-Australia Investment Highlights

e China and Australia were the Asia-Pacific region’s most active merger and acquisition participants. The value of China’'s M&A
comprised 34% of the region’s total at USD 166.4 billion, while Australia was close behind at USD 161.1 billion

< China National Offshore Oil Corporation’s CNOOC New Energy Investment Co. Ltd. and Australia’s Altona Energy Plc entered
into a coal-based clean chemicals joint venture agreement for the exploitation of the Ackaringa project in South Australia

< Asubsidiary of China’s Sichuan Taifeng Group, Taifeng Yuanchuang International Development, will receive a 19.9% stake in
IMX Resources for USD 42 million. The deal includes a 50% split in the ownership of IMX's Cairn phase one iron ore, copper,
and gold projects located in South Australia. The agreement awaits approval from Australia’s government

< In a rerun of the controversy surrounding the deal between Minmetals and OZ Minerals over Prominent Hill, the Australian
Department of Defense blocked Wuhan Iron & Steel’s deal with Western Plains Resources over the joint exploration of the
Hawks Nest mining area, citing security concerns as the magnetite project falls within the Woomera missile-testing zone

< FIRB Executive Director Patrick Colmer’s speech during a China-Australia investment seminar in September raised concern
and uncertainty among Chinese investors, as he mentioned that the board preferred not to see foreign majority stakes in new
mining projects. He also noted that foreign investors should keep their businesses listed in Australia, and announced that
non-Australian investment positions were to be kept below 50% for greenfields and below 15% for major producers

Source: Australian Bureau of Statistics; FIRB; Various Press; THE BEIJING AXIS Analysis

FIRB-Approved Chinese Investments by Sector, 07-08, USD mn FIRB-Approved Chinese Investments by State, 07-08, USD mn
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Developments in China-Australia Foreign Investment, September-December 2009

Month Acquirer Target Amount USD Stake Status
Dec 09 China Railway Materials Corp United Minerals Corp 23.1mn 11.4% Aborted - AU
Dec 09 Zijin Mining Group Indophil Resources NL 498.0 mn 20.0% Pending Approval
Nov 09 China Railway Materials Corp FerrAus 11.6 mn 12.0%  Approved - AU
Nov 09 China Metallurgical Group Corp. Waratah Coal Project (Resourcehouse) 6.9 bn 10.0% Signed
Nov 09 Baotou Iron & Steel Group Bungalow Magnetite Mine (Centrex) 37.0mn 50.0% Completed
Nov 09 Wuhan Iron and Steel (Group) Corp. Centrex Metals Ltd. 9.3 mn 15.0%  Approved - AU
Nov 09 Northwest Mining & Geology Group Meridian Minerals 9.7 mn 45.0%  Approved - CN
Nov 09 Baosteel Group Aquila Resources 2600mn  15.0% Completed
Nov 09 Hanlong Mining Investment Pty Moly Mines Limited 2000mn  553%  Approved - AU
Oct 09 Hebei Mining Raisama Ltd. n/a 149%  Approved - AU
Oct09 Yanzhou Coal Felix Resources 3.3bn 100%  Approved - AU
Oct 09 China Uranium Development Co Energy Metals Ltd. 714 mn 70.0%  Approved - AU
Oct 09 China Power Sino Renewable Resources Ltd Gold Mt. Project (Tianshan Goldfields) 22.5mn 90.0% Signed
Sep 09 China Nonferrous Metal Mining Lynas Corp. 231.0mn  51.7% Aborted - CN
Sep 09 Wuhan Iron and Steel (Group) Corp. Western Plain Resources n/a 15.0% Rejected - AU
Sep 09 PetroChina Cue Energy Resources (Singapore Petroleum) ~ 29.0 mn 16.3% Completed

Source: Various Press; THE BEIING AXIS Analysis
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Revisiting the China-Australia Uranium Accords
The signing of the China-Australia Nuclear Material Transfer Agreement and Nuclear Cooperation Agree-
ment in April 2006 was a milestone in the China-Australia relationship, re-focusing the spotlight on the is-
sues of economic viability and social responsibility and on the political consequences of trading uranium. By

Barbie Co.

hina’s rapid industrialisation and

economic growth have come with a
burgeoning appetite for energy re-
sources. This is clearly reflected in its
bilateral relationships with various coun-
tries and its calculated drive to invest in
mining assets around the world.

Currently the second-largest energy
consumer after the US, China’s primary
energy consumption has grown at an
astonishing rate, from 17.29 (10 BTU
(British Thermal Unit, referring to the
heat created by burning any material) in
1980 to 73.81 (10%) BTU in 2006 (CAGR
of 5.74%). By comparison, the US and
Japan had CAGRs of only 0.9% and 1.6%,
respectively, over the same time period.
If China’s energy production and con-
sumption totals from 1978 are com-
pared with those of 2008, moreover, it
reveals a more than fourfold increase in
energy production and an almost five-
fold increase in consumption. In addi-
tion to this, the percentage of alterna-
tive energy produced and consumed
has almost tripled over the years.

In order to adequately meet its increas-
ing electricity demands and to reduce its
reliance on fossil fuels, the Chinese gov-
ernment has established an ambitious
energy development plan that calls for
an expansion in nuclear power genera-
tion. Beijing plans to construct 22 new
nuclear reactors by 2010 and to build a
further 132 thereafter. This calls for 70

China Energy Production & Consumption

1978 2008
Total energy production 627.7 2,600.0
(mn tons of SCE)
Total energy consumption 5714 2,850.0
(mn tons of SCE)
% Alternative energy 31 9.0
source produced (hydro,
nuclear & wind)
% Alternative energy 34 8.9

sources consumed (hydro,
nuclear & wind)

Note: SCE - Standard Coal Equivalent
Source: China Statistical Yearbook; TBA Analysis
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Strategic fit: An ambitious energy development plan coupled with an established resource-
based alignment underlines the ongoing strategic importance of uranium in Sino-Australian

relations.

GW of nuclear power capacity by 2020,
which would increase the share of nu-
clear-generated electricity to 5%.

China’s nuclear programme

In 1955, uranium deposits were discov-
ered in China. Mines were constructed,
and soon after the Chinese government
decided to establish a special division to
handle all uranium mining and metal-
lurgy-related issues. In December 1978,
the Third Plenary Session of the 11th
Central Committee of the Communist
Party of China decided to shift its ura-
nium focus towards economic develop-
ment and technological innovation.

Currently, China has a limited numbers

of interrelated uranium players such as
the China Guangdong Nuclear Power
Holding Corporation (CGNPC), China
Huaneng Group (CHNG) and China
Power Investment Corporation (CPI).
However, for decades the China National
Nuclear Corporation (CNNC) was the
country’s sole nuclear industry driver,
disseminating knowledge in the fields of
nuclear science, engineering, and power
supply, among others. To its credit, the
firm has constructed 11 operational nu-
clear reactors spread across four power
plant sites — Daya Bay, Ling'ao, Tianwan
and Qinshan. Six of the reactors are still
under CNNC management. A recent
presentation from CNNC gave details of
eight reactors currently under construc-
tion with more planned for the future.

Selected Minerals, Exploration Expenditure, 2002-2007, USD mn
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To bring China’s currently installed ca-
pacity of 9.1 GW to the target output of
70 GW by 2020 will be a significant chal-
lenge. At present the state is able to
meet its own uranium requirements, but
given the number of plants slated to
come online in the near future, a steady
and abundant supply of uranium is
needed. China has already started im-
porting uranium from various countries
such as the UK, Kazakhstan, Namibia,
and Russia in order to ensure supply.

Where Australia comes in

There is already an established resource-
based alignment between China and
Australia. Simply looking at their bilat-
eral trade breakdown will show the
amount of minerals and energy re-
sources China imports from Australia.
China has been making large invest-
ments in Australia for securing a long-
term supply to fuel its emerging indus-
tries. The most prominent of these have
focused on the iron ore sector, one of
the lynchpins in Sino-Australian rela-
tions.

Uranium is projected to hold the same
strategic position in the Sino-Australian
dynamic as iron ore. It is unique in that it
can be obtained from most regions of
the world, given enough funds and the
appropriate technology. Despite wide-
spread deposits, however, certain loca-
tions are better than others on a cost-to-
benefit basis. Hence even if Canada is
the world’s largest producer of uranium,
Australia maintains a competitive advan-
tage both due to its massive uranium

China’s Uranium Imports by Country, 2000 vs. 2008, USD
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Total imports: 16,599,315

Source: UN Comtrade; THE BENING AXIS Analysis
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Selected Uranium Mines and Mineral Exploration Expenditure by State, 2006, USD mn
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deposits—the world’s largest demon-
strated resource (estimated to be 40% of
the world’s reserves)—and due to its
strategic location compared to China.

The large potential benefits of such re-
serves are not lost on Australian compa-
nies, which have invested substantial
resources in exploration to identify addi-
tional deposits. From 2002-2007, explo-
ration expenditures for uranium were
the largest of all minerals in Australia,
increasing from USD 4.6 million to USD
96.8 million (an increase of over 16
times). From 2000-2005, uranium oxide
had the second-largest percentage
change in production for metallic miner-
als, increasing from 9,629.6 tons to
10,963.0 tons (up 13.8%).

The new iron ore?

In November 2008, Australia started
shipping uranium to China. UN Com-

2008

Australia
41,451,743
13%
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trade reported a total export value of
USD 41.5 million (313,373 kilograms) for
the year, which is the fourth-largest ship-
ment to China after Namibia, Kazakh-
stan, and Russia.

A year after the first shipment, CGNPC's
China Uranium Development Co. is set
to buy up to 70% of Australian uranium
explorer Energy Metals for USD 71.4 mil-
lion. Should this deal be approved by
Energy Metals’ shareholders, the Foreign
Investment Review Board and the Minis-
try of Commerce of China, it will be the
first uranium mine in Australia to be
bought by China’s nuclear business.

When Premier Wen Jiabao and former
Prime Minister John Howard signed the
nuclear cooperation agreements three
years ago, the then Australian Resources
Minister lan Macfarlane made it clear
that exports to China will not start for at
least two years because the country’s
uranium production was fully commit-
ted until 2008. Yet plans and shipments
have started to move quickly since then,
presumably to make up for lost time.

On the backdrop of China’s unrelenting
appetite for energy and mounting fears
over fossil fuels’ environmental conse-
quences, the strategic importance and
potential of uranium cannot be denied
and will continue to be a key issue in
Sino-Australian relations. <™

Barbie Co, Consultant
barbieco@thebeijingaxis.com
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Regional Focus CHINA-LATIN AMERICA

The China-Latin America relationship has continued to strengthen even amid the financial crisis. China was
able to sustain its trade and investment in the region, highlighting Latin America’s contribution to diversifi-
cation in China’s consumer market and as a major source of natural resources. In this edition we also focus
on the advancing China-Mexico trade and investment relationship. By William Dey-Chao.

China-LatAm Highlights

e China and Latin America have both capitalised on mutual trade in order to benefit the other’'s economy. There are still oppor-
tunities to further enhance the already rapidly expanding commercial and investment relations between Latin America and
China. Some of these opportunities may be interpreted through supply and demand in regard to natural resources, which is
one of the main drivers for current trade and investment programmes

e Resources and other opportunities were explored during the third China-Latin America Business Summit which took place on
25 November 2009. The event was sponsored by the Economic Commission for Latin America and the Caribbean (ECLAC)
in association with the China Council for the Promotion of International Trade (CCPIT) with the goals of fostering greater eco-

nomic cooperation between China and Latin America

China-LatAm* Trade by Country as of Nov 2009, USD bn
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China-LatAm Trade Highlights*

® Amid the ongoing financial crisis, Latin America’s exports to
China have fallen only slightly in comparison to the EU and
the US, China’s largest trading partners. This underscores
the importance of the China-Latin America relationship.
During the first 11 months of 2009, China’s bilateral trade
with Latin America reached USD 95.66 billion

® During the first 11 months of 2009, Mexico and Colombia
continued to be the two Latin American countries with the
largest trade surpluses with China of USD 7.5 billion and
USD 1.3 billion, respectively. Conversely, China’s trade with
Brazil (USD 13.7 billion) and Chile (USD 6.7 billion) both
resulted in deficits, the largest in the region

® China’s exports to Latin America reached USD 40.45 billion
during the first 11 months of 2009, representing 4% of
China’s total world exports for the same period. In 2008
China’s total outward trade to Latin America totaled USD
57.7 billion

® China’s imports from Latin America reached USD 55.21 bil-
lion during the first 11 months of 2009, representing 6%
of China’s total intake from other nations. In 2008 China’s
sum of all imports from Latin America amounted to USD
55.21 billion

® China's strongest trade relationships are with commodity
producers. Oil and soybean producer Brazil exported the
most to China, at USD 26.11 billion (47% of China’s total
imports from Latin America), followed by copper producer
Chile at USD 11.15 billion (20% of total imports from Latin
America). Oil and soybean producer Argentina was next on
the list at USD 4.1 billion (7% of imports from Latin Amer-
ica) while Peru surpassed Venezuela and Mexico with USD
3.98 billion (7% of total imports from Latin America) in 2009

® Brazil continued to be the leading recipient of Chinese
goods in 2009, with USD 12.34 billion (31% of China’s total
exports to Latin America) while Mexico and Chile imported
USD 11.05 billion (27% of China’s total exports to Latin
America) and USD 4.39 billion (11% of China’s total exports
to Latin America), respectively

*Note: Latin America here refers to the Latin American Integration Associa-
tion (LAIA). LAIA’'s members are Argentina, Bolivia, Brazil, Chile, Colombia,
Cuba, Ecuador, México, Paraguay, Per, Uruguay and Venezuela.
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China-LatAm Investment Highlights

e Latin America has remained one of the most attractive destinations for Chinese OFDI outside of Asia. In Q3 and Q4 2009, Chi-
nese investments into the region came mostly in the form of loans to oil-rich countries like Brazil and Venezuela. However,
Chinese investment was also focused on developing the technology sector and infrastructure development in the region

e In December, Wuhan Iron and Steel Co. (WISCO), China’s third-largest steel maker, agreed to pay USD 400 million for 21.5%
of MMX, a Brazilian iron ore miner. WISCO agreed to purchase at least 50% of iron ore from mines MMX bought in 2007 and
2008, and signed a separate agreement with EBX, MMX’s controller, for a potential JV in order to build a steel mill

< In November 2009, Petroecuador, a state-owned oil company, announced that it will form a joint venture with Sinopec Inter-
national Petroleum. Sinopec, which will own 40% of the joint venture, plans to spend around USD 1 billion on the explora-
tion of Block 42 in the Oglan QOil Field in eastern Ecuador

< In September 2009, Venezuelan president Hugo Chavez announced that China plans to invest USD 16 billion over the next
three years to develop oil reserves in the Orinoco basin. He also added that Venezuelan state-owned PDVSA will work with

Chinese oil companies to build rigs and platforms for the Orinoco projects
Source: Various; Latin Finance

China-LatAm Country Watch: Mexico China Total Trade with Mexico, 2000-2008, USD bn
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e China’s total trade with Mexico in 2008 reached USD 17.5 0 [ .

billion and has been growing at a compound annual
growth rate of 29% since 2000

e In 2008 China’s imports from Mexico increased by 13% y-
0-y to USD 3.69 hillion, which represented 5% of China’s
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Mexico: A Rising Favourite for Chinese Investment in Latin America

China and Mexico have had modest economic ties since the 1970s, yet the global financial crisis has acceler-
ated relations between the two countries. We explore the Mexican shift east away from its trade depend-
ency on the US, and China’s ambitions to develop Mexico’s natural resource potential and to utilise its fa-
vourable trade conditions. By William Dey-Chao.

B oth China and Mexico trace their
civilizations back to prehistory.
Geographic and political barriers sepa-
rated the two for many years, including
in the area of trade. It was not until 1972
that official diplomatic relations were
initiated between China and Mexico.
Since then, the heads of state from both
countries have met on a number of oc-
casions and have signed several agree-
ments which continue to promote and
strengthen their diplomatic and eco-
nomic ties. The rapid developments in
the aftermath of the financial crisis, how-
ever, have pushed to two nations even
closer together.

Mexico is China's second-largest com-
mercial partner in Latin America, and is
also the largest destination of Chinese
exports in the region. In 2008, bilateral
trade between Mexico and China
reached USD 17.5 billion (an increase of
17.3% y-0-y). This total includes exports
from China to Mexico valued at USD 13.8
billion, with imports to Mexico contrib-
uting the remaining USD 3.7 billion.

In July 2008, with both countries moti-
vated by the effects of the financial cri-
sis, the Mexican President Felipe
Calderon visited China and established a
strategic dialogue with his Chinese
counterpart President Hu Jintao. During
the visit the two leaders signed the
China-Mexico Bilateral Investment Pro-
motion and Protection Agreement. The
agreement has since received approval
from the legislatures of both countries

and was enacted on 6 June 2009. The
deal, which includes many of the same
provisions that are typically found in US
bilateral investment treaties, incorpo-
rates legal protection for foreign inves-
tors in a range of areas. Such protection
ensures the right to non-discriminatory
treatment, free capital transfers, com-
pensation in the event of expropriation,
nationalisation or national emergency,
and for submitted disputes to be settled
by independent international arbitra-
tion.

Today Mexico is the most attractive in-
vestment destination for Chinese OFDI
in Latin America. Up to the present, 109
development plans have been carried
out in Mexican territory. The most attrac-
tive sectors for Asian firms have been in
heavy industry—manufacturing, mining,
agriculture, oil exploration, and even
automobile assembly. Approximately 57
Chinese companies have already chosen
to expanded into Mexico, bringing in
investment valued at around USD 400
million.

Mexico is seen as an ideal place for pro-
duction in part because Mexican labour
is relatively inexpensive. Another reason
is because of the close proximity to the
world’s largest consumer market: the US.
Chinese manufacturers can avoid ele-
vated American taxes on their products
since Mexico is a member of the North
American Free Trade Agreement
(NAFTA). This has placed Mexico in the
sights of many Chinese enterprises.

Selected Chinese Investments in Mexico
Chinese company

Geely Automotive

Lenovo

Golden Dragon

Shaanxi Dongling Group

Shaanxi Dongling Group

Jinchuan Group

First Automotive Work (FAW)

Sinatex
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Industry Amount Year
Automotive USD 270 mn 2009
Electronics USD 40 mn 2009
Textiles USD 100 mn 2009
Mining UsD500mn 2008
Mining USD 3.4 mn 2008
Mining USD 25 mn 2008
Automotive USD 100 mn 2007
Textiles USD 92 mn 2001

Complementary supply and demand
of mineral resources

China and Mexico have a complemen-
tary supply and demand relationship.
China is in the process of rapid eco-
nomic growth with a shift towards ur-
banisation. China’s recent economic
stimulus packages have worked to ac-
commodate this change by initiating
infrastructure development, and have
stimulated investment and consump-
tion in the country. China now ranks as
one of the largest consumers of raw ma-
terials in the world, yet since China is
without enough natural resources to
satisfy domestic demand, the country
must go abroad to acquire base materi-
als. Chile, Peru and Brazil are Latin
American countries who have already
capitalised on this trend. Mexico now
shows great potential to do the same.

Mexico has abundant and diverse min-
eral resource deposits that attract the
largest proportion of exploration spend-
ing in Latin America. The country ab-
sorbs 25% of all exploration spending in
the region followed by Peru (19%), Chile
(15%) and Brazil (12%). In 2008, Mexico
was among the top 12 producers of 18
minerals including gold (ranked 12th),
copper (ranked 12th), manganese
(ranked 8th), zinc (ranked 7th), molybde-
num (ranked 6th), lead (ranked 5th), and
silver (ranked 2nd). Various Canadian
exploration companies have already
capitalised on these opportunities, yet
only a few Chinese companies have yet
to profit from the wealth of resources
available in Mexico.

Pathfinders

So far only two Chinese companies have
invested in Mexico’s mineral industry.
The first is Jinchuan Group. The firm has
spent USD 25 million on exploration of
the Bahuerachi mining project in the
state of Chihuahua to extract zinc, cop-
per, molybdenum and silver. The second
is Shaanxi Dongling Group, which has
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invested USD 3.4 million on the Los Vasi-
tos iron ore project. It has also provided
USD 500 million towards two projects,
exploration of Las Andreas—a promis-
ing source of gold, copper, silver and
zinc—and for the development of Reyna
Del Cobre—with hopes to yield iron and
copper. As of 2009, both of the projects
are still in exploration phase. Others
mayl soon follow in their footsteps, how-
ever, as the signing of the China-Mexico
Bilateral Investment Promotion and Pro-
tection Agreement is expected to act as
a catalyst for Chinese companies step-
ping up investment in Mexico.

Mexico’s population and the demand
for low-priced goods

In 2008, Mexico’s population reached
111 million, making it the world’s 11th
largest country by population. With so
many consumers, Mexico presents an
attractive market for low cost Chinese
goods. In 2009, it was reported that a
group of Chinese investors had been
approved for an investment of USD 350
million toward the development of a
modern China Town in Mexico City, in-
cluding a hotel with oriental-style archi-
tecture. The permissive attitude of the
Mexican government to such plans may
encourage other industries to advance
their ideas in sectors such as auto-
manufacturing, renewable energy, food,
electrical supplies, financial services, and
tourism, among others.

Mexico as a gateway to the US and
Latin America

Another key aspect of the China and
Mexico relationship is the strategic loca-
tion of Mexico—in the heart of the west-
ern hemisphere—with access to both

north and south American markets.
Mexico has signed 12 free trade agree-
ments involving 44 countries. It has tar-
iff-free access to many countries that
China does not, making it a valuable
partner in the distribution of Chinese
manufactured goods. So long as Chinese
manufacturing does not adversely effect
Mexican industry, which may trigger
protectionist legislation, Mexico could
provide an excellent hub for China’s
trade in the western hemisphere.

Chinese initiatives in the automotive
industry, textiles, and electronics

Recent developments have seen several
Chinese companies make use of Mex-
ico’s logistical advantages and relatively
low labour costs. The most active Chi-
nese companies to establish manufac-
turing plants in Mexico have been in the
auto manufacturing, textile, and elec-
tronics sectors.

Take for example the activities of China’s
automotive industry in Mexico. In 2007
First Automotive Works (FAW) signed an
agreement to invest USD 100 million for
the production of a manufacturing plant
with a 50,000 unit per year output ca-
pacity, due for completion in 2010.
Geely Automotive also intends to invest,
with plans to finance USD 270 million
over three phases to construct manufac-
turing facilities. The project will create
2,000 new jobs, with an annual produc-
tion of 300,000 vehicles to distribute to
both north and south American coun-
tries.

Two other auto players are also consid-
ering a Mexican manufacturing strategy.
One is Zhongxing Automobile. The
other, Foton—a Chinese assembly com-

pany—plans to invest over USD 250 mil-
lion and generate about 1,000 direct
jobs and 3,500 indirect jobs in the state
of Michoacan.

In the textile arena, the Chinese com-
pany Sinatex has invested USD 92 mil-
lion toward the installation of a manu-
facturing plant. To give some perspec-
tive on the significance of this project,
the plant’s output is expected to supply
a full 25% of all US thread imports.

In the electronics sector, the Chinese
computer giant Lenovo will invest USD
40 million to produce laptops in Mexico.
This is the largest investment for the
company outside of China’s borders.
Hon Hai, the largest electronics manu-
facturing contractor in the world, has
also decided to take advantage of op-
portunities in Mexico. It will create a
manufacturing base in Ciudad Juarez,
Chihuahua, in the north, and will employ
20,000 people. More recently, a com-
pany called Golden Dragon invested
USD 100 million (one of the largest Asian
investments in the country) to construct
a factory which will produce 60,000 tons
of high tech copper tubing to be sold in
north America.

Looking ahead

Against the backdrop of the financial
crisis, Chinese companies have become
more active in the Latin American re-
gion, with Mexico in a good position to
capitalise on the increase in Chinese
OFDI. The China-Mexico Bilateral Invest-
ment Promotion and Protection Agree-
ment is likely to be instrumental in en-
couraging more Chinese investment
into Mexico. This might also induce Mex-
ico to further diversify from its depend-
ency on the US. Although geographic
and political barriers have historically
separated these two nations, strong
gains from trade ensure an intercon-
nected future. <>

William Dey-Chao, Consultant
william@thebejingaxis.com
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Regional Focus CHINA-RUSSIA

While China has recovered rapidly from the global financial crisis, Russia is still in some distress. Troubled
times, however, have pushed China and Russia toward closer cooperation. Prime Minister Putin’s October
12-14 visit to China brought the promise of an improved Russian investment environment for Chinese in-
vestors and a range of new natural resource-oriented projects. By Julia Wang.

China-Russia Highlights

At the end of October 2009, China was Russia's second-largest trade partner, second only after the Netherlands. From January
to October, the trade volume between Russia and China totaled USD 31.08 billion, down 35.2% compared to the same period
in 2008

China and Russia signed thirteen substantial energy cooperation agreements during the visit of Russian Prime Minister Vladi-
mir Putin to China in October 2009. The documents will institute trade agreements to boost cooperation in oil, gas, coal and
nuclear energy between the two countries. One of the notable new prospects included in the new agreements is a 20-year oil
supply agreement which will also include the construction of more than 2,000 km of crude oil pipelines

China and Russia have announced plans to increase the use of their own ruble and yuan currencies, in addition to the US
dollar, for use in bilateral trade, according to a joint communiqué issued by the two countries. Russia and China have both
indicated their willingness to strengthen bilateral finance and banking partnerships for joint responses to the global financial
crisis

China and Russia have agreed to further regulate custom clearance. After the 14 October meeting between Premier Wen Jia-
bao and Prime Minister Putin, the two parties agreed to establish a sub-committee for customs cooperation in order to pro-
tect the legal rights of trade companies and to boost bilateral commerce. Both Chinese and Russian customs agencies also
signed a joint memorandum regulating the terms for customs clearance

RUSAL signed a metal supply deal with China North Industries Corporation on 2 November 2009. Shipments will be made to
China from RUSAL'’s Siberian smelters from 2010 to 2016. RUSAL’s sales to China are expected to represent 5% of its revenue
in 2009, with the company aiming to double this to 10% by 2015

Russia Monthly Trade with China, Jan-Dec 2009, USD bn China-Russia Trade Highlights
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W Russian exports to China country, the leading type of prod
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0 from USD 10.2 billion in 2007 to USD
2000 2001 2002 2003 2004 2005 2006 2007 2008 13.32 billion in 2008
Source: All China Marketing Research; THE BENJING AXIS Analysis Source: Various; THE BEIJING AXIS Analysis
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Russia Investment Highlights
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® FDI into Russia decreased 48.1% in the first three quarters of 2009 compared to the same period in 2008, with the total de-
creasing by USD 9.98 billion. In the other direction, OFDI from Russia declined by 23.4% compared with 2008 to USD 69.96

billion

® Russia's manufacturing industry absorbed one third of FDI into Russia (27.8%), followed by mining, real estate, and retail
® The main countries investing in Russia from January to September 2009 were Luxembourg, Netherlands, Germany, China,
Cyprus, the UK, Switzerland and Japan. This group accounted for 73% of total foreign direct investment stock

* For the first time China appeared among the list of major investors into Russia, considered a historical milestone in bilateral
cooperation between the two nations. China’s Russian investments from January to September 2009 were primarily directed

toward energy-related industries
Source: Multiple sources; THE BEIJING AXIS Analysis

China-Russia Resources Highlights

® Sinopec will invest USD 22 billion to build a refinery in
Russia. The refinery will be located in the Primorsky re-
gion, and will have an annual capacity of 20 million tons,
entering operation by 2014. It will be the first time a Chi-
nese oil firm has built a refinery in Russia. OAO Rosneft
is the prospective partner. Sinopec bought a 50% stake of
Udmurtneft in 2006 and is also participating in explora-
tion on the Veninsky block (Sakhalin-3) with Rosneft

®* Two Chinese companies have acquired 50% stock of
Nobel Holdings Investments Ltd., which is now owned
by China Investment Corporation (CIC), Hong Kong invest-
ment group Oriental Patron Financial Group (OPFG), and
Nobel Oil Group. The three possess 45%, 5%, and 50%,
respectively. The agreement appears to be a route to a
backdoor listing of the Russian company in Hong Kong.
CIC paid USD 100 million for Nobel's stock, and within the
next nine months, CIC intends to spend USD 50 million
for the JV's operating expenses and invest USD 150 mil-
lion to acquire oil reserves estimated to be 150 million
barrels. Founded in 1989, Nobel Oil Group’s major activity
is the extraction of oil in the Komi Republic, Russia

® RusEnergy Investment Group, registered in Hong-Kong,
has acquired 51% of oil and gas producer Siun-
tarneftegaz, aiming to acquire exploration rights in the
Yuzhno-Berezovsky and Cheredeisky fields. These eastern
Siberian tracts contain both oil and natural gas. This is the
first time a Sino-Russian JV is operating in Russian terri-
tory to jointly exploit oil and gas fields

Source: Caijing; Reuters; THE BEIJING AXIS Analysis
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CNPC and Gazprom: In Expectation of a Super Energy Deal

CNPC and Gazprom have taken an additional step toward advancing the largest natural gas supply deal in
the world. If the deal is finalised, China will replace the EU as the major consumer of Russian gas, confirming
once more the shifting trend in Russia’s energy resource exports from West to East. Yet frictions remain in
the ongoing negotiation process. By Nikita Popov.

n October 13 2009, Gazprom, the

largest energy company in Russia,
and CNPC, the largest in China, signed
an initial agreement to supply China
with Russian gas. The agreement was
signed during the 14th regular prime
ministers talks between China and Rus-
sia. According to the signed document,
Gazprom will be supplying China with
around 70 billion cubic meters of natural
gas per year, making China the largest
purchaser of Russian gas. However, the
first supplies are not expected to arrive
until 2014-2015. Many specific details of
the deal remain unresolved, including
what will no doubt be the greatest chal-
lenge— agreeing on a price.

Long time coming

The history of the deal dates back to 14
October 2004, when an agreement of
strategic cooperation was signed be-
tween CNPC and Gazprom during the
official visit of the then Russian presi-
dent Vladimir Putin to China. This agree-
ment defined a broad spectrum of direc-
tives for reciprocity, including an elabo-
ration on the intention of Russia to sup-
ply natural gas to China. A Collaborative
Coordination Committee was estab-
lished for controlling the implementa-
tion of this agreement. After five years
of mutual efforts, both sides have at last
come very close to something tangible.

Losing faith in the EU

At present, the major export destination
of Gazprom’s gas is the European Union.
However, the leaders of Gazprom have
consistently spoken of the necessity of
diversifying supply channels and ex-
panding to east Asia. Such talks have
recently enjoyed strong support from
the Russian government. Moscow is
visibly irritated by EU plans to lessen its
dependence on Russian energy re-
sources. Yet European leaders have
been outspoken in promoting the
Nabucco project, a gas pipeline which is
supposed to provide the EU with gas
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Piping hot: A large pipeline station of Gazprom in Russia. While well-developed infrastructure
already exists in the western part of Russia, the eastern part will still need a lot of investment
to make the deal become areality.

from central Asia and the Caspian re-
gion, thereby bypassing Russia. The
Nabucco project is competing with two
Russian giant pipeline projects, North
Stream and South Stream, which some
EU countries regard as a threat to their
energy security.

Apart from this, Russia seems to be fed
up with continuous problems in the
Ukraine concerning gas transit. Scandals
occur nearly every year in this key transit
country, causing interruptions in the
Russian gas supply to Europe and bil-
lions of dollars in losses to Gazprom.
While Europe does not want to depend
too heavily on Russia for its energy
needs, Russia in turn desires a shift in its
export routes away from problematic
Ukraine.

The scale of the deal

70 billion cubic meters of gas per year is
a large amount to supply to a single
country. It is nearly half of the amount
that Gazprom planned to supply to all
non-CIS countries in 2009. In compari-
son, Gazprom expects to supply 143
billion cubic meters to non-CIS countries
in 2009, while in 2008 its supplies to-
talled 159 billion. Germany, which is

Gazprom'’s biggest single sovereign cus-
tomer, purchased 34.7 billion cubic me-
ters in 2008. According to Gazprom CEO
Alexey Miller, the signed agreement
between Russia and China states that
natural gas supplies to China will be di-
rected through two routes: about 30
billion from western Siberia and 38 bil-
lion from gas fields in eastern Siberia
and the Russian Far East. This second
route leaves serious questions unan-
swered.

Gaps in infrastructure

In western Siberia, Gazprom already has
well-developed infrastructure at its dis-
posal, an extensive resource base, and
sufficient gas processing capacity.
Therefore, the western route could be
established in a brief period of time. The
eastern route is less well-endowed. East-
ern Siberia, while possibly commanding
even richer gas fields, still remains a sig-
nificantly underdeveloped region in
terms of infrastructure. Handling the
capacity proposed by the recent agree-
ment will require an expansion of infra-
structure almost from scratch. An enor-
mous gas pipeline, similar to ESPO’s
(East Siberia-Pacific Ocean) crude oil
pipeline will have to be laid, a very long



and costly process. Therefore, some ana-
lysts believe that supplies will be de-
layed until 2016. Such skepticism seems
realistic, especially when one considers
that both sides still have not agreed on
the price.

Unceasing haggling

According to Russian Deputy Prime Min-
ister Igor Sechin, one of the members of
the Russian delegation, discussions on
price will begin in the first months of
2010. The two sides may have very dif-
ferent price expectations. Alexey Miller
has already defined the terms for Rus-
sian pricing. Gazprom intends to use the
‘European’ pricing formula for gas sup-
plies to China, in which the gas price is
tied to the oil price. Sources from
Reuters, familiar with the course of ne-
gotiations, claim that China will only
agree to buy Russian gas at rates that
are lower than the European system.
Before 2006 China insisted on buying
gas from Russia at an extraordinarily low
price: USD 60 per one thousand cubic
meters.

The average price for gas in Europe is
expected to fall to USD 280 per one
thousand cubic meters from USD 407 in
2008. At the same time, stock market
prices for gas are lower than Gazprom'’s.
As a result, European companies are
reducing purchases from the Russian
gas giant. Without a doubt, China is
aware of this situation, and is unlikely to
accept Russian terms.

China can wait

Gazprom may have to concede to
China’s terms after all. According to data
from BP, China consumed 80.7 billion
cubic metres of gas in 2008, a 16% in-
crease y-o-y. This indicates rising de-
mand for natural gas in China, but does
not necessarily mean that China is in
desperate need of new supply channels.

On 14 December 2009, the Central Asia-
China gas pipeline, running from Turk-
menistan through Kazakhstan to China,
was put into operation. China plans to
import up to 40 billion cubic metres per
year from this source. This flow is ex-
pected to provide China with enough
natural gas to suffice for the next few
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All smiles: Russian Prime Minister Putin and China’s Premier Wen after the signing of a range of
agreements, including the Gazprom-CNPC deal, during Prime Minister Putin’s visit to China in
October 2009.

years. In other words, China is not neces-
sarily in a hurry to finalize this deal.
Moreover, China may use the fallen
revenues of Gazprom, and consequently
its worsened financial condition as addi-
tional pieces of leverage in the negotia-
tions.

An indirect route

Unlike China, Gazprom is much more
interested in finalising the deal as soon
as possible. Demand has fallen in Gaz-
prom’s traditional markets, and there are
no signs of any considerable growth
over the near term. Decreased revenues
have already made it difficult for Gaz-
prom to find funds to construct new
pipelines. The Russian company faces
additional expenses in other projects,
such as its South and North Streams.

Under such tough conditions, Gazprom
may try to use the scheme that was al-
ready applied to the other huge energy
deal between China and Russia: the
ESPO crude oil pipeline project. Accord-
ing to that agreement, CNPC gave USD
25 billion in credit to two Russian com-
panies, Rosneft and Transneft, in ex-
change for extending a branch of ESPO
to China and for future oil supplies. In
negotiations with Gazprom, CNPC may
follow the same path. In this case, if Gaz-
prom is offered credit from China for
constructing a pipeline, it will ease the
tight financial state of the Russian com-

pany. This would stand to benefit China
as well, as it will make the Russian com-
pany more compliant in further negotia-
tions about the pricing scheme.

Evaluating the results

The agreement established between
Russia and China may be less of an end
than a beginning. Both sides will have to
tackle many hurdles on the way to final-
ising the deal. The Russian delegation
did not obtain the definitive success it
had hoped for in the recent October
talks. Nearly all the figures settled upon
were released by the media prior to the
visit, and Vladimir Putin failed to over-
come the most onerous obstacle in the
negotiations: the price.

For Russia, the framework agreement
presents an opportunity to put pressure
on its capricious partners in the EU. For
China, an abundant supply of natural
gas can be a sufficient and inexpensive
source of energy to quench the demand
of its rapidly-growing economy. Even
with so many unsettled matters, the
underlying message is loud and clear—
the Russian gas monopoly is turning
ever eastward towards China. <

Nikita Popov, Analyst
nikitapopov@thebeijingaxis.com
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Upcoming Events

THE BEIJING AXIS can assist delegates who wish to attend fairs, exhibitions and conferences in China. THE
BEIING AXIS service set includes research, interpretation, negotiation and travel logistics. For more infor-
mation, please send an email to info@thebeijingaxis.com, or for contact details please see ‘About THE BEI-
JING AXIS’ on page 66.

Machines, Construction Vehicles and Equipment

Date Event Location
21-22Jan 10 Asia Gold Mining and Investment Summit 2010 Beijing
27-29Jan 10 Clean Coal 2010 Tianjin

9-11Mar 10 17th China International Exhibition on Packaging Machinery & Materials Guangzhou
12-14 Mar 10 10th China International Auto Accessories Commercial Expo (CIAACE2010) Beijing
16-19Mar 10 China Modern Rail Summit 2010 Beijing
18-19Mar 10 China Supply Chain & Logistics Showcase 2010 Shanghai
19-21Mar10 2010 China International Food Exhibition And Guangzhou Import Food Exhibition Guangzhou
22 -24 Mar 10 7th China International Offshore Oil & Gas Exhibition Beijing
24 -25Mar 10  6th Global Foundry Sourcing Conference 2010 Shanghai
25-26 Mar 10  2nd Annual World Shipbuilding Summit 2010 Shanghai
29-31Mar10 Minesand Money 2010 Hong Kong
6-9Aprl10 STONETECH 2010 Shanghai Shanghai
8-9Apr10 ChinaClean Coal Summit 2010 Beijing
12-13 Apr10 8th Coaltrans China Beijing
10-12 May 10 3rd International Coal and Mining Machinery, Technology and Equipment Expo Beijing
11-13May 10 Shanghai Tube Expo & Shanghai Pipe Fittings Shanghai
2-4Jun10 China Sourcing Fair - Electronics Products Shanghai
3-53un 10 ?Ct:rcgrﬂigz;(l)r&e)rnational Coal Equipment and Mine Technical Equipment Exhibition 2010 Beijing
7-9Jun10 International Mines Equipment Expo 2010 Shanghai
23-26Jun 10 11th China(Guangzhou) International Metal & Metallurgy Exhibition Guangzhou
16-19Jul 10 4th China Qingdao International Stone Products & Machinery Exhibition Qingdao
18-20Aug 10 8th Edition of China International Auto Supplies Sourcing Fair (CSAE2010) Shanghai
16-18 Nov 10 China Mining 2010 Tianjin
23 - 26 Nov 10 BAUMA China 2010 (International Trade Fair Construction Machinery, Building Material Shanghai
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THE BEIJING AXIS Careers

THE BEIJING AXIS and its group companies are looking for dynamic, performance-driven individuals to as-
sist us in meeting our business challenges. Applications will be treated confidentially. If you believe you can
make a positive contribution, send your detailed CV with a letter of motivation and references to the Group
MD, Kobus van der Wath: kobus@thebeijingaxis.com (Note: international relocation is possible).

General Manager: Africa Region
BATEMAN BENING AXIS
Johannesburg Office

Role

e Provide overall leadership and vision
for regional business

e Develop and actively participate in
business development—specifically
with regards to developing the Bate-
man Beijing Axis (BBA) brand of pro-
curement services in South Africa
and in other African countries

« Strategic client relationship manage-
ment

e Supervision of BBA’s procurement
projects in Africa

» Be a thought leader and promote the
development of learning processes
and platforms—drive internal intel-
lectual capital formation

» Provide local support to BBA team
and clients for procurement projects
i.e. logisticsmanagement

e General administration support—
liaise with Beijing office

e Improve process efficiencies,
optimise workflow, and control costs

e Monitor, manage and report prob-
lems and opportunities

» Scope for a directorship

Requirements

e Minimum 12 years experience
in a relevant management position

e Relevant bachelor or honours degree
essential. MBA or related masters
degree preferred

» Highly motivated and driven by a
passion for China

e Comprehensive knowledge of
China’s cross-border business
engagement; international trade/
procurement background preferred

» Sound judgement, maturity and an
ability to manage different teams

e Capacity and willingness to work in
an entrepreneurial organisation

e Proven interpersonal, verbal and
written communication skills

e English and some Mandarin ability
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Financial Manager
BATEMAN BENING AXIS
Beijing Office

Role

e Lead and develop Finance Depart-
ment, introduce and manage fi-
nance and accounting practices in
line with overall strategy

e Responsible for internal controls,
design and implementation

» Responsible for general monthly ac-
counting including supervising ac-
counts receivable and payable

e Financial risk management

e Manage budgeting processes, cash
flow control, revenues, and cost
management

 Preparation of taxation and other
WFOE reports as required

e Preparation of periodic financial ac-
counts and management reports,
plans and forecasts, as well as vari-
ance analysis, to support manage-
ment decision-making

e Monitoring of financial aspects of
projects and departments, including
budgeting and cost analysis

» Financial performance management

Requirements

e Minimum six years experience in fin-
ance and/or accounting

e Bachelor or honours degree in ac-
counting essential. A CPA, senior
accounting qualification, or other
relevant degree an advantage

« Solid knowledge of IAS and IFRS

< Knowledge of employer regulations
and legal constraints for employers
and foreign employees in China

e Experience in multi-national organi-
sations (WFOE) is required, experi-
ence in ‘big four’ a plus

« Solid command of Chinese financial
reporting and accounting software;
solid computer skills: MS Suite

e Willing to learn and able to work
in diverse, multi-cultural teams

e Excellent command of written and
oral English and Chinese is essential

Manager: Corporate Finance
TBA CHINA CAPITAL ADVISORS
Beijing Office

Role

e Lead multiple advisory assignments
in the investment advisory division of
THE BENING AXIS

e Manage assignments and projects
to ensure quality and time object-
tives are met; ensure the mainte-
nance of professional ‘best practice
standards across all assigned
projects

 Valuation, modelling, participation
in overall investment processes

* Manage two to four deal-team con-
sultants and analysts

e Be athought leader and promote
the development of learning pro-
cesses and platforms

e Improve process efficiencies

e Client relationship management

e Ensure alignment of division’s
objectives with the group’s

e Multi-sector assignments with
emphasis on resources, mining and
industry

e Significant (international) travel

Requirements

 Superior analytical and problem-
solving abilities: Valuation, mo-
deling and deal structuring

 Ability to work with diverse
cultures and backgrounds

e Interest in and knowledge of
China’s cross-border business
engagement

e Sound judgement, maturity and a
systematic mind

e Conceptual thinking and attention
to detail

e MBA/CFA/CA or legal back-
ground preferred with more than
three years experience in finance/
consulting

 Native English written and verbal
communication skills essential

e Mandarin ability essential

e Willingness to travel
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Strategic Partnerships

THE BENING AXIS (TBA) has entered
into a joint venture agreement, Bate-
man Beijing Axis (BBA), with Bateman
Engineering N.V,, a global leader in the
execution of feasibility work and the
design, engineering, procurement and
construction management of mineral
processing plants. The combination of
Bateman Engineering N.V.’s core pro-
ject management capability and lead-
ing process engineering technologies,
with TBA's analytical approach, China
sourcing experience and knowledge, as
well as both entities’ established net-
works and supplier databases, ensures
the right management of all aspects of
a China sourcing initiative, while add-
ing value and mitigating risks.

By following a systematic project meth-
odology, BBA is able to provide intelli-
gent sourcing solutions that balance
total cost, delivery time and quality in
order to achieve sustainable sourcing
advantages. The BBA joint venture is:

- Based on over five years of China
sourcing collaboration between TBA
and Bateman Engineering N.V.

- Strategically important to both part-
ners and long term in nature

- Supported by both CEQOs, top man-
agement and all layers of the part-
ner organisations

- Supported by Bateman Engineering
N.V.’s large company systems, plat-
forms and procedures

- Fuelled by TBA's entrepreneurial
culture, flexibility and speed

- Represented in offices around the
world, i.e. Beijing, Johannesburg,
Perth, Bangalore and Moscow

- A perfect synergy and complement-
tarity of skills that provides clients
with comprehensive solutions

TBA China Capital Advisors (CCA) has
entered into a joint venture agreement,
Cadiz Beijing Axis, with Cadiz Corpo-
rate Solutions, the corporate finance
division of Cadiz FSG, a leading South
African financial services group. By lev-
eraging Cadiz's multi-disciplinary ap-
proach to corporate finance advisory
and CCA’s China knowledge, expertise
and presence, Cadiz Beijing Axis is the
perfect corporate advisor for compa-
nies in search of capital investment
from China, and for Chinese companies
in search of investment opportunities
in Africa.
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In September, Siyenza Management
and THE BEIJING AXIS has forged a stra-
tegic partnership which will see the two
companies collaborating in the manage-
ment of a number of business events in
the future. Siyenza is a respected world-
class service provider with strong net-
works stretching across South Africa,
Africa and the rest of the world. Siyenza
has been voted as one of the top 15
event management companies in Africa.

Learning & Getting Around

Mitch Cosani, Manager: Johannesburg
Office, and Jackie Li, Manager: Business
Development, Johannesburg, were in-
vited to attend the opening function of
the Hulamin Expansion Project held at
the Hulamin plant in Pietermaritzburg,
South Africa, on 24 November 2009.

On 20 November 2009, Mitch Cosani
attended a Nuclear Forum event entitled
‘The Landscape for South Africa’ at the
Sheraton Hotel in Pretoria, South Africa.

Jackie Li attended a South African Insti-
tute of International Affairs—'Doing
Business in Africa’ seminar on 10 No-
vember 2009 at the University of the
Witwatersrand in Johannesburg, South
Africa.

On 10 November 2009, THE BEWNING
AXIS held a business seminar entitled
‘China Going Global - Opportunities for
Chinese Companies in the Latin Ameri-
can Resources Sector’ at Lan Club in Bei-
jing. About 40 people from various Latin
American embassies as well as a number
of Chinese companies and investors
attended the event. Javier Cufiat, Man-
ager: China Strategy Group, delivered a
presentation at the event entitled
‘Opportunities for Chinese Companies in
the Latin American Resources Sector.’

Kobus van der Wath, Founder and
Group MD, was invited to attend the
Fifth Global China Business Meeting
in Lisbon, Portugal, on 9-10 November
2009. The event is the foremost annual
gathering of Chinese business leaders
and their European counterparts and is
attended by CEOs and business leaders
from the world’s leading organisations.

On 7 November 2009, Lilian Luca, Chief
Operating Officer, attended Alumni Fo-
rum and Reunion - Asia 2009, organised
by INSEAD at their Singapore campus.

Haiwei Huang, Manager: Business Devel-
opment, Beijing, and Mitch Cosani at-
tended the Third Conference of African
and Chinese Entrepreneurs in Sharm el-
Sheikh, Egypt, on 7-8 November 20009.
The event preceded the Fourth Forum
on China Africa Cooperation (FOCAC) on
8-9 November 2009. Mitch Cosani was
also invited by the South African Depart-
ment of Trade and Industry to deliver a
presentation to a South African break-
away session at the entrepreneur con-
ference which included the South Afri-
can Minister of Trade and Industry and
other government officials and foreign
representatives. Mitch’s presentation
was entitled ‘The Emergence of China in
the Global Economy’.

On 6 November 2009, Lilian Luca at-
tended the Leadership Summit Asia
2009, organized by INSEAD. The summit
was attended by business leaders, aca-
demics and INSEAD alumni, and focused
on the global financial crisis, climate
change and development.

On 5-7 November 2009, William Dey-
Chao, Lead Consultant: China Strategy
Group, attended the Discover Mongolia
2009 International Mining Conference,
held in Ulaanbaatar, Mongolia.

On 3-4 November 2009, THE BEIJING
AXIS attended the First China Overseas
Investment Fair with a booth in the main
hall of the event, which was held at the
China World Trade Centre in Beijing's
Guomao business district.

On 2-4 November 2009, staff members
from the Johannesburg office attended
the 2009 Mine-Tech International Min-
ing Conference held at Gallagher Estate
in Midrand, South Africa. Kobus van der
Wath was invited to deliver a keynote
presentation, which was entitled ‘Low
Cost Country Sourcing Opportunities’.

Jackie Li attended a Johannesburg
Chamber of Commerce and Industry
Ghana event in Johannesburg, South
Africa on 29 October 2009.

Kobus van der Wath was invited to de-
liver a presentation at a Wits Business
School Distinguished Lecture Series
event on 27 October 2009 in Johannes-
burg, South Africa. Kobus’ presentation
was entitled 'China’s Growth in a Tumul-
tuous Global Environment’, and focused
on some of the factors underpinning
China’s strong recent GDP growth fig-



ures, notwithstanding the effects of the
global financial crisis.

On 23 October 2009, Lilian Luca and
Julia Wang, Consultant in the Beijing
office, attended the 2009 China Eurasia
Investment Forum which was held in
Beijing, China.

On 22-23 October 2009, Jackie Li at-
tended the China-Africa Business Sum-
mit in Cape Town, South Africa. The
event focused on business opportunities
in China’s engagement with Africa.

Directors from the Beijing office includ-
ing Matt Pieterse, Director and CEO:
China Capital Advisors; Edward Wang,
Director and GM: China Capital Advisors;
Lilian Luca; Javier Cufiat; Haiwei Huang;
William Dey-Chao and Barbie Co, Con-
sultant within the Managing Director’s
Office, attended China Mining 2009 in
Tianjin, China, on 20-22 October 20009.
Luca delivered a presentation entitled
‘Low Cost Country Sourcing Opportuni-
ties with Specific Reference to Mining
Equipment’ and Javier delivered a pres-
entation entitled ‘China’s Rising Out-
ward Investment in Resources—'What's
in it for South East Asia?’

Jackie Li was invited to deliver a presen-
tation on the impact of the global finan-
cial crisis on China at the Wits Business
School Alumni Day in Johannesburg,
South Africa, on 17 October 2009.

On 16 October 2009, Mitch Cosani and
Jackie Li attended a Johannesburg
Chamber of Commerce and Industry -
Midrand Region breakfast with Clem
Sunter at the Sandton Convention Cen-
tre in Johannesburg, South Africa. The
breakfast event was entitled ‘The World
and South Africa Beyond 2010'.

On 12-23 October 2009, Kobus van der
Wath delivered a series of lectures to an
MBA elective course at the University of
Cape Town Graduate School of Business
in Cape Town, South Africa. The course
was entitled ‘Doing Business in China’
and covered all aspects of engaging and
dealing with China, both as competitor
and partner.

On 12 October 2009, Mitch Cosani and
Jackie Li attended a South African Insti-
tute of International Affairs (SAIIA) event
entitled ‘Major Trade Policy Challenges
Faced by South Africa’, held at the Uni-
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versity of the Witwatersrand in Johan-
nesburg, South Africa.

From 30 September to 2 October 2009,
Lilian Luca and Julia Wang attended the
Fifth Russian Mining Trade Forum and
Expo—Minex 2009. During the confer-
ence, Luca delivered a presentation enti-
tled 'China’s Quest for Resources World-
wide—Issues, Trends and Strategic Con-
siderations'. THE BEIJING AXIS also had a
booth at the event, which it shared with
Bateman Engineering Russia.

Lilian Luca delivered a presentation enti-
tled 'Doing Business in China' to stu-
dents at the Moscow Finance and Indus-
try Academy on 29 September 2009.

On 22-24 September 2009, William Dey-
Chao attended the 2009 International
Sourcing Fair (ISF) in Shanghai, China, as
part of a Dutch Chinese Chamber of
Commerce delegation.

Mitch Cosani attended a British Cham-
ber of Commerce breakfast on 22 Sep-
tember 2009 in Johannesburg, South
Africa. The speaker was Dr. Mervyn King,
senior counsel and former South African
Supreme Court judge. Dr. King spoke on
corporate governance in South Africa
and the impact this is likely to have on
companies in the 21st century.

On 21-22 September 2009, Diana Wang,
Manager: China Sourcing Unit, attended
the Global Purchasing and Supply Chain
Forum 2009, held in Tianjin, China.

Kobus van der Wath attended an Excel-
lence in Mining and Exploration event in
Sydney, Australia, on 21-23 September
2009.

Lilian Luca was invited to deliver a pres-
entation on green energy in China and
other issues regarding sustainability to a
China Study Tour delegation from the
Imperial College London on 21 Septem-
ber 2009.

On 16 September 2009, Jackie Li from
the Johannesburg office attended a
NEPAD Breakfast event, as well as an
African-Asian Society Seminar that dis-
cussed emerging investment opportuni-
ties in South Africa’s Limpopo province.

On 15-17 September 2009, Kobus van
der Wath and Barbie Co attended Min-
ing Philippines 2009 in Manila, Philip-
pines. Kobus delivered a presentation

entitled 'Global Demand for Metals and
Minerals—Issues, Trends and Strategic
Considerations for the Future and
China's Role.'

On 3-4 September 2009, Kobus van der
Wath attended the Africa Down Under
conference which was held in Perth,
Australia.

Jackie Li attended the SCLG—Visibility
in the Supply Chain event on 3 Septem-
ber 2009 in Johannesburg, South Africa.

On 31 August 2009, Haiwei Huang at-
tended a South African Department of
Trade and Industry Business Delegation
to China event.

Forthcoming Events

During January, February and March

2010, THE BEWING AXIS will be further

represented at the following events:

- Asia Gold Mining and Investment
Summit, Beijing (21-22 Jan)

- Mining Indaba, Cape Town (1-4 Feb)

- Oil and Gas Outlook Africa, Cape
Town (8-11 Feb)

- Meeting Point China, Johannesburg
(16-19 Feb)

- Energy Indaba, Johannesburg (24-
26 Feb)

- Afro Arab Asian Summit, Johannes-
burg (1-3 March)

- PDAC, Toronto (7-10 March)

- Asia Mining Congress, Singapore
(23-26 March)

- 13th Annual Global Iron Ore & Steel
Conference, Perth (23-24 March)

Team Developments

Matt Pieterse, previously a non-
executive director with the company,
was asked to serve as Director as well
as CEO: China Capital Advisors, effec-
tive from September 2009. Matt is
based in the UK and has extensive ex-
perience in the field of corporate fi-
nance M&A.

In September 2009, Phoenix Liu joined
as an Administrative Assistant in the
Office of the Group Managing Director.

THE BEWING AXIS Beijing office wel-
comed Maggie Han in October 2009
and Charles Avery in November 2009 as
interns. The office also expresses its
sincere thanks to previous interns who
have completed their allotted work
periods at the company. We wish them
continued success for the next stage of
their careers.
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About THE BEIJING AXIS

THE BEIJING AXIS (TBA) is a cross-border business bridge to/from China in three principal areas: Strategy, Sourcing and Invest-
ment. Our three synergistic cross-border China businesses: TBA China Strategy Group, TBA China Sourcing Unit and TBA China
Capital Advisors provide hands-on solutions for international firms as they act in unfamiliar territory in China, or for Chinese

firms as they venture out and ‘go global'.

- In Strategy, we help clients enter new markets, expand existing markets, develop and implement new strategies, and better
understand their customer base and competitive environment through analysis and intervention.

- In Sourcing, we help clients build and manage supply chains in China and abroad - for projects, equipment, components, fin-
ished products, raw materials and commodities.

- In Investment, we help clients raise capital from strategic investors and advise clients on cross-border acquisition, disposal

and joint venture transactions.

Since 2002 we have successfully worked with many large international and Chinese MNC clients across various sectors and in-
dustries, with a core focus on the Chinese mining and resources sector and on China’s burgeoning industrial and engineering
sector. We are committed to safety and sustainability, and our solutions emphasise 'actions and transactions’. Our principal of-
fice is in Beijing with additional offices in Hong Kong as well as in Singapore, Perth, London, Moscow and Johannesburg.

Three Synergistic Cross-border China Businesses

TBA CHINA STRATEGY GROUP TBA CHINA SOURCING UNIT

Strategy Formulation
Strategy Implementation

THE BEWNING AXIS China Strategy Group
(CSG) assists CEOs, boards and senior man-
agement with their cross-border China strat-
egy formulation and implementation. For
international MNCs, CSG is a trusted strategy
advisor and implementation partner. For
Chinese MNCs, CSG performs strategic busi-
ness planning and implementation as they
develop global businesses. CSG helps clients
to enter new markets by formulating and
implementing innovative and pragmatic
business strategies in a manner that adds
value and mitigates risks. CSG’s strategy for-

Strategic Sourcing
Supply Chain Mgmt & Support

THE BEWING AXIS China Sourcing Unit (CSU)
supports international firms as they exploit
China’s status as a global supply base, while
supporting Chinese firms looking at global
sourcing. CSU provides comprehensive pro-
curement services across the supply chain
with a focus on cost savings, quality control
and on-time delivery. We emphasise total
cost of ownership and holistic risk manage-
ment. In 2009, TBA CSU and Bateman Engi-
neering N.V. established a JV, Bateman Bei-
jing Axis (BBA). BBA is a China-focused global
procurement house active in projects, equip-

Corporate Finance Origination
Financial Advisory

THE BENING AXIS China Capital Advisors
(CCA) provides specialised financial advisory
services to Chinese firms that are undertak-
ing outbound cross-border investment or
that are vying for international investment.
Similarly, CCA advises international firms
that are undertaking investments in China or
that are looking to attract strategic capital
from China. In 2009, CCA entered into a joint
venture, Cadiz Beijing Axis (CBA), with Cadiz
Corporate Solutions. Cadiz Beijing Axis is a
highly competitive corporate advisor for
companies in search of capital investment
from China, as well as for Chinese companies
in search of investment opportunities in

TBA China Capital Advisors
Edward Wang

mulation and implementation services are ment and

often multi-faceted and our clients benefit commodi- BﬂTEMAN

from combinations of innovative solutions. ties. BE"'NG AXIS Africa.
Contact Information
Beijing, China TBA China Strategy Group  TBA China Sourcing Unit
Cheryl TElTy . Javier Cufiat Diana Wang
Director & GM: China Manager Manager

cheryl@thebeijingaxis.com
(T) +86 (0)10 6440 2106
(F) +86 (0)10 6440 2672

Johannesburg, South Africa

Michele (Mitch) Cosani Lilian Luca JimHu
Manager: South Africa Office Director: Russia/CIS & Senior Consultant
michelecosani@thebeijingaxis.com Group Corporate Office jimhu@thebeijingaxis.com

(T) +27 (0)11 201 2453

javiercunat@thebeijingaxis.com

Moscow, Russia

Perth, Australia

luca@thebeijingaxis.com

dianawang@thebeijingaxis.com

Executive Director
edwardwang@thebeijingaxis.com

Latin America Desk

Javier Cufiat (in Beijing)
Manager
javiercunat@thebeijingaxis.com

For further information, please visit our English or Chinese websites at www.thebeijingaxis.com.
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This document is issued by THE BENING AXIS Ltd. While all reasonable care has been taken in preparing this document, no responsibility or liability is accepted for errors or omissions of fact or for any opinions ex-
pressed herein. Opinions, projections and estimates are subject to change without notice. This document is for information purposes only, and solely for private circulation. The information presented here has been
compiled from sources believed to be reliable. While every effort has been made ensure that the information is correct and that the views are accurate, THE BEIJING AXIS cannot be held responsible for any loss,
irrespective of how it may arise. In addition, this document does not constitute any offer, recommendation or solicitation to any person to enter into any transaction or to adopt any investment strategy, nor does it
constitute any prediction of likely future movements or events in any form. Some investments discussed here may not be suitable for all investors. Past performance is not necessarily indicative of future performance;
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