ASSESSING CHINA'S ACTIVITIES IN THE CONSTRUCTION AN D

INFRASTRUCTURE SECTORS AND THEIR IMPACT ON THE KENY AN ECONOMY

BY

MULAKU NYONGESA LEMMY

RESEARCH PROJECT PAPER SUBMITTED TO THE INSTITUTE O F DIPLOMACY
AND INTERNATIONAL STUDIES IN PARTIAL FULFILLMENT OF  THE
REQUIREMENT FOR THE AWARD OF A DEGREE OF MASTER OF ARTS IN

INTERNATIONAL STUDIES.

UNIVERSITY OF NAIROBI

NOVEMBER 2013



DECLARATION

This research paper is my original work and toldest of my knowledge has not been submitted
for any award of any degree or any other academadifegcation in this or any other learning

institution in this world.

Signature: eDat

Mulaku Nyongesa Lemmy[R50/69286/2011]

It is submitted in the 2012 — 2013 academic yegairial fulfillment of the examination board
requirements for the award of the degree of Madtérts in International Studies in the

University of Nairobi, Kenya.

Signature: eDat

Supervisor: Gerrishon K. Ikiara



ACKNOWLEDGEMENTS
My supervisor Gerrishon K. Ikiara for being pati@nd encouraging;
The Librarian, Regina Mutua, for giving me morerthaould read;

Jude Wetangula, for almost daily and continuou®eragement.



DEDICATION

Balian of Ibelin “What man is a man that does not leave the woldtter place?” — (quote from

‘the Kingdom of Heaven’ Film)

To everyone who wants to make the world a betteepto live.



ABSTRACT

Through literature review and interviews the reskasought to establish whether or not the
activities of China in Kenya are beneficial to thenyan economy. The research established that
China’s activities in Kenya date back to pre-caoddbnyears but they became intense in the
construction and infrastructure sectors duringléisé three decades. China is, though, involved
in many other sectors such as agriculture, healblorts, trade in materials and equipment,

resource extraction, tourisms, aid, among others.

However, its activities in the construction andrastructure sectors have drawn criticism from
academicians, politician and policy makers, some/iodm argue that the activities of China in

Kenya benefit China more that Kenya. That as it ,ncapsidering the trade imbalances between
the two nations, Kenya is benefiting to a largeessgit China’s activities have enhanced job
creation opportunities, skills and technology spéir, increase efficiency in service delivery and

in helping Kenya close its infrastructural gap.

What policy makers need to do is to ensure that the into the potential that China’s activities
present to the Kenyan economy, and at the samewionk out ways of mitigating the trade

imbalances between the two nations.
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CHAPTER 1

INTRODUCTION

Chinese mode of engagement with the rest of thddwapidly evolved within the last three
decades. Reforms in China strengthened state-ofimesl with the view of expanding business
abroad, the policy framework being ‘going globaorkin (2011) affirmed that in the 1990s,
China encouraged technological upgrades involvirgguse of both domestic and international
markets to strengthen business enterprises abiidade Chinese companies, both  private and
public, began seeking business opportunity oversesashown in the trend in Figure 1.1, upon
realizing excess domestic capacity in China was foadusiness. The companies noticed low
competition in developing nations in Africa and esibere. At the beginning, the Chinese
companies imported labor into the recipient coestbut with time they started relying more and

more on host countries labor force.

Figure 1.1 Chinese companies’ overseas contracuealUS$ billions (2002-2010)
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Source: Department of Outward Investment and Econ@uo-operation, MOFCOM

! Lucy Corkin, ‘Chinese Construction Companies in Angola: A Lodak&ges Perspective’ CP
Discussion Paper No. 2, 2011, University of Cap&/Tand Open University.



Kenya is one of the African countries where Chsavolved in numerous business enterprises,
aid, environmental protection and humanitariansdasce, though its involvement is not properly
documented, as much as the activities are contingdying an important role in Kenya’'s

economic growth and development.

As a point worth noting, it has been observed timathe course of doing business and helping
Kenya, Chinese companies use, or prefer using rakteequipment and other inputs from
China, even in situations where such resourced dally. Using the case of the construction
and infrastructure sectors, it is possible to usid&d how China is engaging the country, and
understand its behavior in financing and sourcihgnaterials, equipment and labor used in the

various projects, and the effects of these aatwitin the Kenyan economy.

1.1BACKGROUND TO THE STUDY

China’s global business footprint is increasinghwtime. Chinese companies are venturing into
business overseas, with their entry into Africandng a lot of attention from critics, scholars and
policy makers. The most notable firms engaged ergsas business ventures are shown in Table

1.1



Table 1.1 Top 10 Chinese Overseas Contractors (2013

Rank| Company Total Overseas Turnover
(USS$ billions)
1 | Huawei Technologies 6.542
2 | China State Construction Engineering Corporation 4.225
3 | CITIC Construction 2.941
4 | Shanghai Zhenhua Port Machinery Company 2.616
5 | Sinohydro 2.228
6 | China Petroleum and Engineering Construction 2.076
Company
7 | China National Machinery and Equipment Impaqrt 2.058
and Export Corporation
8 | China Harbor Engineering Company LTD 1.845
9 | Sinopec Engineering and Construction 1.318
10 | China Petroleum Group Great Wall Drilling and 1.087

Engineering Company LTD

Source: Department of Outward Investment and Econ@uo-operation, MOFCOM

The involvement of China in Africa has had both éfée and drawbacks. On the positive side,
Chinese loans, grants, gifts, technical assistamaging, equipment and materials, and many
other forms of interaction, are helping the coninéridge infrastructural gap, create
employment, lower costs in construction and comigation sectors, improve quality of service
delivery, and other benefits. But at the same titinere are negative aspects such as suppression
of the growth of some local industries; displacetr&njob opportunities in sectors where they
import materials, equipment and labor that areihgastailable on the market; and in some cases,

high maintenance costs of projects undertaken bgyeSh contractors and business people who



use of sub-standard materials and unqualified pexddo perform tasks that require higher skills

and quality materials.

Chinese firms are rising globally in terms of theampetitiveness. They win tenders by offering
highly competitive bidding prices. Most of theseddiare won using international tender
processes and standards. Furthermore, Chinese om@mspsupply materials and equipment

suitable for the African markefs.

Chinese activities and interests in Kenya and atbantries, however, need a little more scrutiny
with the hindsight of the experience of some of tbentries where China’s presence was felt
earlier. For instance, a public hospital in Luandagola, developed defects that compelled
authorities to evacuate the entire facility. Thastouction cost of the hospital was US$ 8 million.
That was cheap but not sustainable because thdirgiidid not last long enough before

beginning to develop defects. Also, some roadsngaofa developed potholes within a period of
less than a year. The genesis of these problemanvé® use of substandard and counterfeit
materials by Chinese contractors, and poor workhmgnesulting from use of unskilled labor in

tasks that require higher skifls.

1.2PROBLEM STATEMENT

% Nissanke Machiko and Marie Séderbé@an China’s engagement make a difference to Africa
developmetitin “The challenging landscape in aid relationshiip Africa”, Stockholm, Swedish Institute
of International Affairs, 2011, page 29.

3 Raphael Marques de Moraighe New Imperialism: China in Angdlain “World Affairs”, 2011, World
affairs institute, pages 67 — 68.



Most research done on Chinese trade and investwénities in Africa tends to lump Kenya into
countries in the sub-Sahara Africa with little gfieattention being paid to activities in definite
sectors such as construction and infrastructuis.ttierefore necessary that this study focuses on
detailing these sectors in order to unravel datat tbould be useful in avoiding the
overgeneralization trap in conclusion about theaotf Chinese activities on Kenyan economy,

politics and diplomacy.

Part of the limited research that has been dormspture the exchange of goods and services
between Kenya and China is speculative and highfjpanced by political nuances; some
researchers suggesting that China’s appetite fturalaresources is its main motivation for
economic engagement with the continent. But thedadk of sufficient evidence in literature to
either support or challenge such assertions. Thexefthe expanding Chinese role and its
activities in Kenya need serious analysis in otddmd out the challenges and opportunities that

come with it.

Literature that exists to explain how China is iweadl in Kenya is shallow and does not provide a
precise and complete picture. As a way of invesitigaChina’s activities in Kenya, some
fundamental questions will be asked as regardsahare of the activities and their implication
on local construction and manufacturing compani@ber questions will seek to bring out the
details on the impact of Chinese firms and goodsefration into the Kenyan market in the

construction and infrastructure sectors.

In other words, how are the goods and services fadmma affecting the market share and job
creation opportunities for the local industries aritht are their positive and negative effects both
in the short and long run? What are the major mspand exports of goods and services between

China and Kenya? What is the composition of corsitn and infrastructural aid Kenya receives



from China? These questions and more will assisbitumenting the activities of China in the

sectors and in highlighting areas that might neethér research and detailing.

1.3PURPOSE OF THE STUDY

A detailed analysis of case studies is necessaryrittg to the fore and to assess China’s
contribution to the economic growth and developm&EnKenya, with specific attention being

paid to the contribution of China’s activities irpanding the country’s infrastructure. The study
highlights the relationship between roads, buildingpower generation and transmission,
communication networks, among others, developedbamly developed, or financed by China,
to business activities in the country. With thismmnd, it is therefore important that Chinese
activities on the continent be carefully studiedhwa view of seeking a basis of improving the

nature of China-Kenya cooperation.

In pursuit of the above objective, the researchsamh identifying the main features and

importance of Chinese involvement in constructiod efrastructure sectors.

Unfortunately, there is lack of adequate objectbtedy of China’s resounding entry into the
construction and infrastructural sectors in Keny#hat dominates literature on this subject is
alarmist and has negative predictions on the lengrteffects of Chinese activities on the
economy. The facts may be as they are: that Cheray& trade relation are in favor of China and
that counterfeit products from China are making ¢bst of maintenance of infrastructural and
building projects higher in the long-term, but Kang a willing buyer and China is a willing

seller of the counterfeits and other products.

To set the records straight, it is important td temious speculative positions held by China-

Kenya trade relations analysts against solid ewcglirevidence clearly showing the nature of



Chinese activities in the construction and infrastiire sectors and their impact on the economy

and the livelihood of Kenyans.
1.4JUSTIFICATION OF THE STUDY

A lot of what has been said and written about theimre of Chinese activities in the construction
and infrastructure sectors and their long termot$fen the Kenyan economy is not backed up by
solid evidence: most of it is speculative. As mashthe speculations make sense in some cases,

there is need for evidence that will form a basispolicy formulation.

Creating a basis for informed policy-making proctbsd will mitigate any negative consequences

of Chinese involvement in the construction andasfiructure sectors is important.

This study attempts to highlight important issues heed to be addressed if Africa is to tap into
the potential occasioned by China’s involvementniinastructure and construction sectors. An
assessment needs to be done on the impact of Ghameed infrastructure and building projects
on the economic development of individual countresthe continent, with special attention
being paid to whether the activities of China int@@& sectors are helping in the acceleration of

economic development of the continént.

In short, understanding the issues involved in &ldenya cooperation in infrastructure
development and construction is important to polimakers involved in international

negotiations with China and other development gastm these sectors.

1.5METHODOLOGY

* Nissanke Machiko and Marie Séderbéf@an China’s engagement make a difference to Africa
developmeritin “The challenging landscape in aid relationship Africa”, Stockholm, Swedish Institute
of International Affairs, 2011.



Overview

Different methods of data collections were use@nbance the depth, quality and reliability of
the results. Through triangulation the researchered at verifying facts and sifting through
information to be able to separate opinion andsfadthe area of research is littered with
speculation and propaganda and it is for this redisat the researcher relied on both qualitative
and quantitative research methods to ascertaitrubievalue of some information from literature

review that forms the basis of research questiodsaasumptions.

Data Collection

A population sample was categorized into three:sattants and professionals; employers and
company chief executive officers; workers and sgests. Questionnaires and interviews were
administered to all and they were structure or adeypending on the respondent’s availability,
amount of cooperation and level of education. rhtigre review was used as a template to
provide checks and balances, assumptions and spigeufeedback to enable the researcher

clarify facts, ideas and theories.

The researcher has been observing the phenomenaguife some time, but for the purpose of
this paper, the researcher focused his attentiothh Bs an outsider in some cases and as a
participant in others, in order to document thetdaimvolving Chinese nationals and their
government’s activities in the construction andasfructure sectors in Kenya. The importance of

observation did not lie in generating voluminousadaut in data verification and authentication.

Data analysis and interpretation

The researcher used various methods to analyzéngergret data collected through interviews,

guestionnaires and literature review. Some of tle¢hods included use of statistical tools like



tables, charts and graphs. Pattern-matching loge wged as an essential tool in establishing the
projected outcome of the phenomenon. This is ingpbibecause some of the activities involved
in by the Chinese in Kenya have consequences tifidbevmanifest several decades from now,
and piecemeal manifestation of some of the keylpmlareas are likely to be ignored if viewed
in isolation over a shorter period of time. Finallyross-case synthesis was used where the
researcher referred to cases, some of which westdeuhe geographical scope of the research,
to illustrate the possible outcome of an ongoingen@menon in the construction and

infrastructure sectors.

1.6 LIMITATIONS

The major limitations in this study were lack ofegdate time to do thorough literature review
and lack of adequate empirical data to form a sgorbasis for literature review. The former
limitation will be overcome in the long run throughore research on the subject area and the
methodology applied to other sectors of the econamyle the later was mitigated through data

collection in the relevant fields, though somedseivere not detailed but mentioned in passing.

1.7HYPOTHESIS

1) Imported goods and services from China and othentcies are threatening local industries
involved in the construction sector and suppressingumber of manufacturing industries

and jobs available in the construction and infrattire sectors in Kenya.

2) The rising involvement of Chinese companies indbestruction and infrastructure sectors
is adding onto trade imbalances between China ady& where the trade is in favor of

China.



3) Chinese investments in the construction and infnaBire sectors has enhanced service
provision in transport, housing and in recreatiometivities. In addition, this has increased

job creation opportunities associated with theasct
1.8 THEORETICAL FRAMEWORK

It should be noted that China’s entry and growinifuence in Kenya’s development agenda is
based on a willing buyer a willing seller mode dfirdy business, and most of the projects
financed by China are done by request of the restgountry, terms and conditions agreed upon

by both®

Since many markets around the world are liberaligdunese contractors are free to enter and
leave any of them. The booming business in infuastire and construction sectors in Kenya
offer profit incentives enough to motivate themgravitate towards the country where they are
assured to make profits, given the advantages ltheg as regards sources of cheaper finance,

equipment, technical expertise, labor and matetials

Chinese business people come to Kenya with a catimpetdge over their local counterparts and
those from other parts of the world. They have carmative advantage over Kenya in many of the
materials, labor and equipment they come {yithnd, in some cases, China has absolute
advantage over numerous African nations, includegya. This enables Chinese contractors to

offer lower bidding prices and win tenders in tlenstruction and infrastructure sectors. (Note

® Nissanke Machiko and Marie Séderber@ah China’s engagement make a difference to airic
developmeritin “ The challenging landscape in aid relationshipsfiicA”, Stockholm, Swedish Institute
of International Affairs, 2011, Page 26.

® Nissanke Machiko and Marie Séderber@ah China’s engagement make a difference to diric
developmeritin “ The challenging landscape in aid relationshipsfiicA”, Stockholm, Swedish Institute
of International Affairs, 2011.

" CCS, ‘China-Africa Trade and economic Relationship anmeglbrt 2010”,found at www.focac.org
accessed at 12:30, 12/07/20page 7.
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that materials procured from China are usually peeghan their equivalent produced in Kenya

or any other part of Africa).

Kitzner’'s theory of entrepreneurship suggests ématepreneurial action aims at profiting from
perceived discrepancies between buying and sebliitgs of goods and services. He argues that
entrepreneurs discover and exploit profits in aietgr of ways, some involving complex
transactions spanning space and time, others neguimovations in processing, distribution and

marketing, and in the process integrating a nunseod@ctors on the mark®t.

There are other attempts at explaining the behadfi@hina in its international trade relations.
Some of these attempts are associated with theetiea concepts of neo-mercantilism, neo-

imperialism and state capitalism, all of which hgeditical nuances.

Henrik (2013) notes that China has adopted a bssim®del where state — owned or state-driven
firms articulate their business interests abroaghp8rters of this model argue that governments
can step in to mitigate the market constraints ginowbout by capitalism and globalization by
going beyond mere provision of goods, infrastruetand legislation to enable foreign direct
investments; that governments themselves can awrs fand leverage others in the act of doing
business abroatiHowever, the institutional framework of state ¢ali$m is closely interrelated
with theoretical framework of neo-mercantilism amtstitutional political economy (neo-

imperialism)*°

8 Anderson Emanuel David, ffThe Spatial nature of entrepreneurshipThe Quarterly Journal of
Australian Economics, vol. 8, No. 2 Summer 2005g3a?21-25.

° The Economist, The Rise of state CapitalismThe Economist Vol. 402 no. 8768, 2012, London6pg
15.

1 Henrik Bergsager,Evaluation of the Chinese State Capitalist Modadlight of Financial Institutions’
Oil Related Investments Oversed®dper Prepared for International Culture ConfezerO09 found at
www.culturaldiplomacy.orgJuly 28, 2013 page 3.
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It has been argued by Holslag (2006) that to purtsugeo-mercantilist agenda, the Chinese state
has instituted measures to ensure that its trans@hactivities are competitive and flourishing in
the highly globalized environment thus feeding iti$onational prosperity objectives. To achieve
this, China adheres to international standardsusfnigss practice of openness in order to access
overseas markets and attract foreign investmert.aBthe same time, it has been argued, that
Chinese overseas companies receive state backidgsapport to leverage them against
competitors. The argument goes on that, continyo@ina is laying out schemes to dominate
and conquer foreign markets with the main aim beiogessing resources it needs to be able to

sustain its fast growing econorfy.

CHAPTER 2

CHINA IN AFRICA: AN OVERVIEW

According to the Center for Chinese Studies (CGSPHouth Africa, most African countries’
progress has been hampered due to lack of finahdks, and technology. But for over 50 years
now, China has collaborated in the continent’sréffto overcome these setbacks. China has been
able to successfully enter the African market duets comparative advantage in technology,

equipment, labor costs and management sKills.

Research by GBC has asserted that investment elimaAfrica has gradually been improving

for the past three decades, with governments jguitito place measures — institutional, political

" Holslag JonathanChina’s New Mercantilism in Central Africah Africa and Asian studies, vol. 5 no.
02, 2006, Koninklijke Brill NV, Leiden pages 1338.3

12 CCs,“China-Africa Trade and economic Relationship anhweport 2010 found at www.focac.org
page 6-7.

12



and structural — to attract Foreign Direct Investt&DI). Cross-border trade barriers have been
lowered; appropriate legislation has been, or isdygut in place; relevant financial models have
been developed to lower the risk of doing busimegsrica and to increase profit margins in the

various sectors that include construction and atfrecture®

However, Herbert (2011) argues that all indicatipoént to resource acquisition as the main
objective of Chinese engagement with Africa, andt tthis approach is similar to the one

colonialists took: Africa as simply material sugpliHe continues that African countries have,
therefore, the task of ensuring that the patteah&iged and that they equally benefits from their

engagements with Chirta.

Quite a number of research activities carried aihtpto the fact that China’s involvement in

Africa has strings attached to Africa’s resourc8eme look at it as a multidimensional approach
by the Chinese government: that it is seeking twaane its position on the global scene, counter
the West, and create new markets for its commadit@her than construction, energy and

mining, China has shown remarkable interest irctetemunication sector on the continénht.

Among the African countries where China has busimeterests are Kenya, Zambia, Democratic
republic of Congo, Sierra Leone. Anyu and Ifedi Q&P contend that to make it easier and

possible to extract and transport the minerals,ciwhinclude copper and cobalt (in DRC),

3 GBC, “Investment Opportunities in Africa Infrastructiyra GBC conference paper, 2011

14 Jauch Herbert‘Chinese investments in Africa: twenty-first agytcolonialism?”,in New labor forum,
2011, page 51.

15 Executive Research associat&@hina in Africa: a strategic Overview”2009, found at www.ide.go.jp
July 29" 2013, 9:51 pm. Page 50.
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diamond (in Sierra Leone), titanium (in Kenya), amdber, it has involved itself in numerous

infrastructure development projecfs.

Another argument asserts that China’s activitieAfiica are an act of joining the bandwagon of
those scrambling for the continent’s resources.imgts in this school of thought argue that
China’s interests in Africa are, at the same tiplaying a positive role in the continent’s take-
off, while pessimists caution that there is no gdloat will come out of Sino-Africa relations
except that which benefits China. For example, t@&ina is heavily involved in large
infrastructural projects ranging from buildingsilways, dams, airports and in the ICT sector,
most of these projects having local as well as €wenlaborers, but both groups being housed
separately. Those who have analyzed their adsvitusing this approach see China’s

involvement in Africa as neo-imperialism.

Herbert continues that Africa cannot simply seekeifgn investment at all costs. The
governments must ensure that the development coounhgf their relationship with China is
sustainable, and that skills and technology areiadlgt transferred. Labor laws should be
reviewed to protect workers; work permits and tleaeagal investment environment need to be
reviewed to ensure that SinoAfrica relations baaetirican countries both in the short and long-
run*’ However, Herbert, CCS and other researchers ré&mdhne fact that Chinese companies
have played and continue to play a central roleemhmancing infrastructure on the African

continent.

For instance, CCS (2010) pointed out that Chinayspla central role in expanding the

telecommunications networks in Africa and that éhesetworks span countries providing

6 Anyu Ndumbe J. and Ifedi Afam J.-®hina’s ventures in Africa: Patterns prospects a@nmplications
for Africa’s developmehin The Washington Quarterly”, Vol. 19 no.4 20@&ge 104.

17 Jauch Herbert:Chinese investments in Africa: twenty-first agmytcolonialism?”,in New labor forum,
2011, page 55.
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necessary linkages between them: An example i&Eblase of East Africa and Seacom cable of

South Africa*®

Figure 2.1 Trends in External Support for Africanrfrastructure Sector (2007-2010)
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18 CCs, ‘China-Africa Trade and economic Relationship anmeabrt 2010,”found at www.focac.org
page 15.
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As shown in Figure 2.1 China’s contribution to adtructure growth in Africa is significant, with

a sharp rise between 2009 and 2010.

Executive Research Associates (ERA) points outahaing the countries targeted by China to
roll out its strategy in the telecommunication seere Kenya, Tunisia, Egypt, Algerian, Nigeria
and South Africa. This, it is suggested, will emabarious African countries acquire foreign
technology, but also allow China to use the faesitrolled out for military purposes; use the

infrastructure to expand its satellite and spagdysprogrammes, and venture into new markets.

ERA points out several Chinese companies that anthdring these objectives. They include
Huawei Technologies, ZTE, China Telecom, and Alcatanghai Bell (ASB). These companies,
ERA contends, receive state support to make thempettive on the global market hence
enhancing the expansion of Chinese market sharéhentelecommunications sector. The
approach taken by these companies is to ensureGhara remains relevant to Africa in many
years to come. This is done at the expense of madinck profits at the present times. The
support they receive from China makes their praslabeaper compared to similar products from

the West?
Figure 2.2 Africa’s Infrastructural needs

I Infrastructure funding needs
US$ bn per year

B Copital spending B Operations & maintenance

WWW. |de go |pa}mrlyn29h 2013 9:51 pm. Page 50. 52.
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Source: Africa Infrastructure Country Diagnostic

It is evident in Figure 2.2 and Table 2.1 that édrineeds to spend more on putting up
infrastructure projects with power requiring theahiest investment. Private investors, however,
has taken remarkable interest in investing in tal@ounications sector as opposed to power

partly due to less capital investments requiregiecommunications and greater rate of return.

Table 2.1 Overall Infrastructure Spending Needs fafrica, US$ billions per annum 2006-15

Capital Operation and  Total
Sector  expenditure maintenance  needs
[T 1.0 2.0 9.0
[rrigatian 2.7 e 33
Power 26.7 14.1 40.8
Transport B8 54 18:2
W55 140 7.0 218
Total &0.4 33.0 933

Source African Development Bank Groupttp://infrastructureafrica.org

Figure 2.3 Africa’s Infrastructural needs

I Private investment in infrastructure
US$m
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Source: The World Bank

Estimates by African Development Bank (ADB) indedhat investment in infrastructure sector
in Africa has a potential of generating betweenah8l 20 percent returns on investment, with
investment in water having an approximate returd &5 10 percent, and power having a rate of
return of between 17 to 25 percent, while telecamsite of between 25 to 30 percent. Some
organizations such as the World Economic Forum drnc# gave, in the year 2011, higher
estimates of the same: of “up to 40 percent inpbeer sector and 80 percent in the roads.”
These relatively higher rates of returns on investinin African infrastructure have provided
motivation to multinationals, state actors, induads, financial institutions to invest in Africa

with the aim of making profit&

The details of Chinese contracts showing the tesfrengagement in resource for infrastructure
are difficult to find. Therefore, it is difficultot establish the actual distribution of the resaosirce
allocated to infrastructure and the benefits Claind other stakeholders in Africa accrue from the
arrangement& Table 2.3 shows some major projects financed hin&in some selected

countries.

Table 2.3 Major Projects in Africa Financed by ChaAfrica Development Fund by 2013

Country Project Profile

Ghana Power plant Construction and operation; phase
capacity: 200,000 kilowatts

2L GBC, “Investment Opportunities in Africa Infrastructuret,GBC conference paper, 2011.

22 Nissanke Machiko and Marie Séderhei@an China’s engagement make a difference ticAfr
developmentin “The challenging landscape in aid relationshipAfrica’, Stockholm, Swedish Institute
of International Affairs, 2011, Page 25.
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Egypt Suez trade and Economic 19 businesses already operating in the zong
Cooperation Zone
South Cement plant Construction in cooperation with atlsou
Africa African firm; annual capacity: 1 million tons
of cement
South Heavy — duty truck assembly | Investment and operation in cooperation with
Africa plant a south African firm; annual capacity 2,000

commercial heavy-duty trucks

Table 2.3 Cont.

Tanzania Sisal plantation Sisal plantations opemnadind sisal yarn
plant construction

Ethiopia Cement plant Investment in constructiomual capacity:
500,000 tons of cement

South Home Appliance Industrial Park Production of 400,@dergy saving TVs an

Africa 400,000 energy saving refrigerators for Sou

African and Sub-Saharan market.

Ith

Source: CCS, http://lwww.biztechafrica.com

Estimates by Africa Infrastructure Country Diagno$AICD) indicate that yearly spending in

the infrastructure sector from private develop#rs,public and donor countries is in the tune of

US$ 45 billion. Nonetheless, AICD stipulates thditida should spend about US$ 93 billion per

year on infrastructure development in order to ke do effectively support its growing

economy?

‘The Economist’ (2011) states that China is, and has been, making eftbes are geared

towards the fulfillment of the above task, with 8&se companies undertaking projects that seem

B The Economist,Closing the infrastructural gap”2011, The Economist Intelligence unit, Vol. XX .no
13, London, page 1 — 2.
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unprofitable to companies from Western countridge Tompanies are offering low cost services
and goods, in addition to technical assistanceenmuring that these projects are delivered
efficiently and on time. One way devised by ther@se government in order to further this
objective is by ensuring that Chinese companiesbleto access cheaper loans that enable them
operate on profit margin of less than 10 percemhpared to others who view a margin of

between 15 — 20 percent as acceptable, but noltivey 2*
2.4 SHORT HISTORY OF CHINA IN AFRICA

Renard (2011) points out that China-Africa relasioip dates back to first Han emperd}d, R2.C,
but the relationship was not very active till indal940s that China renewed its interests in

Africa.?®

Diplomatic relationship between Egypt and China watablished in 1956 making it the first

African state to do so. China funded the reclanmatbthe Suez Canal at a cost of 20 million
Swiss francs. The previous year, China had helgpgtcircumvent Western nations’ sanction
against it by buying 13,000 tons of cotton. Fromdd®9to 1970s China expanded its activities in
Africa in light industries, agriculture and infrastture projects, with Tazara railway being one of
the earliest infrastructure projects. As from 197drica and China deepened economic
relationship with China investing in increasing rhen of engineering projects across the
continent; providing skilled labor; and establighijpint ventures with African governments.

African businesses also started getting establish&hina®®

2 The Economist,Closing the infrastructural gap”2011, The Economist Intelligence unit, Vol. XX .no
13, London

% Renard, Mary-Francoisé'China’s Trade and FDI in Africa’ Series N° 126, African

Development Bank, Tunis, Tunisia, 2011.

%6 CCS, ‘China-Africa Trade and economic Relationship anmregbrt 2010, 2010, found at
www.focac.orgpage 1.
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Agbedelenko et al. (2012) points out that the red¢estory of China’s involvement in Africa
dates back to 1955 when, in the Asia-Africa confeeg it was agreed that the two continents
should intensify their relationships. This, it waisggested, would help Africa fight imperialism
and colonialism. As a result of the conference,n@hstarted undertaking various projects and
trade activities in Africa such that between 198@ 2000 the trade volumes between China and

Africa had risen from US$ 1664 million to US$ 105@illion.?’

According to CCS, between 1956 and 2010 China dealiaid to Africa to complete over 884
plant projects and “sent 17,000 medical personneél3.2 youth volunteers to Africa.” Table 2.4
gives examples of some of the project areas uridartay China in Africa. It also trained 26,288
local people in various sectors, offered humarataassistance across the continent and forgave

approximately 312 debts in various African courstrie

Table 2.4 Projects by category by China in Africe956 to 2010

Project | Agricultural | Industrial| Schools| Hospitals| Sports | Conference Others| Total

Area venues| Centers

No. 142 145 71 54 53 62 357 | 884

Adapted from CC%8

In infrastructure projects, China, by the end dd20had completed 500 projects including 2,233
kilometers of railway lines, 3,391 kilometers ofads, 11 bridges, “sports venues able to

accommodate a total of 780,000 spectators, 104ghbildings, 10 theatres and cinema halls.”

2" Agbedelenko F.A et.althpact of Chinese foreign direct investment iric&fion Sino-Africa trade”
2012, African Journal of Business Management, V4L, page 5244.
28 CCS, ‘China-Africa Trade and economic Relationship anmregbrt 2010,” 2010 found at

www.focac.orgpage 8.
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Cairo International Conference Center, Moi Inteioral Sports Center in Kenya and Ben Jarw

Canal in Tunisia are some of the projetts.

In 2009 China signed several contracts with a nunabeAfrican countries to develop roads,
bridges and flyovers. It built a road between Mamaoand Roberts International Airport in
Liberia; it improved the road between Jomo Kenyhttarnational Airport and the City Center in
Kenya; built 697.6 meter-long Gotera flyover in Bffia; repaired bridges along National
Highway in Togo; provided loans to built bridgesiaix roads in Southern Sudan and the Darfur
regions; built a bridge connecting Tanzania and &tadzique; and built a second bridge across

Niger River in Niger®

‘CCS’ further notes that Chinese companies, in 20@$h contracts to built railways in Algeria,
Libya, and Ethiopia. China was also involved in a&xgion Maun Airport in Botswana,
construction of a new terminal at Sir Seewoosagamgoolam International Airport; and in the

“modification and expansion of the port of Bata’Hguatorial Guinea and many mdfe.

China’s involvement in African has a long, somesnsemplicated, history; the recent one dating
back to the 1960’s, at the height of the contireemiticolonial struggle. This relationship got
enmeshed in the cold war where China supportedmsatwith Marxists orientations. With the fall

of the ‘Berlin Wall' and the resultant subjugatiohideology as the defining feature of global

relations, China shifted its attention from militaand political involvement to search for

29CCS, ‘China-Africa Trade and economic Relationship anmeabrt 2010,” 2010 found at

www.focac.orgpage 9.
*ibid page 14.
3 Ibid.
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resources in exchange for arms, aid and infrastractevelopment. According to Anyu and Ifedi,

the main resources China is and was after in Africaude oil, timber and minerafs.

In the 1980s, China invested in projects which theglemented then transferred to recipient
countries. The investment was mostly through joiahtures and leasing. Statistics by the
Chinese Ministry of Commerce indicated that in 2Q0#®ut 1,600 Chinese companies were
operating in Africa, contributing to about 4.2 pant of the total outward direct investment of
China across the world. By the end of 2009, Chislaaside US$ 700 million for projects in
sectors such as agriculture, manufacturing, poveregation and distribution, construction,

mining and other&®

‘Green Brazil Conference’ (GBC) (2011) gathered tha African continent has in the past few
decades attracted investors from around the wohd want to take advantage of the growing
opportunities to make profit. A wide range of intresnt opportunities have opened up in various

sectors resulting from improved business envirorirfien

Gill and James (2007) estimated that by 2007 muae T00 Chinese companies were operating
in Africa mainly in capital intensive mineral extteon and construction sectors. Building of
transportation, electrical and communication irtfasure are, by their assessment, the major

areas of Chinese interedts.

Of importance to note, however, is that Africa-Ghielations witnessed rapid growth between

the years 2000 and 2009. Statistics indicateltitatieral trade between the two regions rose from

%2 Anyu Ndumbe J. and Ifedi Afam J.-FCHina’s ventures in Africa: Patterns prospects amglications
for Africa’s developmehin The Washington Quarterly”, 2008, Vol. 19 nqg 94.

33 CCS “China-Africa Trade and economic Relationship aahreport 2010,” 2010 found at
www.focac.orgpage 2-3.

#GBC,“Investment Opportunities in Africa Infrastructured GBC conference paper, 2011

% Gill Bates and James ReilThe tenuous hold of China Inc. in Afritan The Washington Quarterly”,
2007, Vol. 30 no. 3 pp 40 —41.
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US$ 10.6 billion to US$ 91.07 billion, while Chireshvestment in Africa rose from US$ 220
million to US$ 1.44 billion, and the revenue Chiaecrued from its activities in contracted
engineering projects significantly increased withite same peridl and the trend has not

changed for the downturn.
2.5 GENERAL CHINESE INTERESTS IN AFRICA

GBC (2011) argues that the fast paceasnomic and populatiogrowth on the continent has put
considerable pressure on the existing infrastrectbhence the need for expansion and

development to accommodate market dentand.

Expansion and upgrading of the existing infrasticesttogether with laying down of new
infrastructure has created business opportunitigactive to foreign investors at individual,
corporate and state levels. Rising energy requingsneneed for clean water and a cleaner
environment; need for more and efficient systemgarisport; and the need for appropriate and
affordable information and communication technadsghas attracted investors from around the
world and, notably, the attention Chinese whoseketashare on the continent is growing

quickly, surpassing the traditional investors frista Western natiors.

GBC (2011) further points out that one of the reasior increased Chinese activities and interest
in some sectors on the continent, like infrastriectand construction, is that the returns on
investment are generally higher than in any otheretbping regions. For instance, African

independent power projects have recorded returmwestment of up to 25 percent “compared

% CCS, ‘China-Africa Trade and economic Relationship anmegbrt 2010,72010 found at
www.focac.orgpage 2.
3" GBC,“Investment Opportunities in Africa Infrastructiten GBC conference paper, 2011.
38 [

Ibid.
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with 15 percent in Latin America and 12 percenEmstern Europe”. In some cases, investors

have been able to break even in less than a*Jear.

In a recent issue ‘The Economi$2011) points out thaffrican economies have suffered, and
still suffer, from poor infrastructure but recergays have witnessed multiple players, especially
the Chinese, taking considerable interest in inmgsh this sector. This has been encouraged by
rising private investments, high commodity pricesl anproved political atmosphere that has
seen governments willing to create infrastructun&ihg two or more countries within some

regions?°

China has been involved in the infrastructure gscto Africa for overthree decades but

significant growth in its activities was in the tatecade and a half. The activities not only
involve construction and laying down of the phykead virtual infrastructure, but also includes
importation of materials and other goods for direohsumption by Africa and use in the

construction and infrastructure developmént.

Table 2.5 shows the projects financed by Chinangda in the year 2007 alone. Most of them

were in the power sector.

Table 2.5 Projects financed by China Constructiomiik and EximBank in 2007

%9 GBC,“Investment Opportunities in Africa Infrastructitexa GBC conference paper, 2011

*0 The Economist, Closing the infrastructural gap”2011, The Economist Intelligence unit, Vol. XX .no
13, London, pg 1 — 2.

“11na Cordle“Ties that bind: Infrastructure investments builcbgrth in China-Africa tradg in The
Journal of Commerce, 2009, pages 24 — 25.
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Project Total Value (US$)

Phase I of the rehabilitation of the 444 km Luanda 90 million
Railway
Phase | of the rehabilitation and expansion of the 15 million

electrical network of Luanda

The rehabilitation of electricity networks of Lulggm 15 million
The rehabilitation of electricity networks of Naraiand 25 million
Tombowa

A project related to telecommunications N/A

Source: Angolan Finance Ministry (2007); Angolamidiry of Energy and Water (2007)

Ina (2009) highlights that there was a 36 perceateiase in the value of goods exported from
China to Africa between the year 2007 and 2008, wépital equipment taking up to 10 percent
of the total value of the exports to Africa. Withime same period, minerals accounted for the

greatest percentage of Africa’s exports to China.

Agbedelenko et al. (2012) rightfully pointed ouathbuilding infrastructure does benefit both the
foreign investors and the continent through jobattom and catalyzing social and economic
development that is essential if the continentoisattain its Millennium Development Goals
(MDGs), among other numerous objectives. The dm#&/iof Chinese companies, government
and its nationals have not only created jobs inséneors invested in, but as well in associated
businesses in entire sectors involV&dror example, it is estimated that constructioraabll

route between South Africa and Mozambique createcerthan 13,000 jobs, and a World Bank

*’Ina Cordle “Ties that bind: Infrastructure investments builcbgrth in China-Africa tradg in The
Journal of Commerce, 2009, pages 24 — 25.
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estimate for Latin America and the Caribbean reagk@that up to 40,000 jobs can be created per

US$ 1 billion invested in infrastructuf@.

One of the main ways through which Africa has balele to finance its infrastructure projects is
through acceptance of concessional loans from thieeSe government. In 2007, the Chinese
government pledged to spend about US$20 billiofir@ncing infrastructure in Africa as well as

trade financing. Business Monitor International’ (BMIl)goes on to state that the reality is that
without such financing, some African countries wbulot have been able to raise the funds
required to put up such facilities at a time whies traditional donors were offering about US$ 7
billion only. African countries accepted these aesgonal loans with the hope that they would,

in time, outgrow the loan.

China has tremendously increased the volume ofigioiRirect Investment (FDI) in Africa over
the years. In 2003, the overall investment in Afrieas about US$75 million. In 2008, the value
of FDI had increased to about US$5490 million. Adgdenko et al. (2012), however, notes that
the partiality of Chinese investment in Africa lrgaing that there is evidence, adduced from the
proportion of investment per African country, ingling that China heavily invests in those
countries that have resources like oil, cocoa heartsber, and others it needs to sustain its

economic growth and development at hdthe.

China’s interests have gone beyond acquisition afunal resources and laying down

infrastructure to other sectors such as agricultaned issuance of loans to medium-scale

3 GBC, “Investment Opportunities in Africa Infrastructured GBC conference paper, 2011.

*4 BMI, “China Tempts Africa with Concessional Lendinifliddle East and Africa, 2007 found at
www.emergingmarketsmonitor.coruly 29" 2013, 11:49.

> Agbedelenko F.A et.aljthpact of Chinese foreign direct investment indsfron Sino-Africa trade”
2012, African Journal of Business Management, §¢lL5), page 5244.
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enterprises in Africa. For instance, in Novembe020it dispatched 50 groups of experts and

trained 2000 specialists in agriculture througthtextogy and knowledge transf&r.

Figure 2.4 External support to the infrastructureestor (2007 — 2010)
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InfrastructureConsortium forAfrica (ICA) 2011.

China plays a significant role in infrastructureaincing and development in Africa as shown in

figure 2.4.

It has been observed by Chan-Fishel and Roxann@7)20at, more often than not, China’s
infrastructure aid to Africa is tied to materialsdasome labor being sourced from China and that
this has the effect of dampening job creation opputies in the recipient countries. For
example, in Angola, when China offered a US$ Advillaid, it gave the condition that at least 35

approved construction companies from China shoaldigipate in the public tenders. And in

6 Nissanke Machiko and Marie Séderbéf@an China’s engagement make a difference to Africa
development’in “ The challenging landscape in aid relationshipsfiicA”, Stockholm, Swedish Institute
of International Affairs, 2011, Page 24.
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March 2005, it was estimated that labor contractsChinese in Africa had reached about US$

34.13 billion involving about 74,000 Chinese natitsi’

On the same issue of labor, Jauch (2011) notedith#te construction sector, the Chinese
companies employ their nationals as well as locakers. He however admits that local workers
always outnumber Chinese laborers in most projdetssome countries like Namibia, the
involvement of Chinese companies in the infrastimectsector had a negative effect on the local
industries resulting from unfair competition andyment of wages below the required
minimum?® The companies also use Chinese workers on psojedfrica in a manner that is
efficient and relatively cheaper thus making theorercompetitive. The same Chinese migrants

build business networks and supply chains linkirgydontinent with Chin&,

Bates and Reilly (2007) also reinforces the idesa#stment for resource motive of China when
he says that, in return, Chinese firms in Afric&r&ost strategic natural resources for use in their

local industries®

Bates and Reilly (2007) have also contributed ®ribtion that Chinese government is heavily
involved in the activities of its nationals in Ada. That China provides information coordinates,
and offers financial assistance to its citizensageg in business in Africa. They continue to

illustrate how Chinese construction companies incafreceive assistance in project feasibility

*" Chan-Fishel Michelle and Roxanne Lawstuid Pro Quo? China’s investment-for-resourceaps in
Africa”, 2007, Society of International Development. P@igeFound at www.sidint.org/development
8 Jauch HerbertChinese investments in Africa: twenty-first certeolonialisn?”, in New labor forum,
2011, page 51.

*Ibid pages 37-38.

*0 Gill Bates and James Reil§The tenuous hold of China Inc. in Afritan The Washington Quarterly”,
2007, Vol. 30 no. 3 pp 37-38.
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studies, direct financing of the projects, credit éperational costs and for material equipment

and other capital goods.

This does not though suggest that Africa whollysessout on the opportunities generated by the
presence of China and its nationals in Africa. Temefits African states accrue from their
relationship with China include opportunity for ecmnic growth and development, since this
relationship creates the necessary socio-politased economic conditions for development.
Chinese companies not only create jobs for lotaishelp in improving infrastructure associated

to a variety of business ventur®s.

Anyu and Ifedi (2008) also seem to agree with tnggestion that most of Chinese activities are
oriented towards resource extraction where it asta buyer of raw materials and a seller of
goods and services to local consumers, the lateaning they are creating a market for their
products. Such activities do not help in developowgls industries® But a few countries such as

Kenya, Nigeria, Ghana, Uganda, Swaziland and Lesdiave taken advantage of China’s
presence in Africa to increase their export eamidgyu and Ifedi (2008) appreciate that, other
than doubts on the quality of products from Chind ¢he infrastructure projects developed by
Chinese companies, roads, schools, hospitals, pplaats that were developed through China
did not exist before, and they are helping in ti@rovement of the business environment that

will go a long way to attract both local and foreigvestment?

*1 Gill Bates and James ReillThe tenuous hold of China Inc. in Afritan The Washington Quarterly”,
2007, Vol. 30 no. 3 page 39.

%2 Anyu Ndumbe J. and Ifedi Afam J.-hina’s ventures in Africa: Patterns prospects antplications
for Africa’s developmehin The Washington Quarterly”, 2008, Vol. 19 ngqg 105.

*3bid pages 106-107.

> Anyu Ndumbe J. and Ifedi Afam J.-hina’s ventures in Africa: Patterns prospects antplications
for Africa’s developmehin The Washington Quarterly”, 2008, Vol. 19 no.
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Machiko and Sdderberg (2011) estimated that infuagire projects developed by China were
worth US$ 7 billion in 2006 while those of Developm Assistance Committee countries totaled
US$ 5 billion in the same year. They, though, asgue that distribution of these projects
indicates that China favors resource rich countsigsh as Nigeria, Angola, Sudan and Guinea
since they took up to 70% of the share of Chinagestments in Africa. In terms of distribution
according to the nature of the projects, energyosemnd transport take the greatest percentage of

China’s investment in infrastructure sector.

Chinese firms are also increasingly obtaining cmts for “water conservation, hydropower,
petrochemical manufacturing, telecommunicationdding materials, water supply systems and
agriculture”. The total value of such projects rdsam US$ 9.3 billion to US$ 19.7 billion
between 2006 and 2008. For instance, they have letedpover 30 power stations and power
transmission in many African countries includingniga, Ethiopia, Angola, Nigeria and Sudan.
Telecommunication giants like Huawei Technologig3,E Corporation and Alcatel-Lucent
Shanghai Bell are deeply involved in various prtgen Africa, serving over 300 million people
in more than 50 countries. According to CCS (20ZRnese companies employed over 110,000
local people in Africa in the year 2008, trainecen®4,000 locals and donated over US$ 55.51

million to built roads, 15 schools and 79 hospitals

Other benefits occasioned by Chinese companies fiicaA include social responsibility
initiatives. China National Petroleum Company t@kocial responsibility program to improve

the environment and public welfare of the recipistattes by donating US$ 50 million towards

% Nissanke Machiko and Marie Séderhei@an China’s engagement make a difference taaf
developmeritin “The challenging landscape in aid relatioqshin Africdl, Stockholm, Swedish Institute
of International Affairs, 2011, Page 25.

%6 CCS, ‘China-Africa Trade and economic Relationship anmregbrt 2010,” 2010 found at
www.focac.orgpage 7-8.
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road construction, construction of schools, briddespitals, boreholes to benefit the people of

Sudar®’

Despite the fact that Chinese firms have come tacAfwith a profit motive among other
reasons, their entry has contributed to the bropgiown of costs in the construction and

infrastructure sectof

2.6 WHY IS CHINA SUCCESSFUL IN AFRICA?
2.6.1 An Overview

Chinese companies have world-class equipment aneriala that enable them undertake large
projects in power generation, construction, transpnd communication and manufacturing, and

fairly compete with firms from other continerits.

*Ibid page 5.
%8 |bid page 7.
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China has also been able to succeed in penetrétfigan markets because of its non-
interference in the politics of the continent. Thiss enabled it to quickly execute most of its

projects thus create a more positive relationstiip wfrican governments and its peopfe.

GBC (2011) adds that Africa has shown remarkable growmthihe quantity and quality of

productive labor force; growth in incomes that haperred level on consumption of goods and
services; and growth in the professional classaded to activities that encourage economic
growth and development. But more important to fgmeinvestors is that Africa has resources
required in other developing and developed nati@amgl a market that is ready to consume

products from abroalf. This has in turn reinforced Chinese interestshencontinent.

Agbedelenko F.A et.al (2012) argued that Chinatsvéies in Africa have heightened the level
of competition and that this has had the effedhelping the countries improve their balance of
payment positions through import substitution, bt this depends on the host country’s

strategy of import substitution and export promofib

Michelle and Lawson (2007) indicated that China &xp- Import Bank (Cheixim) levies lower

rates of interest on borrowed money for projectsoath, sometimes 3 percent lower than
commercial rate. This has attracted criticismsesihantroduces unfair completion when Chinese
companies bid for projects in foreign countries. By end of 2005 the bank had given
concessional loans to its companies carrying oafepts in Africa a total amount of US$800

million which was used to undertake 55 project2nAfrican countries. In addition, China has

%9 CCS, ‘China-Africa Trade and economic Relationship anmegbrt 2010,72010 found at
www.focac.orgpage 7.

8 Andrea Marshal:China’s mighty telecom footprint in Afri¢&2011, found at
http://www.newsecuritylearning.cgrmaccessed at 20:21 14/09/2013.

1 GBC, “Investment Opportunities in Africa Infrastructtira GBC conference paper, 2011.

%2 Agbedelenko F.A et.alJthpact of Chinese foreign direct investment iric&fon Sino-Africa trade
2012, African Journal of Business Management, V4L, page 5244.
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made its deals with Africa better through canceltabf some debts amounting to over US$1.3

billion to 31 African countrie&

In another research attempting to explain the Glarsiccess on the continent, Bates and Reilly
(2007) found out that, in Ethiopia, Chinese firmerev awarded unprofitable contracts whose
bidding prices were very low: that the companiemeal at securing future markets in the
construction sectors. They, nevertheless, statatl ttis has the effect of making African

countries dependent on China when it comes to grdjdivery at low costS!

There is concern that Chinese firms, in order tdkemprofits in lowly priced bids, import

unskilled labor from China even in situations whtrere is plenty and unemployed locals who
can perform such tasks. The same concern has béemded to the practice where they use
materials imported from China instead of using laguivalents, which would spur economic

growth and development of the recipient sfate.

To mitigate the trend whereby Chinese businessesrimiabor from China, the government of
Angola pursued a policy of including more localdalin projects funded by China. This led to
work stoppages in 2007-2008. After that, the Angaj@vernment started moving away from

resource for infrastructure aid arrangement witm&f?

A similar trend was witnessed in Zambia where Cégneompanies were accused of having no

interest in developing local human capital. The pames were said to be interested in short term

%3 Chan-Fishel Michelle and Roxanne Lawstuid Pro Quo? China’s investment-for-resourceaps in
Africa”, 2007, Society of International Development. P&4y65. Found at www.sidint.org/development
% Gill Bates and James Reil§The tenuous hold of China Inc. in African The Washington Quarterly”,
2007, Vol. 30 no. 3 pp 49.

% Nissanke Machiko and Marie Soderbéf@an China’s engagement make a difference tocAfri
development’in “The challenging landscape in aid relationshipAfrica”, Stockholm, Swedish Institute
of International Affairs, 2011, Page 27.

% Ibid page 28.
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business objectives that were not environmentalstasnable and inhumane. For instance, they

have been known to work their laborers for longsurs and pay relatively lower wag¥s.

2.6.2 Chinese Competitiveness

Adams et al. (2004) argue that international cortipehess is a concept that has been explained
using various variables such as factors of prodadfiabor, land, and capital) and differences in
technology. Under imperfect competition, compamtadvantage that results from variations in
the above factors helps in explaining trade pastbtween or among nations. At the same time,

absolute advantage affects level and patterns efigjzation if some factors of production are

able to move across bordéfs.

The authors argue that competitiveness is a measirew a country’s product is fairing on the

global market. A country is said to be competitivie can deliver a product in a class of products
to the global market at a lower price. The lowecgis normally as a result of input prices which
are in turn affected by exchange rates, produgtidbmestic wages and the cost of materials.

This must, though, be strengthened by the capgabilithe country to produce products that meet

the international market standards and specifinaftd

Figure 2.5 Comparative advantage and trade integsinanufactured sectdf
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Source: African Development Bank

Figure 2.6 illustrates the levels of comparativeaadage China has over a number of African
countries. The comparative advantage China hasAfviea necessitates negative trade intensity
between n the tow trade partners. This does natugage African countries to expand some of

its sectors where Chinese goods and services dtemina

A country’s product can be competitive in the destibn country compared to similar products
from another country because of a variety of reasarch as factor cost and other productivity
considerations, in addition to others like curremicyervaluation, current exchange rates, tariff
regime, cost of transportation, trade restricticarsd product quality. A country can be
competitive compared to another as a result ofrakding technology, learning by doing,

“capital accumulation, increasing scale of procartgénd policy intervention’

Chinese competitiveness stems from various fathatsinclude undervalued currency exchange,
low labor costs and its ability to produce goodsl aervices widely acceptable around the

globe’?

Bates and Reilly (2007) asserted that ways thrauigich Chinese firms have maintained their
competitiveness is by wage reduction, increasedkiwgr hours, compromising on safety
standards and general working conditions. Thisy #wgued, created tension with other non-

Chinese firms in some African countries whose madteare has gradually been reducing.

" Adams, F Gerard et al'Why Is China So Competitive? Measuring and ExjaigirtChina's
Competitivenesg2004).Research Collection School of EconomRaper 782. Found at
http://ink.library.smu.edu.sg/soe_research/ZZessed at 13:20, 21/09/2010.
72 i

Ibid.
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Tensions within firms have often resulted in stsikehere workers demand better pay and

improved working condition§’

Marques (2011) argues that Chinese firms do notfpayppropriate skills in some African
markets in order to make profits after placing loding price to projects with the aim of simply
winning the tender. This in turn makes the mainteeacost of infrastructure high. However, by
the time failures in the projects get noticed thweyuld have achieved their main objectives: made
profit, accessed the natural resources such asraisneil and achieved other objectives for
engaging the market in question. Marques contimigsthe argument that, other than building
structures that fail before their life expectangypver, the Chinese, in some countries, have been
known to stealing tax-free imported materials, sandvel and even water meant for construction

of national projects and selling them on the blazicket”

The other way through which China makes its cotdraath Africa attractive is that it offers
preferential loans through China EX-IM bank to Gdsa contractors to undertake infrastructure
projects in Africa. However, the aid for infrastture projects in Africa is intertwined with
resource extraction by Chinese companies on thenem. Research by Machiko and Sdderberg
(2011) points out that it is only after Chinesenfsrwin contracts to extract resources, or lay down
infrastructure projects, that the EX-IM bank of @Gdhiissues loans to them to carry out the

implementation of the proje€t.

Chinese companies are given preferential terms ftben bank thus minimizing the risks

associated with their business undertakings. Thigles to the fact of tied aid. It has been

3 Gill Bates and James Reil§The tenuous hold of China Inc. in Afritan The Washington Quarterly”,
2007, Vol. 30 no. 3 page 46.

" Ibid page 74.

5 Nissanke Machiko and Marie Séderbéf@an China’s engagement make a difference to Africa
developmeritin “The challenging landscape in aid relationship Africa’, Stockholm, Swedish Institute
of International Affairs, 2011, Page 25-27.
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observed that out of 100%, up to 70% of constracéind civil works have to go to Chinese firms
and that 50% of the equipment, machinery, mateaald technology used in these projects
should come from China as a condition in the catgtalhis in a way prevents full technology
and skills transfer to recipient countries in aidditto impeding job creation for the locals and
wider spillover effects to local economies. Theerast charged by EX-IM bank of China on
loans taken by Chinese firms in Africa is about®8.énd the grace period for repayment to begin

is 4 years with an average maturity of 14 yéars.

The most important market strategy Chinese firnestasenter African markets and expand their
market share is by offering competitive prices floeir goods and services suitable for most
African countries. Huawei is known to offer pricBsto 15 percent lower that their closest
international competitors, while ZTE offers 30 t@ gercent below its European competitdrs.

Another key ingredient in Chinese companies mamngestrategy to entrench themselves in
Africa and increase their market share is by hawogerior customer service and responsive
personnel and manageméhOthers include cultural factors such as courtesy policies that

promote exports?

CHAPTER 3

THE EVOLUTION OF CHINESE INTERESTS IN THE CONSTRUCT ION AND

INFRASTRUCTURE SECTORS IN KENYA: 1990 TO 2013

® Nissanke Machiko and Marie Séderbéf@an China’s engagement make a difference to Africa
developmeritin “The challenging landscape in aid relationshiip Africa’, Stockholm, Swedish Institute
of International Affairs, 2011, Page 25-27.
" Andrea Marshal, “China’s mighty telecom footpiimtAfrica” 2011, found at
Dsttp://www.newsecuritvlearninq.cqraccessed at 20:21 14/09/2013.

Ibid.
" Adams, F Gerard; Gangnes, Byron; and Shachmultnehanan!'Why Is China So Competitive?
Measuring and Explaining China's Competitivend2804).Research Collection School of Economics,
Paper 2 - 28. Found at http://ink.library.smu.edisoe_research/782ccessed at 13:20, 21/09/2010.
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3.1 AN OVERVIEW OF INVESTMENT IN INFRASTRUCTURE AND

CONSTRUCTION PROJECTS IN KENYA

Herbert et. al (2009) pointed out that formal rielaship between China and Kenya dates back to
early years of independence. In 1964, China apeoiits first ambassador to Kenya, but this did
not help to build a strong trade and aid relatignbletween the two states. This was as a result of
the ideological differences between the West amdBEhst that were fermenting on the global

scene®

The authors continued that in terms of trade, eveot in volumes and in formal terms, China
has traded with Kenya even before independencal, Siser, raw cotton, wattle bark extract are
some of the products that Kenya used to exporthioaduring the period before independence;
while base metals, tea, fabrics, and a variety ahufactured goods composed the products

Kenya imported from Chin%.

They further stated that by 1963 the volume ofdradtween China and Kenya was in the tune of
US$ 1.2 million, and it was in favor of Kenya. Howee, from 1964, as the volume of trade
started to increase and more diversified, Chinaibeg export more to Kenya than Kenya did to
China. New products such as paper, chinaware, laomceoys, stationery, bicycles came into
play, but Kenya did not significantly change it®guct range exported to China. However, the
volume of trade between the two states during plesitod represented only a tiny fraction of

international trade that they participatedin.

8 Baa Yaw Antony and Herbert Jauch (e@hinese Investments in Africa: a labor perspectia909,
Accra, Africa Labor Research Network. Pages 388.— 8
81 [

Ibid.
8 Baa Yaw Antony and Herbert Jauch (¢@hinese Investments in Africa: a labor perspecti\z09,
Accra, Africa Labor Research Network. Pages 388.— 8
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In 1980, China and Kenya committed themselves ¢brtieal and economic cooperation. This
translated into support for two universities, sahships for Kenyan students, and military
exchanges. With time, the cooperation was expartdedhfrastructural projects, the most

significant of the early ones being the Moi Intéioi@al Sports Center in Nairobi. The center was
built at a total cost of US$ 52 million, with Kenfianding 48% of it. The intention of the facility

was to showcase China-Africa cooperation duringAléifrica games scheduled to take place
in 1987. The funds from China were interest-fre@sMmaterials and equipment for building the
Sports Center were imported from China. Other ptejéhat followed include the new Teaching
and Referral Hospital in Eldoret for Moi Universiagnd the Gambogi-Serem Highway. China

also donated teaching materials to Egerton UnityetSi

Though, it is the period after the 2002 generattedas that Chinese activities in Kenya started
showing remarkable growth. This resulted from inw@rments in the business environment,
thanks to political regime changes. Policies airmae@conomic recovery translated into higher
and sustained economic growth between 2003 and. 20l growth was mainly driven by

domestic factors, but investors from other coustm®ticed the potential in the country and

gradually started developing more interests in $timg in the various sectors for prdfit.

In 2005, the two countries deepened their coopmratith China pledging to fund infrastructural
projects in the energy sectors among other arees & communications, where it assisted in

upgrading of Kenya Broadcasting Corporation equipmend training of its staff. The two

8 |bid Pages 388-89.
8 Baa Yaw Antony and Herbert Jauch (¢@hinese Investments in Africa: a labor perspectiz09,
Accra, Africa Labor Research Network. Page 390.
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countries also explored joint ventures in poweregation and machinery production. The same

trend persisted through to 2086.

Other than investment in Kenya'’s growing infrastase and construction sectors, imports from
China into Kenya became diverse, ranging from cowsuto capital goods. By 2006, 40% of
imports went into construction, agriculture andustlial production. In other words, the imports

from China added tremendous value to the growingeany®®

The table below shows the range of products tréxdddeen China and Kenya in the year 2006.
It is clear in the table that manufactured goods m@chinery constituted the largest percentage

of imports from China.

Table 3.1 Composition of Kenya’s Trade with Chir2Q06 (in thousand US$)

Commodities Domestic exports Percent | Imports | Percent
1. Food 2981 15.7 3102 0.8
2. Beverages and tobacco N N N N
3. Crude (non-fuel) materials 12751 67 162p 0/8
4. Mineral fuels/lubricants N - 1622 0.4
5. Animal/vegetable oils 7 0 53 N

% |bid Page 390.
% |bid Page 392.
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6. Chemicals 288 1.5 40714 10.0

~

Manufactured goods 2902 15.3 2014p9 49

8. Machinery and transport equip 91 0.5 163678 39.7

9. Miscellaneous - -

Total 19020 100 412217 100

Source: Republic of Kenya 2007 (n=negligible)
Manufactured goods, machinery and transport equiproenstitute the bulk of imported goods

from China into Africa. See Table 3.1.

The relationship between China and Kenya has beggfigial to both countries in many ways.
Other projects undertaken by China in Kenya inclteleabilitation of Moi International Sports
Center, “expansion of the Eldoret Hospital, drglirof bore holes, road construction, and
upgrading of power distribution systems.” In themounication sector, China donated
computers to the National Assembly, communicatignigment to Telecom Kenya and the
Kenya Broadcasting Corporation. China’s competitegs has also helped it win contracts in the
construction and infrastructural sectors an exarbplag the contract to install 26,000 switching

lines for Telecom Keny#.

In Table 3.2 it can be noted that China has grdylleden taking the center stage as the main
trade partner to Kenya, with trade volumes incregagivery successive year at a faster rate than
the other trade partners. But at the same tims,iticreased volumes feature significantly in
imports where Kenya's trade deficit with China bagn increasing; from US$ -91,842 million in

2001 to US$ -1,546,664 million.

8 Baa Yaw Antony and Herbert Jauch (e@)hinese Investments in Africa: a labor perspe&ti2e09,
Accra, Africa Labor Research Network. Pages 393-94.
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3.2 Value of Kenya’s Trade

BRICS, US, Japan and EU,

0=~
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200 : 2005 07 | 2 09 | 200 |
China | Imports 94,875 74956 | 86,513 | 163335 | 304,058 | 412,441 | 678736 | 932,203 | 965179 | 1,579,659
| Exports 3,033 3,684 7621 16,957 21,554 21,859 29,432 32,180 32,995
Trade balance | -91,842 71972 78,892 287101 | -390,887 | -656877 | 902771 | 932,999 | -1,546,664
India | Imports 170,349 166,580 175360 | 262623 | 326044 | 524285 | 844550 | 1,809,547 | 1,078,089 | 12354,587
| Exports 29,108 34,503 35635 51,063 53,108 52,218 86,725 98,193 66,479 111,239
Trade balance | -141241 | -132077 | -139725 | 211,560 | -272936 | -472,067 | -757825 | -1,211,354 | -1011,610 | -1,243348
Brazil | Imports 14,026 13,690 12,077 15,032 37396 42,762 64,577 67831 65194 62,958
Exports 228 89 333 360 734 501 2,592 2175 1,051 334
Trade balance | -13,798 -13,601 -11,744 14672 | -36,662 -42,261 61985 | -65,656 -64,143 -62,624
Russia | Imports ; 16165 6,610 21822 | 30,575 39,516 | 41,649 97468 | 166,207 63,292 126,663
Exports 700 1823 11,215 13,035 18,029 21,927 28,575 49,514 59,330
Tade balance | 15465 |  -4787 | -10,607 -17540 | 21487 | 19722 | 68893 | 116693 | -16,505 -67,333
us Imports 526,640 211104 | 245550 197468 | 563057 | 343314 | 66L605 | 402,263 | 649,103 516,626
Exports 40,388 19,691 40891 | 48281 | 228094 | 291277 | 285763 | 299,605 | 22608l | 290518
Trade balance | -486,252 | -191,413 | -204,659 | -149237 | -334963 | -52037 | -375842 | -102,658 | -423,022 | -226,108
Japan | Imports 197219 | 190,862 | 209,323 | 278,870 | 305371 | 408,086 611196 49,334 | 632,703 763,522 |
: Exports 16,827 8,951 18,178 21,222 17479 19,343 33,948 28,829 26,755
Trade balance | -180,392 | -18L9IL | 191145 | -257648 -390,607 | -591853 | -615386 | -603,874 | 736,767
South | Imports 251152 | 230472 | 296,329 | 446183 470,888 | 525304 678170 | 913,785 785,850
Africa | Exports 4922 8,818 16129 | 21,086 28,36 38,495 84,866 52,887 | 46,317 32,000
Trade balance | -246,230 | 221,654 | -280,200 | -425147 | -536,207 | -437393 | -490,438 | -625283 | -867468 | -753,850
EU 27 | Imports 1081847 | 1027058 | 736743 | 1170954 | 1229172 | 1638137 | 1812339 | 1,960,953 | 1887504 | 2181454
Exports 557686 | 408,594 | 720065 | 752,002 | 838515 | 930,738 | 1,084,852 | 1299906 | 1183487 | 1278617
 Trade balance | -524,181 | -618,464 -16,678 | -418952 | -390,657 | -707399 | 727487 | 661047 | -704017 | -902,837
S
Q - 3
2 = 8 )
= s « 3



Source: International Trade Center found at wwwanén.org

The rising trade deficit between Kenya and Chimar@ however denied Kenya the benefits that
come with Foreign Direct Investment and aid fromn@h In 2005 China became one of the
largest bilateral donor to Kenya with a contribatmf US$ 56 million, second to European Union

that contributed a total of US$ 60 million. Whatgesl China to quickly rise as a bilateral donor
is its competitiveness and effectiveness in progesign and implementation compared to other
donors such as the European Union, United Kingdtaty, and the Nordic Countries. In terms

of aid funds distribution, most of it, between 20831 2005, went to rural telecommunications

projects using Chinese equipment. The rest wesuth projects as rural and urban roads, and
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maintenance of some of the earlier built projecishsas the Moi International Sports Center,

Kasaranf® See table 3.3 for a breakdown of projects anahétere of support from China.

Table 3.3 Main types of aid given by China to Keng®03-2007 in US$ 000

Type | Purpose Year
f Ai
of Aid 2003 2004 2005 2007 2011 | 5012
Loans | Gambogi Serem| 3,100.00 - - -
Road
Loans | Kipsigat- 3,000.00 - - -
Shamakhokho
Road
Table 3.3 Cont.
Grants| Kasarani Sports| 39.00 3,620.00 - 43,846.15
Ground
maintenance
Grants| Various training
Courses in Ching
300.00 - - -
Loans | Purchase of 66.00 - - -
Tractors
Grants| Maize flour - 3,330.00 - 1,766.00

% Baa Yaw Antony and Herbert Jauch (¢@)hinese Investments in Africa: a labor perspectizo09,
Accra, Africa Labor Research Network. 396.
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processing projec
in Bomet and

Drought hit areas

Grants

Tsunami relief

Kenya

442.00

Grants

Economic and
technical
cooperation

Kenya

10,387.00

Loans

Rural
telecommunicatio
ns development
programme

project

24,500.00

14,583.20

Table 3.3 Cont.

Loans

Kenya power
distribution
system
modernization
and strengthening

project

20,130.00

6,600.00

Grants

Rehabilitation of
Nairobi roads and
streets lighting

project

21.538.46

Grants

Technical training

548.00
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courses to
government

officials

Grants

Building Housing

Schemes

17,647050

Grants

Installation of
CCTV networks

in Nairobi

100,000

Total

6,505.00| 7,070.0

056,007.00

88,333.81

17,6470}

Q00,000

Sources: Kenya Development Cooperation Report 200bjstry of Finance, Development

Estimates 2005/2006; 2007/2008

Between July 2009 and June 2012 China committedoajpately USD 480 million in loans to

Kenya for infrastructure construction. The agreetméor the loans identified Chinese firms that

would be involved in the implementation of the paip>°

Table 3.4 Aid Sources to Kenya Showing China’s Qdmnition: 2002-2005 (in million US$)

Sources 2002 2003 2004 2005
Multilateral 181 229 266 242
China 0.20 6.5 7.1 56
Other Bilateral 272.8 300.5 342.9 379
Total 454 536 616 677

% GAO,“Trends in U.S and Chinese economic Engageme@13, page 2013 found www.gao.gov.
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China’s Share (%) 0.08 2 2 13

Source: UNDP (2006)

The table 3.4 shows the growing contribution of r@fg assistance to Kenya between the year

2002 and 2005. The trend continued beyond 2005.

Notably, in 2006, China committed itself in improgithe road networks in Nairobi to decongest
the city by making a pledge of 745 million Yuan.iSlwas to be utilized in building and
upgrading roads to link the city center to Jomo y&ta International Airport; remove Six

roundabouts; build trunk roads in and out of thetiee business district and construct bypasses.

In 2006 the Ministry of Trade and Industry estindatbat the projects completed by Chinese
companies were worth US$ 870 million. China Road Bridge Company had, by 2005, had
completed 11 projects worth US$ 200 million; whéilethe same time China Wu Yi Company
was involved in the expansion and modernizatiordarho Kenyatta International Airport, of

which the first phase was worth US$ 37, 2 millin.

As far as profits are concerned, telecommunicats&tsor in Africa offers Chinese investors with
a growing market demand. For example, the numbeelephone subscribers in Africa grew
from 7.5 million in 1998 to 280 million in 2008. Taapture this market, Chinese companies have
ensured that their gadgets are priced lowly contptoesimilar ones from other countries; have
expanded wireless connections and partnered up etitar companies to offer services and

goods® For instance, Huawei, a Chinese company, is Weeblin multiple activities that are

%1 Baa Yaw Antony and Herbert Jauch (e@)hinese Investments in Africa: a labor perspetti2809,
Accra, Africa Labor Research Network. Pages 396.

2bid page 397.

% |bid page 54.
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geared toward enhancing telecommunication seniitdsast Africa in general and Kenya in
particular. Huawei supplies equipment to Emiratee@Gommunications Corporation (“Etisalat”)
while Etisalat is involved with the East Africa Ma@ System installation whose purpose is

linking the African continent to the rest of the b’

Antony and Jauch (2009) stated that within the matf countries than have proved useful for
China rolling out its strategy in telecommunicatisnKenya by virtue of its strategic location.
Kenya provides a springboard for Chinese venturnts Central Africa, and other East African

countries that possess the resources that ared trséfer

A 2009 estimate put the number of Chinese firmgheconstruction sector at 44, the large ones
including “Jiangsu International Economic and Teabgical Cooperation Company, Sichuan
International Economic and Technological Coopera@@mpany and China Wu Yi Construction
Company.” There are quite a number of small ongaged in repair and maintenance of motor
vehicles, sale of construction equipment and afjtical machinery, in restaurants and general

hospitality industry’®

Huawei is one of the leading suppliers of telecomization equipment in the world. Its products
include *“switching systems, intelligent networksynshronous digital hierarchy (SDH)

transmission networks, wireless, datacoms, broatlbategrated services (B-ISDN), power
supplies, and freespace optical systems.” It his sand services value of about US$ 30 billion

per year and overseas revenue of over US$ 4.81il1006 estimates).

% Ibid page 55.

%Baa Yaw Antony and Herbert Jauch (¢@)hinese Investments in Africa: a labor perspectjz009,
Accra, Africa Labor Research Network, page53.

% |bid. pages 396 -397.

“Ibid page 59.
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Anyu and Ifedi (2008) notes that China was cong&@cto install over twenty-six thousand
switching lines for Telecom Kenya with the aim afgroving telecommunication facilities. It

also sold cranes to Kenya to be used in Mombag&por

Records in the construction sector show that Chirfesns have been increasingly winning
construction tenders since 1999, taking up the etaskare of between 10 and 20 percent of the
contracts offered by the International Developm&ssociation (IDA). Between the years 2001
and 2006 Chinese companies won contracts accumyladia value of about US$738 million.
Over the same period of time, China financed inftesure projects whose value was over US$
12 billion. Between the years 2004 to 2006 Chinases undertook projects in civil works
amounting to about 30 percent of the market shire.general trend is that Chinese companies

win most of the largest tenders in the construcéind infrastructure sectots.

Table 3.5 China’s FDI to Kenya 2006

Sector | Company Activity Cap cost | Cap cost| EMP | EMP
name F US$ L US$ F L
(000) (000)
MANU | Hua long auto | Manufacture of 385 0 9 23
repairs co Itd | motor vehicle
bodies
MANU | Gold lida Itd Manufacture of 154 0 9 90
PVC products
MANU | Dong fang autg Manufacture & 385 0 9 23
assembly co Itd assembly of motor
vehicle bodies
SERV | Zenith rubber | Re-rubberizing of 131 0 1 4

% Anyu Ndumbe J. and Ifedi Afam J.-hina’s ventures in Africa: Patterns prospects antplications
for Africa’s development” in The Washington Quarterly”, 2008).\® no.4 pp 94.

“Baa Yaw Antony and Herbert Jauch (¢@)hinese Investments in Africa: a labor perspect\zo0g,
Accra, Africa Labor Research Network Page 68.
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roller rubber rollers

SERV | Afri-China Recycling plastics 222 0 8 50
International
co Itd

SERV | Fast track Air transport 519 0 2 10
Kenya Itd agencies

Table 3.5 Cont.

SERV | Datang optical| Glazing & 333 0 3 327

company assembling of
spectacles

SERV | Ando roofing | Importing & selling 954 0 3 56
products (K) | of roofing tiles
Itd

SERV | Proparco E. | Grain handling 554 0 10 57
Africa Its

Source: Invest promotion Center (IPC), Kenya Investt authority (KIA) data sets

NB: MANU=manufacturing; SERV=Service; CAPCOST F=@abcost (foreign); CAPCOST
L= Capital cost (local); EMP F=Employment (foreiggMP L=Employment (local)

Figure 3.1 below adds information to Table 3.5 dnn@’'s FDI between 2006 and 2011. Notice

the nature and diversity of China’s interests imyae

Figure 3.1 China’s FDI in Kenya by sector 2010 —2Din US$ (millions)
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In October 2008, the Kenyan government awardediaeSa company, Sinohydro Corporation, a
contract to build a 20MW hydroelectric power plantWestern Kenya at a cost of US$ 65
million.*® Kenya also intends to build a mega port in Lamd, @n April 2013, awarded a
contract worth US$ 484 billion to a consortium ohwpanies, headed by China Communications
Construction Company, to build the first 3 out lod fproposed 32 berths. The project consists of a
railway line, a port, a major highway and an opegdine. Earlier, in 2011, China Road and Bridge
Corporation (CRBC) and China Communications enteredntract to expand Mombasa pdft.

In 2012, a Chinese company entered a Kshs 8 tritleal with the Kenyan government to mine

Rare Earth, a strategic mineral crucial in the poidn of electronics®?

Table 3.6 Benefits enjoyed in Chinese companias

19 Executive Research associat@hina in Africa: a strategic Overview2009, found at
www.ide.go.jp July 29" 2013, 9:51 pm. Page 70.

191 Jorgic DrazenKenya says Chinese firm wins first tender for Lapaut project, 2013, found at
http://mobile.reuters.copaccessed at 3:16 pm. 30/July 2013.

192 Jenny Luesby‘Uhuru takes on global mining power struggleThe Standard, 2013, found at
http://www.standardmedia.co.kaccessed at 3:58 p.m. 30/7/2013.

1% Baa Yaw Antony and Herbert Jauch (ed@)hinese Investments in Africa: a labor perspectj\g09,
Accra, Africa Labor Research Network. Page 411.
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Benefits Local workers enjoy| Expatriate/Chinese
these benefits workers enjoy these
benefits
Yes No Yes No
Social security v v
Medical care v 4
Free/subsidized transport v v
Paid vacation 4 4
Paid sick leave v v
Subsidized housing v v
Table 3.6 Cont.
Child care services v v
Incentives bonus 4 4
Severance pay v v
Paid maternity leave v v
Free/subsidized meals 4 4
Employee share ownership v v
Interest free loans 4 4
Company-level or in-house pensipn v v
schemes/provident fund
Education/training bursaries v v
Other benefits Sunday v
Pay-offs

“Source: Interviews with selected Chinese road cactors”'%*

1% Baa Yaw Antony and Herbert Jauch (ed@)hinese Investments in Africa: a labor perspectj\g09,
Accra, Africa Labor Research Network.
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Table 3.6 outlines the benefits Chinese Compamnm@gge to their workers while doing business
in Kenya. From the table, it is evident that thesr@referential treatment between local workers
and their Chinese counterparts, with the Chinesekeve benefiting more than local ones,
meaning that China’s investment in the developnagit motivation of local human resources is

poor as much as the level of foreign direct investis growing.

3.1.1Buildings, Railways, Roads and Bridges

In the last five years, there have been remarkatiwities in the construction sector in Kenya
with China contributing significantly through prewns of funds, labor materials, technical
expertise and equipment. This sector contributesitab% of the Gross Domestic Product and

employs over a million people with an estimatedieasf Kshs 3.2 billiort®

The increased activities in construction sectorehiad to higher consumption of many products
associated with it like cement. Consumption of cetwese from 835.9 million tons in 2009 to
951.7 tons in 2010 in the third quarter of the estipe years. This rapid growth has attracted
investors to meet the rising demand for associagdices and good§® Investors who have
attracted utmost attention are Chinese, both giaad public, who have come to participate in

activities that are helping Kenya meet its infrastural needs.

195 Maina M. Daniel“Competitiveness between Local, EU and Chinese FimKeny4, 2012, found at
http://studenttheses.cbs,diccessed é#1:33 18/09/2013.
106 i

Ibid.
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According to Maina (2012), China started investitegvily in Kenyan roads in 2006, though it
had shown interest in road construction before tina¢ '°’ Between the year 2001 and 2011 it
was estimated that China provided aid to KenyditmdJS$ 1.4 billion. Most of this assistance

went to road construction and other transport neks/@®

Chinese contractors have been able to infiltragentiarket in the construction and infrastructure
sectors partly because of their competitive priease of access of loans from EXIM bank of
China and tied loans from Chinese government tanfie some of the projectS. This has

enabled the contractors win most lucrative consrast highlighted in a few examples in Table

3.7.

Table 3.7 Ranking in expenses for the road projebetween 2005 and 2014

Ranking in expenses for all Chinese | Company name Estimated cost
road projects 2005 — 2013| company (Kshs Million)

1 YES China Wu Yi 2,671

2 YES China Road & Bridges | 2,514

Corporation

3 NO H Young (EA) LTD 2,523
4 YES China Wu Yi 3,481
5 NO Maltauro - monteandriano 3,781

97 bid.

198 Kelly J Kevin “Roads and energy main beneficiaries of Chindde@Kenya, repott in Africa
Review, 2013, found at http://www.africareview.coarccessed at 17: 37 14/09/2013.

199 Maina M. Daniel‘Competitiveness between Local, EU and Chinese FimKeny4, 2012, found at
http://studenttheses.cbs,diccessed #1:33 18/09/2013.
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6 YES Sinohydro 4,236

7 NO Sogea satom 4,605
8 YES China Wu Yi 4,875
8 YES Covec 6,209

Source:_http://dspace.mit.edand Kenya Urban Roads Authority

Other than roads, building projects that benefithein Chinese activities include Kenyatta
University Teaching Research and Referral Hospitimated to cost US$ 92 million and Mama
Lucy Kibaki Hospital in Embakasi at a cost of US$nillion. This was out of the US$ 103

million that China provided to fund for projectstire health sectdr?

In 2010, President Mwai Kibaki asked China to partrwith Kenya on infrastructure

development with the aim of uplifting the country @ middle income by the year 2030. He
asked China to be involved in developing a railMiag linking Lamu and South Sudan and
Ethiopia; to develop Lamu port; to construct away line from Mombasa to Malaba, and

another railway line to serve Nairobi cit¥.

Almost three years later, in 2013, China and Kemgeched an agreement to build a railway line
linking Mombasa and Malaba that is meant to imprtve business environment within the
country and across the border, in Uganda. The giragenong others in the energy, infrastructure

sector and wildlife protection were planned to ¢dSt 5 billion.

10 Kelly J Kevin,“Roads and energy main beneficiaries of Chineset@idenya, repoft in Africa
Review, 2013, found at http://www.africareview.coaccessed at 17: 37 14/09/2013.

1 Mwende Judy:Kenya wooing China to build roads” Construction Siness Review, 2010found at
http://www.constructionkenya.cqraccessed at 17:26 14/09/2013.
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Building and rehabilitating the railway line hapatential to revitalize the once functional 1,700
miles of track in 1950 that had degenerated tolasabB0 miles by 2013 It is envisaged that
rebuilding the railway line and roads would bodst tountry’s economic growth to an average
of 5% per year. This could also cut costs of mowjegds across East Africa by 79%8.The
railway, to be funded by the Chinese governmerkeisto Vision 2030 and is categorized as one
of the enablers and micro pillars to the Kenyameoay. Another source indicated that, in 2013,
China offered a loan of about Sh425 billion of whish340 billion was dedicated to economic

partnerships, wildlife protection, and buildingtbé railway***

Other than major trunk roads and ports, Chinesepammes have been, and are, involved in
numerous projects aimed at easing traffic in Naieotd to connect it to several regions in the
country. Table 3.8 shows some of the recent prejestdertaken by both Chinese, local

contractors, among others.

Table 3.8 Completed, ongoing and proposed road gcty in Kenya.

PROJECT LENGTH  COST (KES CONTRACTOR START FINISH
DESCRIPTION (KM) MILLION) DATE DATE
Rehabilitation & 2.9 2,671 China Wu Yi 2 Nov 5 Oct 2013
dualling of Langata Road 2012

(KWS Gate-Bomas)

Rehabilitation & 3.5 2,523 H Young (EA) Ltd 13 April 13 May
upgrading of 1st Avenue 2012 2014

112 Christian Monitor“China will build Kenya’s Railway Line!"in Kenya London News, 2013, found at
http://www.kenyalondonnews.orgccessed at 18: 02, 14/09/2013.

"3Christian Monitor“China will build Kenya’s Railway Line!"in Kenya London News, 2013, found at
http://www.kenyalondonnews.orgccessed at 18: 02, 14/09/2013.

114 Wambui Ndonga “Kenya-China pact a thrust for Vision 203G&und at http://www.capitalfm.co.ke
accessed at 15:11 24/09/2013.
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& Gen Waruinge Road

Rehabilitation & 55 2,000 Mattan Contractoér%s 22 May | 23 May

upgrading of Upper Hill 2012 2014

Roads

Table 3.8 Cont.

Construction of Kapsoya 8.1 887 22 May 23 May

Roads in Eldoret 2012 2014

Municipality

Construction of City 3 2,514 China Road & 5 June 5 June 2014

Cabanas Interchange & Bridges 2013

Complementary Works Corporation

Upgrading of Syokimau- 2.1 171 Ceabud 20 April 25 May

Katani Road (Phase 1) Engineering 2013 2013
Services

Upgrading of Roads 3 168 Frointer 17 Jan 17 Jan 2014

within Lodwar Construction Ltd | 2013

Municipality

Improvement of Ndovu 3 90 Jofrim EA Ltd 22 Nov 21 May

Road 2012 2013

Improvement of Bogani 1.7 13 Kiu Construction | 22 Nov 22 July

East Road Ltd 2012 2013

Rehabilitation of 2 146 Cementers 6 March | 6 Jan 2014

Nanyuki Road in Nairobi 203

County

Upgrading to Bitumen 2 127 Elite Earth Movers

Standards of Kinunga

Kamuyu Roads in Nyeri
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County

Construction of Nairobi 8.36 1,091 Nippon July 2011 = August
Western Ring Roads Construction 2013

Company
Table 3.8 Cont.
Nanyuki Road 2.2 146 Cementers Ltd 10 April 9 Feb 2014

2013
Eastern Missing Links 17.1& 11,7 Under
NMT procurement

Dualling of Outter Ring 13 Resource
Road Mobilaztion
Githurai Kimbo 2.7 340 Dickways Contract

Construction Co.  being

Ltd formalized
Nanyuki Road 2.2 146 Cementers Ltd 10 April 9 Feb 2014

2013

Improvement of Ndovu 3 90 Jofrim EA Ltd 22 Nov 21 May
Road 2012 2013
Improvement of Bogani 1.7 13 Kiu Construction | 22 Nov 22 July
East Road Ltd 2012 2013
Rehabilitation of 2.2 88 26 April 11 Mar
Makina-Kibera Law 2012 2013
Courts Road
Rehabilitation of Kayole 3.4 135 26 April 9 Mar 2013
Spine Road 2012
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 10July

1

Rehabilitation of 2.5 94 10 Nov
Mihang'o By-pass Loop 2012 2012
(Kibiku Road) 1

Table 3.8 Cont.

Rehabilitation of 0.3 21 4 Jan 2013 3 May 20
Chogoria /Wajir North

Road

Rehabilitation of Rose 1.34 44 31 Dec 30 April
Avenue (Denis Pritt- 2012 2013
Jabavu Road)

Improvement of Baba 1.2 77 27 Dec 26 June
Dogo-Allsops/ Outer 2012 2013

Ring Road

Rehabilitation of 1.83 93 31 Dec 1 July 2013
Kinyanjui Road 2012

Rehabilitation of Kibera 14 93 27 Dec 26 June
Station Road 2012 2013
Improvement of Link 0.9 52 10 July 10 Nov
Road A2 Junction C64 2012 2012

Source: Kenya Urban Roads Authority, found at Witpwvw.kura.go.ke

Two things should be observed in the table abaxst; the largest contacts were won by Chinese

contractors; and second, several road contracte Wweing executed simultaneously or over

overlapping times. This is a pointer to the oppoities in the sectors to generate employment

and improve delivery of goods and services to waridestinations once they are finished.
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3.1.2Telecommunications Infrastructure

China is major supplier and installer of informatidechnology and telecommunication
equipment in Africa. This has helped bring down dest of communication, and helped in
mobile phone penetration on the continent, notablyKenya, Angola, Ghana Nigeria, and
Uganda. In 2010, it was estimated that Chineseraciars were active in 50 African nations in

this sector:*®

China is a dominant player in the telecommunicatisactor in Kenya with Chinese companies
outbidding competitors (Alcatel Lucent, Nokia Sieragand Erickson) from other countries.
Huawei was, in 2010, contracted by Safaricom tgblup with core network requirements and
install 4G networks. This was to cost Kshs 12 dmlliSafaricom aimed at increasing its revenues

in the fast growing data and communications busitiés

The huge business potential in telecommunicati@tsos in Africa attracted a total of US$ 3
billion from China between the years 2001 and 2QB&, main interest being equipment sale.
China is working with both the African governmerand the private service providers like
Vodacom, MTN and Celtel to supply technology, equgmt and roll out infrastructure

networks*'” In Ethiopia, China helped roll out national comrwation backbones at a cost of
US$ 1.5 billion. This project was undertaken by @d¢ping Telecommunications Equipment

Corporation (ZTE), Huawei, and China Internation@klecommunication Construction

115 Andrea MarshaliChina’s mighty telecom footprint in Afri¢a2011, found at
http://www.newsecuritylearning.cqgraccessed at 20:21 14/09/2013.

116 Okuttah Mark“Safaricom loosens China’s grip on local contragith Sh14bn tend&in business
daily 2012, found at http://www.businessdailyafrizan accessed at 19:53 14/09/2013.

" Foster Vivien et. alBuilding Bridges: China’s Growing Role as Infrasicture Financier for Sub-
Saharan Africa’; Washington D.C, The world Bank, 2009, page 24
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Corporation (CITCC). The benefits of the complepedject include improved network coverage

in rural areas. ZTE started the first phase ofpifegect in 2007®

In 2012, Safaricom awarded a contract to Huawehiielogies and Ericsson to lay down the first
phase of optical fibre where the initial 500km wetanned to be finished by mid-2013. While
Huawei was engaged by Safaricom, its Chinese cotop&TE was awarded a contract to roll
out Telecom Kenya’'s 3G networks worth Kshs 4 hilistduawei was also contracted by the
government to lay down a Kshs “6 billion nationddef optic infrastructure and e-government

projects.**®

3.1.3 Water and Sanitation Projects

One of the sanitation projects where China playedominant role is the Eldoret sanitation
project that is comprised of a 53 kilometers ohk@and branch sewers; 400 meters “long aerial
crossing for gravity transmission of sewage fromritoa Area to new Treatment
Works;...rehabilitation and expansion of existing @QueSewage Treatment Works and a dry
weather flow capacity (that was ...increased fron9@,613/day to 8,000m3/day);...construction
of a new Boundary Treatment Works ... of dry weathew capacity 10,000m3/day.” The
project was jointly done by ‘Joint Venture of ChiBkectric Power Technology Import & Export
Corporation Limited and Spencon Limited. The projeommenced in August 2002 and

completed in May 200%°

According to the Kenyan Engineer{2013), the Republic of China and Export- Impoank of

China agreed to finance High Grand Falls dam ptajeBaringo County at a cost of Kshs 4.8

18 Eoster Vivien et. al'Building Bridges: China’s Growing Role as Infrasicture Financier for Sub-
Saharan Africa’; Washington D.C, The world Bank, 2009,

191bid page 24.

120 The Kenyan EngineetEldoret sanitation project”,found at http://www.kenyaengineer.com
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billion. The dam is part of the Lamu Port and LarBouthern Sudan-Ethiopia corridor
development project. The dam will be used to suppdyer to Lamu resort city and generate
between 500 and 700 megawatts of power. Its waillrbe used for irrigation and help
shortening travel distances across the Tana Ravet,used to avoid building a bridge across the
river. The other impacts of the dam include dispiaent of at least 4,500 households and their
resettlement by the government; construction of selools, shopping and health centers among

other related infrastructural projects.
3.1.4Power Generation

One of the challenges Kenya faces in its economveldpment agenda is shortage and high cost
of electricity. To circumvent the problem, Kenyada the option of developing its geothermal
resources among other alternative sources of po@aina National Petroleum Company won a
bid in the year 2006 to develop a high-temperageethermal well drilling project. Chinese
projects in geothermal power generation have b&&olsuccessful, making them the preferred
consultants and builders of such facilities. Onrtpertfolio of such projects in Kenya includes a
3000 meter deep well that gave the highest yiedgdslts in Africa. The project helps Kenya to
produce clean energy and mitigate power shortagg¢ tlampers social and economic

development?

Apart from The World Bank, the Chinese governmeetged, in early 2013, to support the
Kenya’'s geothermal energy projects. The World Baskimates that the 27 power plants
underway for commissioning will be able to boose ttotal power generation by existing

geothermal energy plants from 1,672MW to 2,371MW20\ 6. This will be able to meet the

121 The Daily Nation“Coming soon: Kenya's largest fresh water dag013, found at
http://www.nation.co.keaccessed at 15: 39 15/09/2013.

122) xrichter, “China National Petroleum Co. and Kenya sign MOUgeothermal developmén2013,
found at http://thinkgeoenergy.corccessed at 21:12 17/09/2013.

63



rising needs for more power and will be in linelw¥ision 2030 objectives that include powering
the proposed light rail for Nairobi City and itsvenons. Some of the projects under the Vision
2030 plan like the proposed light rail in Nairobillwequire 16 GWh, Mombasa terminal will

require 13 GWh, and Lamu port that is expectedswmapproximately 16 GWH?

Kelly (2013) noted that in 2013 China dedicatedbtaltsum of US$ 286 million for energy

generation and supply projects. Among the targetejects is the updating of Kenya’s urban
power grid that will cost a total of US$ 138 mitié** And Wakoba (2013) added that China’s
Dongfang Electric International Corporation waslwg to build 50 megawatts of solar energy
plant in Nakuru at a cost of US$ 100 million, thends coming from both the Chinese and

Kenyan governments>

According to the ‘Kenyan Engineer’ (2013), amongeutprojects that China agreed to finance
was the construction of a 61 kilometer long 132kwpr line from Chemosit in Kericho to Kisii,
and a 122 kilometers long 132Kv line from Kambuydiopower station to Meru. The first phase
of the project was planned to cost US$ 19 millibre, funds being lend directly to Kenya Power
and Lighting Company by EX-IM Bank of China. Addital Kshs 6 million from the same bank
is planned for procurement of materials and equigni®m China. The chosen contractor was
CAMMC Engineering Company of China. The new powees$ were estimated to help Kenya
Power and Lighting Company to reduce technicaldsssuring distribution of electricity and

stabilize power supply in the country. As a re®LC will save a total of Kshs. 250 million per

123 “Kenya attracting international energy supptr2013, found at

http://www.kenyaengineer.co.kaccessed at 07:42, 18/09/2013.

124 Kelly J Kevin,“Roads and energy main beneficiaries of Chineset@idenya, repoft in Africa
Review, 2013, found at http://www.africareview.goarccessed at 17: 37 14/09/2013.

125 sam Wakoba“China’s Dongfang Electric To Set Up $100 Milli@olar Power Plant In Kenya
2013, found at http://techmoran.cpatcessed at 20:53 17/09/2013.
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annum. The second phase of the project is estimatedst US$ 150 million of which China

committed to put in Kshs US$ 35 millidf’®

In 2013, two Chinese firms partnered with the gowegnt of Kenya to put up a solar power plant
producing 50MW in the country on a 200 acre pietdanod in Garisa County. The firms
expected to be involved are China Jiangxi Corpomnator International Economic & Technical
Co, Ltd. (CJIC) and JinkoSolar Holdings. The planestimated to produce 76,470 MWh per
year. Part of the agreements stipulates that teahsupport for the project would be provided by
JinkoSolar. The company has undertaken similareptsjin other parts of the world, including
14MW solar installation in the United Kingdom an@iMW of photovoltaic modules in South
Africa.**” In 2013 alone, China pledged to provide Sh85 drilldedicated to energy-related

projects*?®

3.1.5Ports

China is involved in the construction and expansibhoth Mombasa and Lamu ports, and Jomo

Kenyatta International Airport in Nairobi.

The expansion of berth 19 of Mombasa port was fdrimlethe Kenyan government at a cost of

US$ 82.15 million, and built by China Road and beidCorporation. The new facility was built

126 The Kenyan EngineéChina to fund Sh 1.4 billion power projé¢013 found at
http://www.kenyaengineer.cqraccessed at 18/09/2013.

127 “Kenya to build the largest solar Plant2013, found at http://www.africanbuilding.com
accessed at 12:31 18/09/2013.

128 Wambui Ndonga “Kenya-China pact a thrust for Vision 2030fund at_http://www.capitalfm.co.ke
accessed at 15:11 24/09/2013.
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within the budget and completed ahead of schedueording to Hou Qiang (2013), the facility
will enable the port to increase it throughput B¢@?° thus speeding up cargo delivery to Kenya,
Uganda, Rwanda, Burundi and the Democratic Repobk£ongo, among other States in Eastern

and Central Africa. It was commissioned in 2011 effitially opened in 2013

Ndaiga (2013) pointed out that the expansion of Mwmnbasa port is aimed at adding “three
berths with quay lengths of 230, 320 and 350 mefEng larger bay was planned to handle
Panamax container ships of 20,000 DWT and Post iRaxavessels of 60,000 DWT”. The

funding of the project is by Japanese and Kenyamemunents. Japan, through Japan
International Co-operation Agency (JICA), providéshs 26 billion while the Kenyan

government provided Kshs 5 billion towards the @cbjand an additional sum of Kshs 612
million for the resettlement of people. The repagimgeriod for the Japanese loan is 40 years
with a 10 years grace period. The interest ratedspercent. The two contractors on the project
that is scheduled to end in 2015 are Van Oord Dngdgnd Marine Contractors of Netherlands
(to build the dredging), and “China Roads and Beidiprporation contracted to erect the new

cargo berth***

An article in the Africa Echo’ outlined that in Nairobi, China Wu Yi was awardedontract for
the expansion of Jomo Kenyatta International Airpaira cost of Kshs. 2.6 billion. This was
phase one of the entire planned expansion thatcadt Kshs. 10 billion. The facilities included
in phase one are an apron, taxiways and an extepsithe fuel hydrant system. The expansion

was in response to the increased passenger hamdimghe originally planned 2.5 million to 4.2

29 Hou Qiang “Newly expanded port berth reopens in Kenya's Masal, 2013, found at
http://news.xinhuanet.comaccessed at 16:30, 15/09/2013.

130 Xinhua,“Newly expanded port berth reopens in Kenya's Masahdound at
http://www.chinadaily.com.graccessed at 16:36, 15/09/2013.

131 Hellen Ndaiga“Mombasa container terminal halfway dér2913, found at
http://www.constructionkenya.cqmaccessed at 16:43 15/09/2013.
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million passengers per year being experienced hg.20he expansion of the facility is important
to allow direct flights from Kenya to the UnitedaBts of America, Latin America, and Australia

and other important destinatioh.

The second phase of the project was awarded toaQtational Aero-Technology International
Engineering Company (CATIC) in 2009 at a cost oh&4 billion. This included a new terminal
and a multistory parking space to accommodate 1¢a06"° Other than the expansion of the
airport, Chinese contractors, CATIC, were involvedhe rebuilding of the passenger terminal
that was burnt down by fire in 2013, and buildirfgactemporary terminal at a cost of US$ 1

million as a gift to the Kenyan governméit.

3.2FINANCING MODELS

Nissanke et al. (2013) argued that Projects furde@hinese government are based of requests
received from the African countries in né€dAnd Marshal (2013) adds that China finances
most of the projects in Africa through provisiorfdaans, most of which are tied in one way or
the other. Some are tied to the recipient govertirbeying equipment and materials or services,

or any combination of factors of production necesdeom China, while others tied to China

132 Africa Echo,“Chinese firm signs Sh2.6bn contract with Kenyarpgits Authority, 2013, found at
http://www.africanecho.co.ylaccessed at 17:12 15/09/2013.

133 Wangui Maina“Chinese firm wins airport expansion tende2009, found at
http://www.businessdailyafrica.cqraccessed at 17:50 15/09/2013.

13 Xinhua,“Kenya praises Chinese contractor for remodelingtgd airport’, 2013, found at
http://www.globaltimes.cnaccessed at 17:31 15/09/2013.

135 Nissanke Machiko and Marie Séderbef@an China’s engagement make a difference tocAfri
developmeritin "The challenging landscape in aid relationqshin Africa”, Swedish Institute of
International Affairs, 2011, Stockholm. Page 26.
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being able to extract resources like mineralsand other natural resources (this arrangement is

commonly known as the ‘Angola Modé® See figure 3.2 for illustration.

Figure 3.2 Structure of “Angola mode” arrangement
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Source: Foster Vivien et. df’

Note that financial details of Angola mode areidifft to ascertain partly because of the secrecy
of most of the deals, and partly due to their ddpany on multiple variables such as price

variations in future3®

Figure 3.3 Commitments by China Ex-Im Bank, 2001{®
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3" Foster Vivien et. al'Building Bridges: China’s Growing Role as Infrasicture
Financier for Sub-Saharan AfricaWashington D.C, The world Bank, 2009, page 56.
138 Foster Vivien et. al{Building Bridges: China’s Growing Role as Infrasicture
Financier for Sub-Saharan AfricaWashington D.C, The World Bank, 2009, page 24.
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136 Andrea Mashat@hiasis mighty telecom foo%)gg in Aﬂ?ﬁ;ﬁ% found at
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Source: China Ex-Im bank (2007)

The dominant view in most literature is that Chadsusinesspeople and companies are
subsidized by their government, but Vivien et 28DQ9) have tried to correct the perception by
arguing that the funds come from the vendors odeegguaranteed loans amounting up to US$ 5
billion a year® Figure 3.3 illustrates the various modes of Chinfiiancial assistance to its

oversees firms.

CHAPTER 4

THE IMPACT OF CHINESE ACTIVITIES IN THE CONSTRUCTIO N AND

INFRASTRUCTURE SECTORS ON THE KENYAN ECONOMY

4.1 OVERVIEW

While there are genuine concerns about malpractit€hinese firms in Africa, there was need
for empirical research to establish whether orinat true that Chinese firms are greedier than
indigenous firms or firms from countries outsidetlod continent. It is a fact that the activities of

Chinese firms in Kenya have created jobs as wetligglaced others from employment. It has

*bid.
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been suggested, in several publications, that Ghineterest in Africa is to access natural
resources, but this blanket generalization hadet@token down into actual facts and data to

prove or disapprove the position.

Although Kenya and China have a mutual relationsdspfar as the construction sector is
concerned, this relationship however favors ChiZlainese construction companies are efficient
compared to local ones. Increased penetration ofeSh firms and products in the construction
sector has provided stiff competition to the looalustries thus reducing their market share, and
in this way leading to lower rate of employmentatien by local compani€’ Chinese firms
outmuscle local ones by offering unfairly lowerqas for the services and goods they offer. This
results from cost cutting measures adopted by ithesfsuch as overworking their laborers in
order to maximize productivit}** using unconventional methods of sourcing materisrcing

equipment and materials from China at a lower paceong others.

Herbert Jauch (ed) 2009 stated that local constructompanies have responded to Chinese
penetration into the sector by demanding protedipthe government from Chinese competition

fronting the infant-industry protection logtt?

The construction of Lamu port and railway line lmx Kenya Ethiopia, South Sudan and

Rwanda has been estimated would be yielding aofateturn of at least 20 percent. A Chinese

190 Executive Research Associates LTBhina in Africa: a strategic overview2009, found at
www.ide.go.jp page 50 — 76.

141 Executive Research Associates LTDhina in Africa: a strategic overviely 2009, found at
www.ide.go.jp pages 50 — 76.

142Baa Yaw Antony and Herbert Jauch (¢@hinese Investments in Africa: a labor perspectizo0g,
Accra, Africa Labor Research Network. Page 397.
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company has been awarded a contract to build Bdartthe first phase of construction. China

has also shown interest in financing the constonatf the project?®
4.1.1 Technology Transfer and Spillover Effects

Broadman et al. (2007) confirmed that China tratsnadvanced technology and skills,
equipment and machinery into Africa but in a lirditsay. They recommend that foreign workers
from China should be encouraged to engage in @féeskills and technological transfer to local

workers and that the local workers should be walhed to absorb these skills and knowletf§e.

Table 4.1 shows Chinese firms in Africa, more ttany other, prefer using China made

machinery.

Table 4.1 Purchases of new machinery by Import &fidn Nationality (Percent)

Import Origin  |Africa Chinese | Indian European
Domestic 55 32 15 28
Other Africa 3 1 7 12
China 6 60 13 1
India 5 0 22 2
Other 31 8 44 56

Source: World Bank (note that the data was derfvech 2005 median values.)

143 GBC, “Investment Opportunities in Africa Infrastructirex GBC conference paper, 2011
1% Broadman Harry G.Africa’s Silk Road: China and India’s new Econorffontier’, Washington D.C,
The World Bank, 2007.

71



Chinese firms in the infrastructure and construcectors in Kenya are enhancing technology
and managerial skills transfer and attraction efesiment related to the sectdrsthough the
extent is limited. For example, an interview wath engineer working on several data center and
transmission projects for Safaricom in Kisumu ardk@ revealed that Chinese experts who
come to help in installation of some aspects ofgiggects do not pass sufficient information to

Kenyan counterpart$®

Some of the ways through with technology is tramefitfrom China to Kenya is importation of
Chinese machinery and equipment into Kenya for inséhe construction and infrastructure
sectors. Importation without knowing how to operatjuipment or machinery does not lead to
technology and skills transfer. ‘Kenyans’ involvedhe sectors as laborers are trained on how to
use the machinery and equipm&HtFigure 4.1 illustrates the extent to which Kenyal ather
selected African use licensed technology from aess It can be observed that it constitutes a

very small percentage compared to technology nehsed from foreign firms.

Figure 4.1 Usage of Licensed technology
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%> Baa Yaw Antony and Herbert Jauch (¢@hinese Investments in Africa: a labor perspectjzo09,
Accra, Africa Labor Research Network.

18 Source: Interview.

“"Baa Yaw Antony and Herbert Jauch (ed@)hinese Investments in Africa: a labor perspefigé09,
Accra, Africa Labor Research Network. Pages 272-73
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Source: World Bank Investment Climate assessments

Broadman (2007) argues that domestic firms likeed@in Kenya and Safaricom have been able
to improve their efficiency by adopting Chinesehtealogy and through technical assistance from
China. Furthermore, products from China in the defemunication sector have provided
competition to other service providers hence lomgerihe costs of communication. The other
positive spillover resulting from the presence dfir@@se contractors and businesspeople is that
the timely delivery of services by Chinese contexthas influenced local contractors and

business people to adopt the similar standardsdiol &eing put out of busine$®

China is helping Kenya develop transport netwoik®ss the country and this has the effect of
reducing the cost involved in doing business bottally and internationally. Improved cargo

handling and capacity in Mombasa coupled with imptbroad transport between Mombasa and
Malaba has had the impact of reducing the numbelags it takes for goods to move between

Mombasa and Uganda via Malaba border.
4.1.2 On Job Creation Opportunities

It was observed in some African countries like Zankshana, Ethiopian and Sudan that jobs
were lost due to closure or reduction of the ldbace of those firms that could not keep up with
the competition from Chinese compant&$,but there is sufficient evidence that more joles a

created than lost in the economy resulting fromaittévities of Chinese national and firms.

198 Broadman Harry G'Africa’s Silk Road: China and India’s new Econonficontier’, Washington
D.C, The World Bank, 2007, Page 325.

149 Broadman Harry G‘Africa’s Silk Road: China and India’s new Econonficontier’, Washington
D.C, The World Bank, 2007, pages 207-82.

150 3auch HerbertChinese investments in Africa: twenty-first certaolonialisn?” in New labor forum,
2011, Joseph S. Murphy, page 51.

73



Herbert (2011) stated that most Chinese CompameKenya are fully owned by Chinese
nationals with a limited number having locals aarsholders. In terms of employment ratios
between Chinese nationals and Kenyan counterghdse has been a gradual increase in the
number of Chinese nationals being employed in thesganies. Though, in comparison to other
companies, Chinese firms use fewer employees byogimg more machines instead of using
manual laborer§* Table 4.2 shows the trends in job creation immiver of projects undertaken
by China in Kenya between the years 2000 and 200én be observed job creation has not been
stable, but nevertheless jobs were created witimtimeber corresponding directly to the number

of projects undertaken by China.

Table 4.2 FDI from China in Kenya, 2000 - 2006

Year FDI US$ Mn No. of projects | Capital US$ Employment
Mn
2000 110,1 9 4,08 787
2001 5,3 12 2,79 1313
2002 27,6 6 1,67 170
2003 81,7 11 13,95 493
2004 46,1 12 9,03 1414
2005 21,2 12 3,74 239
2006 51 8 2,51 681

131 |bid, page 402.
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Source: Calculations based on the Investment PromoCenter, and Kenya Investment

Authority Data Set

It was also noted by Marshal (2011) that ZTE, adeinmunication company owned by Chinese
government employs over 1000 people in Africa, GE%hom are Africans. The company has 1

training centre and 15 training bases in Africa thgin over 4500 Africans annualty?

On the issue of Chinese businesses importing l&raytigam (2013) observed that they only do
SO in countries where labor costs are high. This wlaserved in Algeria, Libya, Angola and
Sudan where Chinese construction companies broglkbnstruction laborers. But in most
countries, the top management is usually Chinepersising local workers. For instance, in
Ethiopia, a Chinese Company Huajian Imported al2@@ skilled workers who in turn trained
over 800 Ethiopians while starting off a certairojpct. Other projects in Ethiopia have also
witnessed the same trend where the number of Ghineskers reduces as more locals are

trained to take up the positiofs.

It is therefore legitimate for African workers t@maplain that working conditions in Chinese

firms are poor and that the pay is low but not @@atnese companies do not provide jobs to

locals®

4.1.3 On Import-Export Balances

Table 4.3 Kenya-China import/exports trade staisti

152 Andrea MarshaliChina’s mighty telecom footprint in Africa”2011, found at
http://www.newsecuritylearning.cgraccessed at 20:21 14/09/2013.
133 Deborah BrautigartAfrica: China in Africa - How Much Do We Knd, 2013, found at
[15t4t]p://m.allafrica.comaccessed at 15:02, 24/09/2013.

bid.
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Year Exports in Kshs Import in Kshs Balance oflea
1998 78,445,920 41,127,317,354 -4,048,871,434
1999 261,413,199 3,876,682,158 -3,660,268,959
Table 4.3 Cont.

2000 371,136,785 7,698,432,210 -7,381,295,425
2001 247,538,804 7,459,239,524 -7,211,700,720
2002 290,234,078 5,877,235,916 -5,587,001,838
2003 571,192,612 6,569,931,081 -5,998,738,468
2004 836,418,800 12,948,416,345 -12,111,997,544
2005 1,189,713,229 19,358,883,866 -18,169,170,63
2006 1,554,660,066 29,721,261,237 -28,166,601,17
2007 1,471,240,200 45,689,137,609 -44,217,897,40

Average Values

677,299,369

14,332,653,730

-13,665,361

Source: Customs Department, Kenya Revenue Authb#itgep-08
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As shown in Table 4.3, Kenya’s balance of trade ¢@ssistently been negative and increasing

since 1998 to 2007. This implies that Kenya impartse from China than it exports to China.

Table 4.4 Ten Exports to China (2007)

SITC | SHORT VALUE IN KSHS
288 | Non-ferrous base metal and scrap, n.e.s. 354,35.00
074 | Tea and mate 169,875,335.00

265 | Vegetable textile fibres (other than cotton pne, raw or| 127,880,023.00
processed but not spun; waste of these fibres

682 | Copper 116,213,766.00
611 | Leather 104,710,536.00
292 | Crude vegetable materials, n.e.s 78,595,482.0(

264 | Jute and other textile bast fibres, n.e.s., raw 73,486,058.00
unprocessed nut not spun; tow and waste of thésesfi

(including yam waste and gametted stock)

516 | Other organic chemicals 66,876,820.00
034 | Fish, fresh (live or dead), chilled or frozed 7,812,754.00
268 | Wool and other animal hair (including wool tpps 39,597,870.00
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Source: Customs Department, Kenya Revenue Authb#itgep-08

Kenya's exports to China are of low value compadceis imports from China. The composition
of the exports is dominated by agricultural-baseadpcts and a limited number of minerals

while imports are mainly machinery and equipmendsévalue is higher. See Tables 4.4 and 4.5

Table 4.5 Top Ten imports (2007)

SICT | SHORT VALUE IN
KSHS

764 | Telecommunications equipment, n.e.s, and paress,| 2,584,618,826.00
and accessories of apparatus falling within divisié

782 | Motor vehicles for the transport of goods apeécsal| 1,496,934,322.00
purpose motor

778 | Electrical machinery and apparatus, n.e.s, 51748,053.00

652 | Cotton fabrics, woven, (not including narrowspecial| 1,442,060,866.00
fabrics)

653 | Fabrics, woven, of man-made textile materiaist | 1,341,009,969.00
including narrow or special fabrics)

891 | Arms and ammunitions 1,312,785,212.00

783 | Road motor vehicles, n.e.s, 1,296,889,117.00

752 | Automatic data processing machines and unéeedi;| 1,281,116,339.00
magnetic or optical readers, machines for transagib
data onto media in coded form and machines| for
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processing such data, n.e.

fabrics, n.e.s, pile fabrics and open-work fabriosg.s,

625 | Rubber tyres, interchangeable tyre treads,flgbs and 1,206,137,097.00
inner tubes, for wheels of all kinds
655 | Knitted or crocheted fabrics (including tubullanit | 1,062,997,405.00

Source: Customs Department, Kenya Revenue Authb?itgep-08

Figure 4.2 Kenya Imports from BRICS, US, Japan aidJ, 2001-2010 (US$)
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Source: International Trade Center, http://www.tesdap.org/Bilateral_TS.aspx

Year 2011 statistics show that Kenya exported mtedualued at Kshs 4.6 billion while imported

products from China worth Kshs 249, and in 2008vlees were Kshs 2.5 and Kshs 79 billion

respectively->

155 Ngunyi Gitahi, Will Uhuru tame trade imbalance between Kenya ahth&?” in ‘the people’, 2013

found at http://www.thepeople.co.kaccessed at 14:40 15/09/2013.
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The figure 4.2 and Tables 4.6 to 4.10 illustrate titends in trade relations between Kenya and
other counties with China showing remarkable growthmports into Kenya and as a trade

partner to Kenya.

Table 4.6 Kenya'’s trade with top ten import partsan 2012

Rk | Partner Mio euro %
World (all countries) 19,887 100.0

1 | India 3,239 16.3
2 | China 2,396 12.0
3 | EU27 1,898 9.5

4 | United Arab Emirates 1,488 7.5
5 | Saudi Arabia 1,042 5.2
6 | South Africa 672 3.4

7 | Japan 563 2.8
8 | United States 498 2.5
9 | Bahrain 448 2.3

10 | Brazil 248 1.2

Source:_http://trade.ec.europa.eu
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Table 4.7 Kenya'’s trade with top ten export partaen 2012

Rk | Partner Mio euro %
World (all countries) 7,169 100.0

1 | EU27 1,071 14.9
2 | Uganda 518 7.2
3 | Tanzania 505 7.0
4 | United States 287 4.0
5 | Egypt 257 3.6
6 | Democratic Republic of Congo 220 3.1
7 | Rwanda 186 2.6
8 | Pakistan 171 2.4
9 | Russia 94 1.3
10 | Somalia 92 1.3
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Source:_http://trade.ec.europa.eu

Table 4.8 Kenya'’s trade with top ten trade partn@ns2012

Rk Partner Mio euro %
World (all countries) 27,056 100.0d
1 India 3,312 12.2
2 EU27 2,968 11.0
3 China 2,433 9.0
4 United Arab Emirates 1,574 5.8
5 Saudi Arabia 1,059 3.9
6 United States 785 2.9
7 Uganda 719 2.7
8 South Africa 695 2.6
9 Japan 596 2.2
10 | Tanzania 561 2.1

Source: Source: IMKDOTS)
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Table 4.9 Kenya's imports from... 2012

Partner regions Mio euro %
ACP 1,302 6.5
Andean Community 5 0.0
ASEAN 597 3.0
BRIC 5,991 30.1
CACN 3 0.0
Candidate Countries 118 0.6
CIS 145 0.7
EFTA 81 0.4
Latin American Countries 307 15
MEDA (ex| EU) 335 1.7
Mercosur 293 15
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NAFTA 584 2.9

Source: Source: IMKDOTS)

Table 4.10 Kenya’'s Exports to... 2012
Partner regions Mio euro %
ACP 1,922 26.8
Andean Community 2 0.0
ASEAN 36 0.5
BRIC 205 2.9
CACN 0 0.0
Candidate Countries 13 0.2
CIS 142 2.0
EFTA 68 1.0
Latin American Countries 6 0.1
MEDA (ex| EU) 282 3.9
Mercosur 1 0.0
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NAFTA 305 4.3

Source; IMF(DoTs)
Abbreviations for the Countries in the above talliesbelow'>®
EFTA: Iceland, Liechtenstein, Norway, Switzerland;

Candidates Croatia, Iceland, Macedonia (the Former YugosRepublic of), Montenegro,
Serbia, Turkey;

CIS: Armenia, Azerbaijan, Belarus, Kazakhstan, Kyrggms Moldova, Russia, Tajikistan,

Turkmenistan, Ukraine, Uzbekistan;
Andean Community: Bolivia, Colombia, Ecuador, Peru;

CACM: Costa Rica, ElI Salvador, Guatemala, Hondurasardgua, Panamalercosur:

Argentina, Brazil, Paraguay, Uruguay;
NAFTA: Canada, Mexico, United States;

Latin America Countries: CACM, Mercosur, ANCOM, Chile, Mexico, VenezuelBRIC:
Brazil, Russia, India, China;

ASEAN: Brunei Darussalam, Cambodia, Indonesia, Laos, ajsé, Myanmar (Burma),

Philippines, Singapore, Thailand, Vietnam;
ACP: 79 countries;

MEDA (excl EU & Turkey) : Albania, Algeria, Bosnia and Herzegovina, Craakgypt, Israel,
Jordan, Lebanon, Mauritania, Montenegro, Moroccocupied Palestinian Territory, Syrian
Arab Republic, Tunisia.

In 2012 Kenya exported goods worth US$ 50 milliohilevimported from China goods worth

US$ 1.8 billion™>” Another source indicates that Kenya-China bilateesle reached US$ 2.84

1% Source: http://trade.ec.europa.eu
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billion mark in 2012, with a growth rate of 16.7%bhis is according to Chinese Customs
Department?® Kenya’s imports from China stood at Kshs 54.2idgillin the first five months of

201319

Kenya has been experiencing a trade deficit orvarage of Kshs. -28343.53 Million from 1998
to 2013. By the end of July 2013, it had recordetade deficit of Kshs 82680.73. Statistics
indicate that the main destination of Kenya's pmiduand services are United Kingdom,
Netherlands, Uganda, United States of America akisan while China and India rate highly as
the main import partners, followed by United AramiEates, South Africa, Saudi Arabia, the

USA and Japart?

Figure 4.3 Total Kenya Trade with BRICS, US, Japand EU, 2001-2010
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157 Christian Monitor, China will build Kenya’s Railway Lingin Kenya London News, 2013, found at
http://www.kenyalondonnews.orgccessed at 18: 02, 14/09/2013.

158 Zheng Zhi; Kenya Keen to Enhance High-Tech Cooperation witm&%h 2013, found at
http://english.cri.cnaccessed at 14:13, 24/09/2013.

139 Jevans NyabiageChina goodies: The hidden risks in turning to ttesE 2013, accessed at 14:19
24/09/2013.

180 30ana TabordaKenya balance of trade”2013, found at http://www.tradingeconomics.caccessed
at 14:26 15/09/2013.
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Source: International Trade Center, http://www.tesmdap.org/Bilateral_TS.aspx

Trade relationship between China and Kenya isvorfaf China, with Kenya experiencing rising

deficits. China has built roads, infrastructurewaeks, buildings, dams, and is still continuing to
do so. Kenya’s military use China-made vehicleskd ISuperhighway was built by the Chinese;
Jomo Kenyatta international Airport was by 2013ngeexpanded by a Chinese company. The
number of Chinese expatriates in Kenya is risin@ adear indication of the immense interest
China has in Kenya. Kenya imports a variety of nfactured goods from China to feed into the

various projects underway while Kenya exports \itle to China within the same categdfy.

181 Ngunyi Gitahi, Will Uhuru tame trade imbalance between Kenya ahth&?” in ‘the people’, 2013
found at http://www.thepeople.co kaccessed at 14:40 15/09/2013.
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4.2 SELECTED CASES OF CONSTRUCTION, INFRASTRUCTURE DEVELOPMENT

AND MATERIAL AND EQUIPMENT SUPPLY IN KENYA

4.2.1 Introduction

China’s involvement in the construction and infrasture sectors has a profound effect on
service and project delivery, cost of goods anglises in the sectors, and on other players in the

sectors, both local and from other parts of thelavor

4.2.1.1Data sources

The data used in this section is derived from olz&m, interviews, administration of

questionnaires and literature review of the exgstiiormation and statistics.

4.2.1.2Limitations of the data

The data used in this section has various limitatid-irst, most interviews and questionnaires did
not yield figures since many activities involvedhy Chinese business people have deliberately

kept the information private.

Second, interviews and questionnaires administevegrofessionals yielded some information

that is not backed by evidence as much as sonfeo$sues are commonly talked about, but that
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does not rule out the possibility of some trutithe sentiments, given the extent to which the

sentiments are shared across the board.

4.2.2 Buildings, Roads and Bridges

4.2.2.1Buildings

Table 4.11 represents information collected frofo@al Kenyan contractor, Vishak Builders

Limited, who was erecting a building along ParklsuRbad, Nairobi.

Table 4.11 Materials and their country of origin fdParkSuites Office Block (2013)

EQUIPMENT OR MATERIALS COUNTRY OF ORIGIN
Sand Kenya

Water Kenya

Cement Kenya

Steel Kenya

Floor tiles Kenya

Wall tiles China

Roofing sheets China
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Timber Kenya
Waterproofing agents Germany
Nails Kenya
Paint Kenya
Bulbs India
Electrical wires India
Table 4.11 Cont.

Electrical conduits India
Electrical switches Britain
Electrical sockets Britain
Kitchen cabinets Kenya
Kitchen shelves Kenya
Kitchen worktops India
Wardrobe materials Kenya
Lift cars China
Doors Kenya
Door handles Kenya
Door hinges Kenya
Alindiowiritames KezTyza
Slassbond China
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Cement Mixers India

Cement vibrators India

Cranes India

Trucks India

Table 4.11

Stone Kenya

Data cables China

Trunking goods Kenya

Water reticulation goods Kenya

Sewer reticulations goods Kenya

Water pumps Germany and France

Generator China

Convertors Kenya Source:

Invertors Kenya Interview

Ventilation ducts materials Kenya with the

Water tanks Kenya Director  of
Vishak

Builders Limited.
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Table 4.11 composed of a list of most of the materand equipment used on the building
construction with corresponding country of origline project is located along Parklands Road in

Nairobi, Park Suites office block.

Vishak Builders Limited, a construction company,swiacorporated in Kenya in 2004. The
shareholding is 100 percent Kenyan. The compangiapees in building construction with
projects ranging from shopping malls, apartmem&ntouses, and office blocks. At the time of
the interview, they were engaged in various prgj@éctNairobi, some at tender stage, others at

finishing level and other various stages of buiidaonstructioff?

During the interview, the respondent admitted tthety were facing stiff competition from
Chinese construction companies who, most of the,tinave competitive tender prices in the
bidding process. The director stated that, in lpmion, Chinese companies quote lower prices
for projects while procuring, but later device wayfsrecovering the money. The respondent
explained that some of the methods used by Chioas&actors to make profits are by varying
the contract terms during the construction procass)g sub-standard materials, compromising
quality of products and importing cheaper labonfrGhina. Furthermore, he noted that Chinese
companies do not pay work permit fees and have th@me country’s support. He further

corrected the perception that lower returned tepdee leads to lower cost of constructiSh.

Asked what the benefits of importing materials fr@hina were, when their equivalent can be

found on the local market, he pointed out thad ibécause materials from China look good to the

2 gource: Interview.
%3 This is according to the Director of the compahys subject to further verification from the sty
of migration and the ministry of labor.
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eye but not necessarily good in quality and areapbe The director, however, asserted that
despite the lower prices of materials and equiprfremh China, their quality is lower compared
to local ones and those from other countries likanEe, Britain, Italy and Germany. The
company itself prefers using locally produced mateibut building owners prefer using material
from China to save on construction costs and heamease their returns on investment. Local
materials, he argued, are more readily availablguificient quantities and variety compared to

imports, and their quality is guarante&d.

Despite the stiff competition from the Chinese cactors, Vishak Builders argues that time will
be able to give them an edge over the Chinese amats once building and infrastructure
developers realize that buildings done by Chinasdractors will require higher maintenance
and repair costs once the inferior materials bedgpreciating quicker than normal. Their

competitive edge is quality?

On the same question of materials from China armmtysement processes, the respondent
observed that some of the materials used on catistnusites have local suppliers who buy them
from China in large quantities for sale in Kenyaf for items like lift cars that require a lot of

customization to fit in the building, and come dtigher cost per unit, they sub-contract Chinese
firms to procure from China and install. The otliem that is usually sub-contracted to Chinese
companies whenever they are used is solar energlgahe respondent furthermore observed

that there is barely a project they handle with@ihg materials or equipment from Chiti&.

184 Source: Interview with Vishak Builders Limited.
165 .

Ibid.
166 |bid.

93



Other locals construction companies like DunhililBimg Contractors Limited (DBC) have seen
their market share shrink over the years due tceasing number of Chinese contractors in the
building industry. Between January and October 20y had participated in about 15 bids,
winning only one. In the 15 bids, Chinese contrecfarticipate in 10. They however dispute the
much said issue that Chinese contractors are alteysowest bidders. But they contend that
through corrupt means Chinese contractors aretaien most of the tenders. Some bribe tender

analysts while others offer discounts to develop¥rs

The respondent also accepted that on every prgeabe proportion of materials come from

China, but they also have observed that for cot#raxecuted by Chinese contractors most of the
materials, equipment and labor are usually impofiteoh China, unless project consultants and
any other interested party gives directions ashiere/ the materials, labor and equipment have to

be sourced.

DBC, however, had come to terms with the fact @lainese contractors are increasing capturing
their market share of business; and the few projdaty were engaged in are from their long-
term clients, and they were awarded to them ougaddwill and trust that had developed
between them and their clients over time, otherwibey argued, if such clients sourced
contractors through open tendering system, thegeaginey would lose their clients to their
Chinese counterparts due to the fact that Chinestractors offer more competitive prices and

work faster to finish projects on time or aheadimie **®

From their own observation of buildings executed@ynese contractors, the respondent had

noticed that Chinese contractors erect buildings tlannot collapse, but in order to cut costs of

7 Source: Interview with “Dunhil Building Contracsst
168 [|a;
Ibid.
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construction, they use counterfeit tiles, paintasg, wood, sanitary fittings, and many other
products that are not structural. This has thecefb leading to high maintenance costs of the
building resulting from premature replacement oflifg materials used for finishing the

buildings. They observed that this trend, where tnumhtracts in the sector go to Chinese

contractors intensified during the President Kitsmkegime>®®

The above sediment resonates well with what wasrgbd in Angola in 2010 when, according
to Marques (2011), the General Hospital in Angaldtkat a cost of US$ 8 million, financed by
China and erected by China Overseas Engineeringgstarted developing severe defects such

that it had to be evacuatéd.

Asked on what needs to be done to ensure thatatgegot put out of business in the near future,
the respondent suggested that a national statdiody should be established to regulate
contractors and the bidding and negotiation prosesthat the bidding prices submitted during
the bidding process are not only competitive bafiséc to prevent the practice where some
contractors under-price in order to win tenderstpet up the project using unconventional

methods, materials, among other means to maket.pfofi

189 Source: Interview with “Dunhil Building Contracsst

9 Marques Rapha€fThe New Imperialism: China in Angola’2011, found at
http://www.worldaffairsjournal.orgaccessed at 10:55, 28/09/2013.

" 3ource: Interview with Dunhil Building Contractors
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Table 4.12 represents three projects tendered andow Chinese contractot It was generated

from tender documents of projects processed beprg)uantity Surveyors.

Table 4.12 some projects build by Chinese contres{@009 — 2013)

Project Project Construction | Tender List of Tenderers
name and | estimated period winner and their tender
type value (Kshs) value
Goldrock &| 336,455,915 2009-2010 China Wu| 1. China Wu Yi Co.
Godowns Yi Co. LTD LTD
and offices (357,368.861.00)
2. China Huashi
Enterprise LTD
(357,614,725.00)
Housing 188,910,673 - Jingsing |1. Arch Construction
Scheme in Enterprises (237,231,038)
Riat 2. K.G. Patel & sons
Kisumu (280.000,200)
3. Tulsi Construction
(248,448,568)
4. Stellar Builders
(248,271,283)
5. Jingsing
Enterprises
(219,497,717)
Library & 1,686,819,404| 2010-2013 China Wy 1. ChinaWuyi Co.
Academic YiLTD Ltd (-)
Block 2. Dickways
Kenya Construction Co.
School of Ltd
Monetary 3. Laxmanbhai
Studies construction Co.
LTD (-)
4. Landmark
Holdings LTD (-)

Source: Interview with Quantity Surveyors (Ecosp@oesultants), project consultants.

72 Source: Interview with Ecospace Consultants. ilnigortant to note that some tender and contract
details involving Chinese contractors cannot beamed since they are kept secret.
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The respondent in the above interview admitted itt@easingly Chinese contractors are winning
bids to construct buildings, both large and smedlles projects. Part of Quantity surveyor’s work
in a building project is preparation of tender doemts; receiving the tenders; analyzing and
recommending the most suitable contractor basedetmrned tender price, time period the
contractor stipulates as the time that will be take complete the project and the reputation of
the contractor. Keeping all other factors in thastouction project constant, the tender is usually

awarded to the lowest biddEF.

The quantity surveyor stated that the Chinese aotdrs are, in most cases, offering the lowest
tenders and complete projects on time or aheanef fThe respondent, however, added that in
some instances, Chinese contractors offer tendeevahat are unprofitable but improvise ways
of cutting down the project cost during construasion order to make profits. Some of the ways
the respondent pointed out were that Chinese adntsawill minimize material wastage which
ordinarily happens on a construction site; prodtege materials from other places they own: for
example, if they have a piece of land that is roc¢key will not buy stones for preparation of
concrete but will crush stones on that site andiugethe construction. Most of them import

cheap labor from China to save cosfs.

The respondent also stated that some Chinese ctumzaare subsidized by their government,
though he corrected that he does not have evidamdas, but given his experience in computing
projects costs for almost 30 years, he assertédstimae of the tenders brought back by Chinese

contractors are unprofitable. However, Chineserestirs are usually able to finish the project

7% Source: Interview with Ecospace Consultants.
174
Ibid.
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on time and without compromising the project qyalithe respondent is not aware of any project

that Chinese contractors compromised on the quialibyder to make profits”>

His opinion on a number of projects in the countrgt had certain materials failing leading to
premature replacement, like the terrace floor dilethe ‘Green House’building along Ngong
Road, and floor tiles dRoyal Offices’along Mogotio Road in Westlands, was that the lerab
was not the Chinese products but Kenyan buyers wipmrt cheaper materials from China
expecting to get the quality and durability of exp®e materials from elsewhere, or from China
itself. In both projects they were the quantityvayors. The developers in both projects preferred
sourcing some materials from China cheaply assuthiaigthey will perform like locally sourced
tiles whose quality is guaranteed but more expend®y the market price then, the tiles specified
in the project were going at a cost of about K$h300 per box from Saj Ceramics Limited while

counterfeits from China were costing about Ksh$. 8ér box:’®

Concerning procurement of materials, the responstiatéd that in most projects the contract is
specific on the percentages of materials to beyseatlocally and those to be imported. This is
usually put into the bidding conditions. For poige funded by the government it is a rule,

according to the respondent, that at least 40%eohtaterials and labor should be procured from
the local market, but for projects funded privatélyg up to the project consultants to ensure that
they include material and labor procuremesiaiise’ in the biding and contract documents in

order to protect the local industries, otherwisen€se contractors are likely to procure all that

they can from Chin&’’

5 Source: Interview with Ecospace Consultants.
178 |pid.
Y7 Source: Interview with Ecospace Consultants.
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The respondent further explained that, for examplethe Goldrock Godowns and offices in
Table 4.12above the Chinese had a free hand in procuremenatdrials resulting in the bulk of
the materials and equipment being procured frorm&hrhe contractor, China Wu Yi, imported
all the technical staff including project consuttatike engineers and quantity surveyors. This
resulted in conflict of interest and communicatiarier forcing Kenyan consultants to withdraw
from the project. Some of the materials that wierported from China include cement, steel,

tiles, doors, glass and roofing materidfs.

However, for projects funded by local institutionse the Library and Academic block for
Kenya School of Monetary Studies in Nairobi, theding organization, the Central Bank of
Kenya, specified in the contract how the mategald where they were to be procured. Therefore
the Chinese contractor, China Wu Yi, did not havehaice but to abide by the contract
documents. As for the Housing Scheme in Riat, Kisukenya Commercial Bank, the financier
insisted that only those materials that were natilallle on the local market at the time of

building were to be imported?

4.2.2.2 Roads and Bridges

The Government of Kenya sought finances for upgigdihika highway into a superhighway in
2007. The Highway links Nairobi to Ethiopia. It pgrt of the roads that link Cape Town and

Cairo. Nairobi is important to the economy of Kerg@nerating more than 30 percent of the

'8 Ibid.
' Ibid.
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country’s National Gross Domestic Product. Howevapjd urbanization introduced constraints
to its productivity hence calling for improvement iafrastructure to open it up to business
opportunity. Traffic delays, low operating speeais;idents, and others on Thika Highway were
contributing to high business operating cd&s.

It therefore became paramount that the highway gmgaded to improve accessibility into the
city; to improve affordability and reliability ofansport infrastructure in order to spur economic
growth and development in the city. An additiondvantage of upgrading the road was to
efficiently link the city to other parts within easn, central and northern Afric¢&

The total population living along the road betweddairobi and Thika Town is over a million
people. The various economic activities engageddynthe people along the road include
metalwork, carpentry, construction, vehicle repaiema and coffee farming, livestock rearing,
flower growing, etc. The road also serves univasijt schools, health centers and other

businesset?

The Kenya’s first superhighways was constructethibye Chinese contractors each laying down
a specific section. Uhuru highway connectors meagur2.4 kilometers were done by China Wu
Yi Company limited; from Muthaiga Roundabout to katia University measuring 14.1
kilometers was built by Sino Hydro Corporation lied; while the stretch from Kenyatta
University to Thika measuring 23.9 kilometers wame by Sheng Engineering Construction

Group Company limited. The total cost of the projeas Kshs. 24 billio® (though the final

180 Kenya EngineerNairobi-Thika Superhighway- Kenya’'s Newest RoadPtosperity, , found at
?Stltp://kenvaenqineer.co.kaccessed at 19:09, 29/09/2013.

Ibid.
182 AfDB, “AfDB-Funded Thika Superhighway: A MasterpieceEast Africa “A National Pride” -
President Mwai Kibaki"2012, found at http://www.afdb.grgccessed at 12:33 30/09/2013.
183 Articulate Edits (Ed):Investing in Kenya’s infrastructure”’Kenyan engineer, Journal of the institution
of Engineers of Kenya, Vol. 34, No. 1, 2013. Page 2
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cost of the finished road went over Kshs. 24 hiflf§. The project was jointly funded by the
government of Kenya, the People’s Republic of Claind African Development Bank (ADBY
with The Exim Bank of China financing US$100 miflido upgrade the section between

Kenyatta University and Thika Towf®

Table 4.13 shows selected road projects undertélemoth Chinese contractors in Kenya

between 2012 and 2014.

Table 4.13 Completed, ongoing and proposed roadkson Kenya, 2013

PROJECT DESCRIPTION LENGTH COST (KES CONTRACTOR START | FINISH
(KM) MILLION) DATE DATE
Rehabilitation & dualling of 2.9 2,671 China Wu Yi 2 Nov 5 Oct
Langata Road (KWS Gate- 2012 2013
Bomas)
Rehabilitation & upgrading 3.5 2,523 H Young (EA) Ltd 13 April | 13 May
of 1st Avenue & Gen 2012 2014
Waruinge Road

18 iu Guangyuan‘Thika Superhighway the ultimate emblem of Sinoyerfriendship, 2012, found at
http://www.standardmedia.co.kaccessed at 12:48, 30/09/2013.

185 Articulate Edits (Ed), thvesting in Kenya's infrastructuteKenyan engineer, Journal of the institution
of Engineers of Kenya, Vol. 34, No. 1, 2013. Page 2

18 AfDB, “AfDB-Funded Thika Superhighway: A MasterpieceFast Africa “A National Pride” -
President Mwai Kibaki"2012, found at http://www.afdb.grgccessed at 12:33 30/09/2013.

101




2,514 China Road & 5 June
| Bridges 2013

Corporation

Construction of City 3 5 June

Cabanas Interchange & 2014

Complementary Works

Source: Kenya Urban Roads Authority, found at Witpvw.kura.go.ke

Another significant road build by Chinese contradg®the Athi River road that connects the
country to Arusha in Tanzania via Namanga bordemntorhe road was financed by ADB and

JICA and build by China national Overseas Corponsdit a cost of 7.16 billiotf’
4.2.3 Telecommunications

China is involved in Africa and Kenya’s telecommnation sector in many ways and for many
reasons. The two main Chinese companies in tht®rsace Huawei Technologies and ZTE.
Huawei is the largest telecom equipment manufactmd network solutions provider in China,
and the third-largest in the world. ZTE is a staeed company and is the second in China and

the fifth largest in the worl&*®

Huawei Technologies entered the Kenyan market B91Since its entry it has facilitated the
development of prepaid phone services and prepad service. The company had an annual

turnover of US$ 3.8 hillion in 2008°

In 2013 it partnered with a Kenyan firm with thenaof diversifying its products and expanding

its market share in East Africa. The Kenyan firmswiasked to distribute Huaweis’s products in

187 Articulate Edits (Ed) Investing in Kenya's infrastructure Kenyan engineer, Journal of the Institution
of Engineers of Kenya, Vol. 34, No. 1, 2013, padge 1

188 Andrea MarshaliChina’s mighty telecom footprint in Afri¢2011, found at
http://www.newsecuritylearning.cqgraccessed at 20:21 14/09/2013.

189Andrea Marshal‘China’s mighty telecom footprint in Afri¢&2011, found at
http://www.newsecuritylearning.cgraccessed at 20:21 14/09/2013.

199The Kenyan EngineetHuawei Technologies active in Keriy2004 found at
http://www.kenyaengineer.cqraccessed at 23:15, 22/09/2013.
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East Africa. Competition provided by Huawei andestplayers in the sector have led to a drop in

data and call cost¥

The firm also entered an agreement with Red Croesy& to enhance the organization

capabilities in emergence preparedness and humianitatervention in critical situatiort§?

The company employs Kenyans in various fields thelude those to be involved in technical

areas as well as manual labors for laying dowrasifucture and distribute its produtts.

CHAPTER 5

CONCLUSIONS

5.1SUMMARY

The activities of China in Kenya in the infrastug and construction sectors have contributed
and still contribute towards the fulfillment of W& 2030 objectives. China is not the only player
on the Kenyan market in the sectors. There arer®thike India and the European Union

countries that still play a vital role in the sestoThe multiple players in the sectors offer the

country with an opportunity to take advantage @& ttompetition among the players and the

1 The Herald, Huawei partners Kenyan data fifpr2013, found at http://www.herald.co.zecessed at
23:22, 22/09/2013.

192 “Huawei supports the Red Cross Kenyans for Kenyaahitamian relief initiative 2013, found at
http://www.africatelecomsonline.co.agcessed at 23:40 22/09/2013

193 Huawei Technologies Kenya Recruitin@009, found at http://jobsafricana.coatcessed at
23:44, 22/09/2013.
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diversity of products offered to leverage itselfwswds greater economic growth and

development.

Construction materials from China, whose equivalensubstitutes are locally produced, like
ceramic tiles, cement, steel, timber products anaihgrs are increasingly being used due to the
fact that materials imported from China are cheapbrs has made local companies like ‘Saj
Ceramics Limited’ adopt ways of staying in businéssimporting tiles from China to sell
alongside the ones they locally produce due tocaedisales in local on€& On the issue of
labor, quite a number of Chinese contractors imploeap labor from China instead of using local

labor. This has the impact of reducing the numli¢olms available to Kenyans.

The study revealed that trade imbalances betweemaGind Kenya are in favor of China with
Kenya incurring increasing trade deficit. Contrasighed between China and Kenya where some
of the conditions include importation of goods aeavices from China are helping in increasing

the trade deficit between the two nations.

However, Kenya has been able to make strides inicgerprovision and infrastructure
development due to financial and technical asststdrom China. Due constrained financial and
political relationship between Kenya and its tradial donors like The World Bank,
International Monetary Fund and the European Casin the last three decades, Kenya would
not have developed the road networks, telecommtioisa infrastructure, power generating
plants and buildings at the rate with which thesalities have been put up and laid down with

assistance from Chinese government and compawoiesChina.

1% |Interview with Saj Ceramics Limited Sales Manager.
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Furthermore, the intense interest China has in Kdms led to enhanced efficiency of Kenyan
businesses through the presence of foreign congretadvanced technology from abroad, well
trained imported labor and technical expertis@ddition to deepening integration of Kenya into

the international trade system.

5.2RECOMMENDATIONS

Current imbalances in trade between Kenya and Qlesuting from Kenya importing more that

it exports to China will persist for some time, lagpropriate reforms in various sectors in the
country can ensure that the trade imbalance igjatéd. For example, policy measures should be
put in place to ensure that the country minimizepdrtation of materials used in the sectors

whose substitutes are on the local market.

Additionally, policies should be formulated to eresuhat jobs that are created by Chinese
activities in the construction and infrastructurectsrs are of good quality. Other than
enhancement of the quality of jobs, policy makdrsudd also come up with ways of ensuring
that competition in the sectors is fair and streags the local industries as well instead of pgttin

them out of business.

Chinese companies should be encouraged work owg teagnsure that the jobs they create are of
good quality and, where possible, they should berlantensive in order to reduce the level of
unemployment in the country. This is because it been noticed that, in some cases, Chinese
companies prefer using machines where local corepamse manual labor in an effort to cut

costs.

Professionals in the construction and infrastriectsgctors should be encouraged to ensure that

importation of materials whose equivalent are poedulocally is discouraged, and also to ensure
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that there is effective skills and technology tfansn the projects they are involved in, whether
in the private or public sector. Information onstimatter should be made part of their mandatory

continuous professional training.
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