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The Geopolitics of South-South Infrastructure Development: Chinese-financed

energy projects in the global South

Abstract

Debates around infrastructure tend to focus on the global North yet in the global
South demand for infrastructure is huge and we see new and emergent actors engaged
in finance and construction; China being preeminent among them. China’s interests in
the global South have grown apace over the past decade, especially in terms of
accessing resources and securing infrastructure deals. The role of Chinese banks and
State-Owned Enterprises (SOEs) in financing and building the projects reveals a
blurring between geopolitical and commercial interests and processes. The paper
situates China’s entry into the global South as part of a geopolitics that is
simultaneously geoeconomic and interrogates these issues through case studies of
Chinese-backed projects in Ghana and Cambodia. These projects are spatially and
politically complex with China adopting a range of financing models — often
including an element of resource swaps — in which bank finance is critical and marks
the Chinese as different to western financiers. These international deals are secured at
the political elite level and so by-pass established forms of national governance and
accountability in the recipient countries, while the turnkey construction projects
remain locally enclaved. The cases also show that wider developmental benefits are
limited with ‘ordinary’ citizens — especially those in the rural areas - gaining
relatively little from these major energy projects and the benefits accruing to urban-

based elites.

Keywords: China, development, economic development, finance/financialisation,

infrastructure, politics, urbanisation and developing countries
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INTRODUCTION: INFRASTRUCTURAL FOREIGN POLICY

May 2013 saw the commissioning of Ghana’s Bui hydroelectric dam which had been
built by a Chinese company using a loan from one of China’s state banks. At the
ceremony, the Chinese Ambassador said the ‘power station and many other Chinese
aided projects are the vivid reflections of the long-lasting friendship between our two
peoples’ (Gong, 2013). Expressions of ‘friendship’ between ‘two peoples’ reflects
shifts in the global economy wherein the official discourses of both Chinese leaders
and their Southern counterparts are of ‘win-win’ partnerships and a new era of
‘South-South’ cooperation. Bound up in these ideas of cooperation is a revitalized
interest in infrastructure and the ‘hardware’ of development as opposed to the
‘software’ of development that many western aid agencies pushed as part of the ‘post-

Washington’ consensus.

China has emerged as a major infrastructure financier in the global South (McKinsey,
2017) and this global realignment of Southern interests opens up important questions
about the modalities of this financing and the placing of such projects in the space
economy of global South countries. Our paper focuses on Chinese-backed energy
projects in two countries — a gas processing plant in Ghana and a hydroelectric dam in
Cambodia' — which reflect different dynamics of how Chinese geopolitical and
geoeconomic interests interface with domestic politics in low- and middle-income

countries (LMICs).

" The paper draws on two ESRC-funded research projects; China Goes Global: A comparative study of
Chinese hydropower dams in Africa and Asia (Ref: ES/J01320X/1) and Chinese national oil companies
and the economic development of African oil producers (Ref: ES/M004066/1).
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In studying urban infrastructure financing much of the focus has been on the global
North where novel public-private finance initiatives are being devised (O’Neill, 2018)
yet relatively little has been written on global South infrastructure financing in which
the actors, mechanisms, and political relations are markedly different. In the context
of urban infrastructure in the global North, literature has focused on rescaling and
restructuring the local state (Ashton et al, 2016; Torrance, 2008) whereby global
capital flows play into local circuits of economic and political power, and urban
governments become increasingly entrepreneurial. Where we depart from these
accounts is not to focus on the local state per se where the urban infrastructure is
being built, but to examine China’s external projection of state power in enabling

infrastructure financing and construction.

The paper asks how is China’s geoeconomic and geopolitical power projected via
infrastructure projects, through what territorial forms does this occur, and what role
does elite agency in recipient states play in shaping the outcomes? We start by
arguing that China’s geopolitical ambitions are also geoeconomic and that the
country’s hybrid state/private enterprises are ideally suited for infrastructure
initiatives which combine state-backed finance with relatively closed tendering of
construction contracts. Second, these geoeconomic initiatives operate through
complex territorialisations that enfold both state and non-state spaces. The contracting
and financing of these infrastructure projects are brokered between state elites and
are, to a large extent, enclaved spatially and institutionally. Despite this apparent
enclaving these projects also transcend scales through various material and social
networks, including diplomacy, supply chains, and transmission lines. These networks

link non-urban sites of energy production with urban sites of consumption which
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blurs the distinction between urban/non-urban spaces. Third, the geographies of these
initiatives are not solely driven by Chinese interests since they interface with ‘host’
countries. The interaction between Chinese state-backed actors and the agency of
Southern political elites shapes how infrastructure is financed, funded, and utilized

which are ultimately questions of ‘who benefits?’

The next section expands on these three theoretical claims around geoeconomics,
territory and agency. Then we examine China’s internationalization and the
institutions through which this happens. Next we look at the broad patterns of demand
for infrastructure investment in LMICs before turning to two case studies to unpack
the territorial dynamics of major infrastructure projects in Ghana and Cambodia and

the role of domestic political agency.

THEORISING INFRASTRUCTURE FINANCING IN THE GLOBAL SOUTH

These concerns with South-South infrastructure projects build on a broader
recognition that geopolitics is also simultaneously geoeconomic, but in the case of
China this takes a particular form based on hybrid state-market enterprises. These
projects generate specific forms of territory that are simultaneously localized and

transnationalised, while domestic political agency shapes how benefits are distributed.

Geoeconomics

Cowen and Smith (2009) argue that the geoeconomic ‘recasts rather than replaces
geopolitical calculation’ (p.25). Through US hegemony and a market logic they
argue, ‘geoeconomics has come to provide a new disciplining architecture replacing

the geopolitical mechanisms of colonial administration...(in which)...The acquisition
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or control of territory is not at all irrelevant, but is a tactical option rather than a
strategic necessity’ (p.40 & 42). Specifically, ‘(T)he rise of geoeconomics does not
necessarily mean that boundaries and territories become less important, but their strict
national articulation may’ (p.43). With fixed investments in things like power plants,
oil wells, and dams territorial control is still a necessity rather than a ‘tactical’ option,
and requires the ‘host’ state to grant access rights. This accessibility issue necessarily
requires an analysis of the political agency of these countries given that this is

fundamentally about distributing the costs and benefits of such investments.

Such rethinking of the geopolitical has largely been used to examine security issues
and border-making in the aftermath of 9/11 so while it focuses on Southern actors it is
only as they relate to a Euro-American power axis and has not been used to analyse
new ‘South-South’ engagements. With regards to China’s geoeconomic strategy Bach
(2016) described it as having an ‘infrastructural foreign policy’ in which
infrastructure is a major export product and ‘the visibility of Chinese infrastructure
financing is central to its global image’. Not only has China lead in setting up new
multilateral development banks, but the ‘Belt and Road’ initiative devised under Xi
Jinping is an ambitious programme, which official discourses claim will eventually

connect 60 countries through infrastructural initiatives (PWC, 2016).

Territory

In the cases of energy infrastructure that we examine, the control of territory is
increasingly through enclaves (Mohan, 2013). Speaking of resource extraction in
Africa, Ferguson (2005: 378) argued ‘this economic investment has been concentrated

in secured enclaves, often with little or no economic benefit to the wider society’.
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According to Ferguson, these projects are ring-fenced in terms of how the finance is
allocated right through to production compounds. However, enclaves are much
‘leakier’ than Ferguson envisages and these infrastructure projects are simultaneously
locally enclaved, but also connected to national level political processes of access and
rent extraction, as well as being transnationalised through diplomacy, financing, and

supply chains.

An important aspect of this complex territorialisation is the relationship between
enclaved infrastructure projects in non-urban areas and their connections to urban
areas. These connections derive from the fact consumption of energy in global South
cities is based on networks of infrastructure linking to non-urban spaces of production
(Mavhunga, 2013). Urban infrastructure necessarily enrolls nominally ‘rural’ or, in
the case of off-shore oil and gas, maritime spaces (Appel, 2012). This reflects
Brenner’s (2013: 167) idea of ‘extended urbanization’ involving the
‘operationalization of places, territories and landscapes, often located far beyond the
dense population centers, to support the everyday activities and socioeconomic
dynamics of urban life’. These infrastructure networks, such as processing plants,
pipelines or cables traverse rural spaces to reach urban areas which often entails

dispossession of rural populations.

Agency

Such networked territories require sovereign states to provide the necessary ‘social
infrastructure’ wherein ruling elites create the conditions for the international mobility
of capital, which requires granting access to resources and land. Elsewhere (Mohan

and Lampert, 2013) we have argued that the agency of actors in those countries where
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the Chinese invest can shape and channel the nature and uses of this investment.
While political agency lies in both state and non-state actors and is exercised in
official and unofficial ways (Hagmann and Peclard, 2010), here we are concerned
primarily with ruling elite coalitions and the ways in which inward investment is
negotiated, contested, and deployed. In terms of the enactment of this agency by
Southern states Carmody et al/ (2009) observe in the context of China-Zambia
relations that it is ‘based on an (il)liberal bargain between domestic and Chinese
political elites’ (p. 225). These political elites are not simply stooges of international
capital but use their agency to strike bargains, which may well favour the Chinese, but
equally can be used to further domestic agendas. For example, Large (2009)
documents how the Sudanese government used Chinese oil investments to bolster its
regional geopolitical ambitions. In our case studies, domestic political actors reveal
keenness to accept Chinese investment and loans and that the negotiations around

them reveal contending visions of development.

CHINA’S MERCANTILIST GEOECONOMICS

Given that geoeconomic control plays a critical role in China’s foreign policy we
argue that China’s international infrastructure projects defy a simple statist logic since
there are commercial considerations playing into them. The model is more a
mercantilist one where the Chinese state supports commercial ventures without

necessarily steering them.

China’s internationalisation

In understanding China’s expansionary logic, the country’s ‘state-orchestrated market

capitalism’ (Ayers, 2013) has produced consistently high growth for two decades, but
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energy security is required to sustain this growth. Over the past two decades, China’s
oil consumption has risen an average of 5-6% per annum (Collins, 2016) and in 2017
it became the world’s largest importer of crude oil (EIA, 2018). This need for China
to look beyond its borders for sources of energy and other natural resources resulted
in the ‘Going Out’ strategy whereby from the late 1990s China encouraged outward
investment and international trade. As a spatial fix it was, in part, necessary in sectors
where the Chinese market was relatively saturated, such as dam building (McNally et
al, 2009), or where domestic sources of energy were diminishing. This aggressive
internationalisation strategy was enabled by huge foreign exchange reserves and was
given a fillip after the 2008 global financial crisis when western sources of credit

declined while Chinese banks were relatively untouched (Matthews and Motta, 2015).

Commercial engagements have thus come to play a central role in China’s
internationalisation strategy. The international business literature identifies four main
motives for outward Foreign Direct Investment (FDI); resource-seeking (e.g.
commodities), market-seeking (e.g. markets for sales), cost-reducing (e.g. low labour
costs) and asset-augmentation (e.g. access to new technology) (Dunning and Lundan,
2008). In China’s case the first two predominate and are tied to a diplomatic agenda
that bundles resource-seeking FDI (e.g. energy, minerals) with market-seeking FDI
(e.g. infrastructure contracts) through complex packages which may include an
element of aid (Power et al, 2012). While the types of contracts adopted by Chinese
firms vary, the most relevant here are ‘EPC’ (Engineering, Procurement and
Construction) contracts that circumscribe the obligations of the contractors and
contrast with longer-term commitments through ‘BOT’ (Build, Operate and Transfer)

contracts increasingly used in Public-Private Partnerships (OECD, 2014). On the
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Chinese side, in addition to the National Oil Companies (NOCs) and engineering
SOEs there is a range of ministries with varying degrees of involvement in the project
cycle of an overseas infrastructure project (IRN, 2012), with the Ministry of

Commerce (MOFCOM) playing the lead role.

The literature on infrastructure financing in developed economies discusses how the
financiers and projects have effectively taken politics out of the discussion (Ashton et
al, 2016). In China’s engagements with LMICs it practices a public discourse of ‘non-
interference’, which refers to the respect China has for their sovereignty. This is used
as something of a brand insofar as the Chinese deploy this discourse to distance
themselves from the negative interference practiced by western states over decades.
However, the power relations between China and these ‘partners’ are rarely even and
while espousing a lack of political interference China attaches commercial conditions
to its loans. An upshot of this approach to lending is that consideration of labour
rights, environmental standards, and local content can be overlooked although things
are changing. For example, environmental and social impact assessments (ESIAs)
were not obligatory for Chinese-funded projects which became problematic
(Grimsditch, 2012; Validakis, 2014). Some banks and contractors increasingly do
now carry out ESIAs, not least because infrastructure financing often enrolls non-
Chinese financiers who insist on such assessments (AIIB, 2016). For example, in mid-
2008 ExIm Bank issued ‘Guidance for the Environmental and Social Impact
Assessment of Chinese Export and Import Bank’s Loan Projects’ which require an
ESIA both prior to and after project completion. Likewise, many Chinese firms do not
recognize labour unions, though they do formally abide by local laws so whether

these are honoured comes down to local mobilization and willingness to regulate
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(Haglund, 2009).

Chinese Financing

As Aglietta and Bai (2013: 5) note ‘Finance is a tool of political power that China can
use in protecting its domestic economy, in securing its supply lines, and in acquiring
critical technology’. Access to credit is one of the key ways that China has entered the
infrastructure construction market, and this particularly Asian mode of financing
distinguishes Chinese investments from those undertaken by Western construction
companies. As Brautigam (2010: 180) notes ‘In the pattern followed by Japan, Korea
and Taiwan, the Chinese use bank finance far more than stock markets to provide
capital to their companies. This allows for the guiding hand of government to provide
an extra boost to companies’ overseas efforts’. This ‘guiding hand’ refers to the
hybridity of both China’s state/private entities and its geopolitical/geoeconomic

strategies.

The involvement of state-owned banks over private or multilateral banks promotes an
alternative financing model that may be beneficial for developing economies, because
a ‘different capital risk model is being constructed that is calculated differently to
traditional (western) investors...capital is invested in a manner that is arguably more
suited to the long-term development needs of developing economies and does not
chase a short term return on investment’ (Davies, 2010: 11). This approach has a
higher tolerance to risk because of its political underpinning by the Chinese state. For
example, concessional loans have a long maturity (typically 20 years) with a grace
period of up to 7 years where no interest is paid. The interest rates are subsidised and

underwritten by MOFCOM which allows the banks to lend at lower rates but are
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effectively reimbursed by the Chinese state. Such financing is used in energy and
extractive industries where long lead times exist for commercialisation and where off-
taker agreements - an agreement between a producer and a buyer to buy/sell a certain
amount of the future production - can be put in place to ensure repayment over a long
period. However, the case studies we examine suggest that Davies’ claim that this is
necessarily ‘more suited’ to local needs begs the question of whose local needs are

being met.

Most important for financing are the policy banks (Downs, 2011), notably China
ExIm Bank and China Development Bank (CDB) with the former focusing on
infrastructure development in Africa and the latter driven more by commercial
imperatives (Sanderson and Forsythe, 2013).. While the banks are not directly under
the control of the Chinese Communist Party it can and does influence them if there is
a strategic objective to pursue. In terms of loan allocation, there is evidence that
China has departed radically from IMF/World Bank and WTO dictates over capital
controls with state policies and cadres’ practices having channelled foreign corporate
investments to selected industries, regions and ‘special economic zones’. ExIm Bank
is a government export credit agency which finances the overseas operations of
Chinese businesses via loans to foreign buyers who want to purchase Chinese-made
goods. The bank is responsible for loans for infrastructure which are generally,
although not always, regarded as partly concessional. Africa is the focus of ExIm's
dealings, with more than 80% of its loans going to resource rich African countries, the
resources acting as collateral for the loans. Most widely publicized has been the so-
called ‘Angola mode’ (Power et al, 2012) which is an oil for infrastructure deal that

was first pioneered in Angola, though has existed among non-Chinese lenders and in
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other countries beforehand. A condition of these loans is that the infrastructure is
constructed by a Chinese SOE so that while the nominal client or beneficiary is the
local government, most of the money never leaves China and simply passes from
bank to engineering SOE. As such the wider linkages for recipient countries may be
limited because the Chinese contractor uses predominantly Chinese supply chains, but
on the other hand the model reduces the risk of corruption within the beneficiary state
and, crucially, speeds through the delivery of the infrastructure which is why Chinese
involvement is generally well-received in the global South (Corkin, 2013). Hence, the
Bank is not merely developmental, but also creates a market for Chinese goods and
services. The CDB has focused its international lending on Latin America and Africa.
The bank is fully owned by the Chinese government which implicitly guarantees its
debt, enabling it to provide lower interest rates and longer-term loans than other

Chinese banks (Kamal and Gallagher, 2016).

SOUTH-SOUTH INFRASTRUCTURE DEVELOPMENT

According to McKinsey (2016) between 2016 to 2030, the world needs to invest
about 3.8% of GDP in economic infrastructure merely to support expected growth
rates. Within this, emerging economies account for around 60% of need. Across Asia
the Asian Development Bank (2017) calculates between $22 trillion and $26 trillion
of infrastructure investment is needed from 2016 to 2030. The African Development
Bank (2017) estimates the infrastructure need of Sub-Saharan Africa exceeds $93
billion annually over the next 10 years, while less than half of Africa’s infrastructure
needs are being met. By contrast China spends more on infrastructure than North
America and Western Europe combined (McKinsey, 2016) and the Chinese account

for about 6% of African infrastructure financing and their contribution now outstrips
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that of the World Bank. Earlier we noted that the main vehicles for China’s
internationalization have been banks and SOEs, but it would be wrong to portray this
is as orchestrated by China since Southern states are active in brokering these deals
and Chinese SOEs are responding to demand in these markets. Our knowledge of
these complex geoeconomic processes is still quite black-boxed and understanding

them is best achieved through case studies, to which we now turn.

Data for our case studies was collected through two projects; one examined large
Chinese-backed dams in LMICs (focusing on Ghana, Nigeria, Cambodia, and
Malaysia) and the other China’s engagement with African oil producers (focusing on
Ghana, Nigeria, and Sudan). As distinct research projects, they did not share a
methodology but both broadly adopted a value chain approach which tracked through
from the motives of Chinese actors to the mechanisms for engaging in LMICs, and on
to the outcomes for local development. Both projects took a case study approach of
particular infrastructure deals and then ‘process traced’ these over time, though data
on the details of loan agreements and contracts was partial. Data collection was
largely qualitative in interviewing key-decision makers on the Chinese and LMIC

sides, local NGOs, and project-affected communities.

The two cases from these research projects reflect different dynamics between
geoeconomics, territory and domestic agency. Despite very different political systems
both cases demonstrate the power of China’s finance and relative weakness of
recipient states as well as how rural communities are affected by energy production
for urban areas. Yet they reveal differences, with Ghana’s elite contesting the ways in

which oil could be collateralized to secure Chinese finance while the repayment plans
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were affected by changing oil prices against which the loans were guaranteed.
Cambodia is strategically important for China in the SE Asia region with close ties
between Chinese and Cambodian elites. This meant the loan negotiations were

untransparent and decisions were forced through against due diligence processes.

China in Ghana’s energy projects

The case of Ghana’s Atuabo gas processing plant demonstrates China’s geoeconomic
power in offering large resource-backed bank loans tied to the use of Chinese
construction firms. It also reveals how the gas plant connected the enclaved space of
offshore oil production to the land and so displaced rural producers in order to create
a facility that generated electricity for Ghana’s cities. This loan also revealed elite
agency in contesting how the benefits from investment would be distributed while the
changing oil price undermined the terms of China’s loan although it has been the

Ghanaian government that suffered most from this shift in the loan terms.

China has engaged in Ghana’s energy infrastructure in a number of ways, notably the
hydroelectric dam at Bui, which we discussed at the start, and the gas processing
plant. The gas processing plant was financed by the CDB and built by the Chinese
NOC, Sinopec, in Ghana’s Western Region between 2011 and 2015. The plant treats
raw gas from the offshore Jubilee Field in order to produce fuel grade gas for the
Aboadze power station. The plan is to boost Ghana’s electricity supply by 1,000
megawatts and produce valuable by-products such as liquefied gas and condensate.

Ghana’s oil was discovered offshore in 2007 and since production started in 2010, the
Jubilee Field has produced an average of 100,000 barrels per day which is divided

across 17 contract areas. Since the Jubilee Field came into operation two new fields
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are being developed; the Tweneboa-Enyenra-Ntomme (TEN) operated by Tullow and
Sankofa operated by ENI. These two additional discoveries come with associated gas
and Ghana is expected to get between 90-180 million standard cubic feet per day
(mmscfd) from Jubilee and TEN, and 150-180 mmscfd from Sankofa. For a country
dependent on oil imports and a massively over-stretched energy infrastructure the oil
find was great news (Mohan et a/, 2018) and on the back of it the Government of
Ghana began negotiations with Asian governments for some sort of oil for
infrastructure deal. In September 2010, the Chinese offered the Ghana Government a
$3 billion Master Facility Agreement (MFA) on a non-concessional basis through the
CDB (Hardus, 2017). This loan facility was dedicated to the Western Corridor Gas
Infrastructure Development Project” and was split into two equal tranches of $1.5
billion each with slightly different terms, as set out in Table 1. The geoeconomic logic
of this loan was to use China’s foreign exchange for productive purposes and
hopefully yield a return, to gain access to Ghana’s oil, and create a market for Chinese
oil engineering firms; with the latter possibly competing for other opportunities in
Ghana’s hydrocarbon sector (Moreira, 2013). The loan arrangement is not unlike the
Angola mode, whereby repayment is through UNIPEC, a wholly-owned subsidiary to
Sinopec, which acquired an off-taker agreement to lift 13,000 barrels of crude oil
daily for fifteen-and-a-half years to repay the loan. Sinopec secured the contract to

construct the gas infrastructure under a $750 million subsidiary agreement.

>> Table 1 here

2 Initially 12 projects, primarily infrastructure, were identified and confirmed for financing under the MFA.
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Territorially, the pipeline bringing gas onshore and onwards into the electricity grid
reveals the interconnectedness of infrastructures and how a quintessentially enclaved
facility, the offshore rig, links to material and political processes (Appel, 2012) in
both fixed state territories (electricity production and sales, tax revenue, etc.) but also
in transnational networks (Chinese oil companies and supply chains, Chinese banks,
etc.). Yet the benefits of this electricity infrastructure are not evenly shared. Ghana’s
electrification, as with patterns across Aftrica, shows a major urban bias with 85% of
urban households having access to electricity, compared to 40% of rural households
(Kemausuor and Ackom, 2017). The gas plant and the pipeline, in particular, affected
farmers. Our interviews showed some received scant compensation for crops, though
many did not, and none received compensation for the land that was taken: “I have
not seen anything....they even took their farmlands and promised compensations were
not paid” (Anokyi village, Oct 2016); “our farms that harbors the pipeline, we have
not received any money for compensa