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Abstract: The rapid rise of China on the global stage has promoted a widely held concern about the
country’s political intention behind its expanding overseas economic activities. This paper attempts
to shed new light on this old question: Is the abundance of natural resources in Africa the primary
motivation for Chinese economic engagement in the continent? To this end, we investigate the
nexus of China’s direct investment in 54 African countries and its international trade with the region
between 2003 and 2014 to estimate how and to which extent Chinese investment affects its trade
with the continent. This empirical task is facilitated using a transaction-level trade database from
Chinese customs, which allows us to trace the trade records by product, destination, and exporting
firm. Our empirical results support the trade-promoting effect of China’s foreign direct investment
in the region, and this effect is found to be more significant for China’s exports of consumption
and processed goods to the continent than for China’s imports of primary goods from this same
region. Furthermore, we do not find systematic evidence that these investment activities lead to more
primary goods being imported by Chinese state-owned enterprises. While these findings do not rule
out the existence of resource-seeking motivation, they cast doubt on that being a primary driving
force behind Chinese investment in Africa.
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1. Introduction

The emergence of China as the second most influential global power has gener-
ated a large variety of debates on the causes and implications of its global economic
engagement [1-5]. Among them, a range of discussions has centred on the economic in-
volvement of China in Africa, as Africa has been one of China’s major sources of imports,
its second largest overseas construction project contract market, and its fourth largest
investment destination [6]. Apart from purely economic considerations, China’s global
policies, not surprisingly, can also affect Chinese economic activities [3,4]. Thus, a great
deal of attention has been paid to those policies that extend China’s global reach, as well as
unfolding the institutional factors that are influencing China’s economic involvement [7].
Some studies have criticised Chinese multinational enterprises’ (MNEs’) investment as a
way to extract the natural resources in African countries, given the abundance of natural
resources in the continent [8,9]. However, most of these existing discussions have been
developed based on research on limited aspects of economic activities without a systematic
overhaul of Chinese economic engagement with detailed quantitative evidence. To the au-
thors” knowledge, few studies have investigated the political considerations behind China’s
economic engagement through the lens of the nexus between foreign direct investment
(FDI) and international trade in this resource-rich continent.

The Chinese economy has been undergoing impressive growth for the last five decades
because of the implementation of the Reform and Opening-up Policy and Go Global policies.
According to the National Bureau of Statistics of China (NBSC), the Chinese economy
experienced double-digit annual gross domestic product (GDP) growth over the period
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from 2000 to 2014. Apart from being a major recipient country of FDI in the world, China
has also gradually increased its overseas investments in other countries since 2004. Thus,
arguably, these bi-directional investment flows enable China to hold a prominent role in the
global financial market [10]. It would be empirically inappropriate to examine the global
economic system without considering the dramatic shifts in China’s economy. Therefore,
this paper aims to unveil more facts about Chinese economic activities and their impacts
on the global market.

The Sino-Africa relationship has benefited from several visits by Chinese Presidents to
African countries since 1996 [11]. Noteworthily, there is an upward trend in China’s OFDI
into Africa, with a sum of $5.49 billion in 2009. Meanwhile, China has been the largest
trade partner of Africa, with trade reaching almost $220 billion in 2014, through steady and
solid growth. Although the Sino-Africa “Win-Win” approach could be enhanced by these
economic activities, it is also necessary to further conduct a systematic overhaul of Chinese
economic engagement with detailed quantitative evidence.

This paper seeks to provide an empirical answer to the following questions: How does
Chinese foreign trade respond to the increase in China’s outward foreign direct investment
(OFD]) in African countries? Is there a trade-promoting effect of China’s OFDI in Africa,
especially for the imports of primary commodities from African countries, an indicator of
natural resource extraction motivation of China’s economic engagement in this continent?

In doing so, we attempt to provide clarity by investigating the political considerations
behind China’s economic engagement in the African continent using evidence from the
FDI-Trade Nexus. We seek to uncover how China’s FDI in African countries affects its
exports and imports, separately, by using various levels of data including country-level
and product-level data. Then, we move onto the political and economic role of Chinese
state-owned firms in these African countries. We attempt to examine whether the trade-
promoting effect of China’s OFDI is consistent across Chinese firms of different ownership
structures in the African continent. Evidently, our research can extend the knowledge
about China’s role and political incentives in Africa through the lens of its international
economic activities.

Using panel data on China’s FDI and trade (including exports and imports) disaggre-
gated by the receiving country and year, our first set of results confirms the trade-promoting
effect of China’s OFDI in Africa. Moreover, after disaggregating our export and import
data based on the standards of the Board Economic Categories (BEC), our further analysis
reveals that the main objective of Chinese OFDI is to promote its exports to African coun-
tries to take advantage of the promising market potential in Africa. Whereas, the demand
for natural resources or primary goods was not the primary goal of the Chinese firms’
economic engagement in Africa. After further splitting our data based on the ownership
of Chinese firms, our analysis of China’s state-owned firms is also consistent with our
above argument that China’s OFDI into Africa has a more significant impact on promoting
China’s exports of consumption and processed goods to the continent than China’s imports
of primary goods from this same region.

The above results have important policy implications for policymakers in African
countries as well as in other countries. To the best of our knowledge, to date, no empirical
analysis has been conducted to unveil how China’s economic engagement with African
countries (including trade and OFDI) explains China’s proclaimed global policies. Our
research highlights the importance of going beyond evaluating a general shift in China’s
economic involvement in the African continent and exploring the political considerations
behind this shift, which is related to the types of products being traded and the Chinese
firms’ political connections. By using product- and ownership-level data, our empirical re-
sults, consequently, revive the political debates on whether Chinese economic involvement
in the African continent aims to extract natural resources and satisfy the needs of China’s
domestic market. It also rekindles the debate on whether the Chinese state-owned firms
bear more considerable political responsibilities in the African continent. Certainly, our



Sustainability 2022, 14, 15632

30f19

empirical results will offer valuable insights into the knowledge about China’s role in the
African continent.

The paper is structured as follows. Section 2 provides an overview of Chinese eco-
nomic involvement in African countries including China’s OFDI and trade. Based on this
evidence, Section 3 provides a literature review to gain insights into how the FDI-Trade
Nexus uncovers China’s political considerations in this continent. In this section, we dis-
cuss, in-depth, several crucial global policies of China, which significantly influence its
economic involvement in the African continent. On the basis of this literature review, we
develop four hypotheses related to our research questions. Section 4 presents the empirical
approach, data used, and empirical results. Finally, Section 5 summarises our findings
and concludes.

2. Overview of China’s Economic Engagement in the African Continent

The economic ties between China and African countries can be dated back to the
beginning of the last century and have been much closer since the implementation of
China’s Go Global policy and the first Summit of the Forum on China-Africa Cooperation
(FOCAC) in 2000 (as shown in Figure 1). So, it is noted that China’s OFDI into, and overseas
trade with, Africa have undergone remarkable shifts.
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Figure 1. FDI into Africa (UK, USA, and China). Source: Yearly Bulletin of China’s Foreign Direct
Investment (2003-2014) and International Monetary Fund (from 2000 to 2013).

A stable increase in China’s OFDI in Africa has been observed since 2009, reaching
$3.2 billion in 2014. Most importantly, because of the Industrial and Commercial Bank of
China’s merger and acquisition with the Standard Bank of South Africa in 2009, China’s
OFDI in the African continent reached a historical peak, with an amount of $5.49 billion,
thus, resulting in China’s appearance at the top of the rankings of inward FDI received by
the African continent [9]. Moreover, by the end of 2014, Chinese investment had entered
52 African countries, among which Algeria, Chad, the Democratic Republic of the Congo,
Egypt, Ethiopia, Ghana, Kenya, Mauritius, Mozambique, Nigeria, South Africa, Sudan,
Tanzania, Uganda, Zambia, and Zimbabwe account for the lion’s share of the FDI flows
and stocks). For instance, the share of China’s OFDI in Algeria dramatically increased
from 3.3% in 2003 to 20.8% in 2014, due to the end of its civil war and subsequent need for
infrastructure development and other investments [12]. A similar tendency could also be
seen in Zambia. However, it is worth mentioning that China’s OFDI has remained marginal
with a share of 2.4% of the total FDI inflows into Africa in 2014.

Furthermore, China’s FDI in the African continent is also increasingly diversified in
terms of its location of distribution (as shown in Figure 2). By the end of 2014, Chinese
MNESs had developed their overseas investments in almost 90% of African countries.
However, there has been a significant shift in the distribution of China’s investment in the
African continent. In the early phase, whether African countries had abundant natural



Sustainability 2022, 14, 15632

40f19

resources was a vital factor for Chinese MNEs to conduct their investment activities. Thus,
the majority of their economic activities were concentrated in Sudan, Egypt, and South
Africa. On the contrary, Chinese OFDI over the past decades has been distributed in
the entire African continent (as shown in Figure 2). Especially, Algeria, Congo (Dem.),
and Kenya received increasing FDI from China over the period between 2003 and 2014.
Furthermore, China’s economic activities in Algeria are no longer confined to the mining
development and production sector. Instead, Chinese enterprises have also been seen in
the petroleum industry and equipment manufacturing sectors [12].
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Figure 2. The Geographic Distribution of China’s OFDI in the African Continent (2003-2014). Source:
Yearly Bulletin of China’s Foreign Direct Investment (2003-2014).

Similarly, China’s overseas trade with African countries has also experienced an
unprecedented shift, since the first Summit of the Forum on China-Africa Cooperation
(FOCAC) in 2000. The inaugural FOCAC summit represented a landmark in Sino-African
cooperation, triggering soaring bilateral political and economic interactions between China
and African countries. With the increasingly tight trade relationship between China and
African countries, China has been the largest trade partner of Africa, with trade reaching
almost $220 billion in 2014, through steady growth. In the early 2000s, China’s share of
Algeria’s foreign trade was negligible. Over the last 10 years, however, Sino-Algerian
trade ties have become increasingly close. China has overtaken France as Algeria’s largest
source of imports. Indeed, Algeria-China transactions are now settled in Chinese yuan
instead of U.S. dollars [12]. Regarding exports from China to Africa, there is also robust
growth, almost 13.2% on a yearly basis, 8.3 percentage points higher than China’s export
growth over the same period. Based on the classification standards of the Broader Economic
Categories (BEC), most of China’s exports to Africa have centred on consumption goods,
followed by processed goods for industrial supply (as shown in Figure 3). In particular,
exports of technical equipment to Africa made a breakthrough. For instance, Chinese
enterprises signed a supply contract for locomotives with South Africa, with the purpose
of exporting electric locomotives with a total value of $3 billion, hitting an order record of
China’s vehicle exports of high-end railway transportation equipment.
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Figure 3. Exports from China to Africa. Source: China Customs Trade Statistics Database.

Conversely, imports from Africa to China have had a different tendency. The greatest
increase lies in the imports of primary goods for industrial supply, followed by consumption
goods, which also saw a dramatic increase after 2009. The smallest change could be found
in the imports of capital goods. Because Africa is a continent with rich resources and
China could be considered an energy-supported economy;, it is essential for China to import
resources from Africa, as well as worldwide, to secure sufficient energy, such as oil and
fuels, and sustain its long-term domestic economic growth. Also, the increase in China’s
imports of primary goods from Africa implicitly reflects China’s geopolitics, such as its
global resource demand policies.

3. Hypotheses

Within international business research, the determinants of FDI location have been
investigated through a large variety of empirical and theoretical studies. The well-known
theoretical analysis approach was the eclectic paradigm put forward by Dunning [13].
By amalgamating the major imperfect market-based theories (e.g., internationalisation
theories of FDI), he suggested that an MNE would engage in overseas investment if
three advantages were fulfilled, that is the ownership, location, and internationalisation
advantages (OLI advantages). Through comprehensively investigating these three advan-
tages of MNEs, Dunning’s OLI approach identifies a set of factors influencing the activities
of MNEs and suggests four common motivations of FDI, namely resource-seeking, market-
seeking, efficiency-seeking, and strategy-seeking. Dunning’s approach to analysing FDI
has gained wide acceptance. Thereafter, based on Dunning’s OLI approach, an increasing
number of studies have been developed to explore the corporate behaviours and deci-
sions of MNEs [14]. However, these theories have mainly explained the movement of
investment from developed countries/regions to other economies. They have failed to
capture the phenomenon of investment from developing countries to other countries, as
several developing economies have emerged on the map of international investors over the
past two decades, such as China and India. MNEs from these developing countries have
established themselves in every sphere of the global economy. Therefore, explaining the
essence of MNEs’ investment from these developing countries has become vital to develop
a theory that is consistent with their investment behaviours.

Similar to developed countries, the abundant natural resources in the African con-
tinent are also the crucial attraction of China’s OFDI. Deng [15] segregates five factors
that motivate Chinese firms to explore investment including natural resources, markets,
technology, diversification, and strategic assets. His findings were supported by a wide
range of existing empirical studies on China’s OFDI. For example, Kolstad and Wiig [16],
using UNCTACD data, ran a cross-country regression with 29 observations and found an
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association of Chinese FDI with natural resource exports. Meanwhile, they also found that
China’s MNEs were more likely to develop their investment activities in countries with
poor governance.

Apart from natural resources (discussed below), a large number of Chinese MNEs
have decided to conduct their economic activities in Africa with the aim of gaining access
to this promising market. The Go Global policy further urged Chinese firms to take
advantage of booming world trade to invest in global markets. An increasing number of
Chinese enterprises, including state-owned enterprises (SOEs) and private enterprises, have
ventured into investing and operating abroad. The Go Global policy has set several goals:
moving from an investment to an innovation-driven economy, increasing Chinese outward
foreign direct investment, and promoting the competitiveness of Chinese companies in
global markets [17]. The Go Global strategy puts emphasis on China’s OFDI, which is
supposed to enable China to better integrate into the global economy and improve access
to domestically scarce raw materials [18]. Eventually, China’s OFDI surpassed its inbound
FDI for the first time in 2014, reaching a historical record of $123.12 billion. Under the
impact of the Go Global policy, the same tendency has also been found for China’s overseas
trade, particularly for China’s exports, which undoubtedly improve the competitiveness
of Chinese companies and products. Thus, it is essential to investigate how China’s OFDI
exerts an impact on its trade with the African continent.

Apart from Dunning’s OLI approach, the proximity-concentration trade-off model,
which is proposed by Brainard [19], also plays an essential role in studies on international
business. He also mentions the importance of “distance” or “transaction costs” in the
analysis of international business. Carr et al. [20] and Bergstrand and Eggar [21], subse-
quently confirmed the substitution between FDI and exports, as they found a negative
effect of geographical distance on FDI. Also, the higher monitoring costs, which increase
with the physical distance, could reduce FDI, but encourage exports between countries.
However, unlike the conventional proximity-concentration trade-off model, Lankhuizen
and de Groot [22] argue that FDI does not merely substitute for trade. Conversely, their
research indicates that the larger economies engage relatively more in outward FDI, and
size and potential of the foreign market can significantly affect exports. Therefore, it can
be concluded that how FDI affects international trade remains vague. In particular, the
majority of research on international business employs evidence from developed economies.
It is essential to further test the relationship between FDI and trade by using the evidence
from emerging economies.

Therefore, our first two hypotheses thus read as follows:

Hypothesis 1. China’s OFDI into Africa leads to a higher value of trade between China and Africa.

Hypothesis 2. China’s OFDI into Africa leads to a higher value of exports of consumption goods
from China to Africa.

In addition to the Go Global” policy, which urges Chinese firms to integrate into
the global market and gain more development opportunities, Chinese MNEs’” economic
decisions are also influenced by China’s global resource demand policies. These resource-
related policies should not be neglected when investigating China’s economic engagement
in Africa, as Africa is well-known for its abundant natural resources.

China has experienced an unprecedented economic boom over the past few decades.
This sharp economic increase has also fuelled China’s need for resources, such as oil and
raw materials. Due to the lack of sufficient resources, the Chinese government has put
forward a set of foreign and energy-related policies to secure long-term energy supplies,
which are essential to sustain its industrialisation. Therefore, it is considered that China
has been experiencing energy-supported economic growth [23]. For the sake of sustainable
economic growth, these global resource-related policies have made China an active player
and generous lender in Africa, Central Asia, Latin America, Russia, and Southeast Asia.

Numerous aspects of China’s recent engagement with Africa have attracted much
attention to what some observers refer to as China’s “oil diplomacy.” Although China’s
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MNESs have been more active in Africa, an increasing amount of oil has been imported
to China, and China has surpassed the US as the world’s largest importer of oil in recent
years. The International Energy Agency’s World Energy Outlook 2014 [24] projected that
China would become the world’s largest consumer of oil by the early 2030s. Angola, for
example, is playing the dominant role of being a crude oil supplier to China. During 2018,
$24.9 billion in crude oil was imported from Angola to China, accounting for about 10.4%
of total oil exports from Angola. Moreover, Libya has been one of the fastest-growing
suppliers of China’s imported crude oil since 2017, with an increase of 248.1% [25].

Apart from the implementation of so-called “oil diplomacy” in African countries,
China has also cooperated with the African authorities to build special economic zones
(SEZ) in African countries or regions with the purpose of enhancing its influence and secur-
ing the supply of necessary energy and resources. Established by the Angolan government
in 2009, the Luanda-Bengo Special Economic Zone is a state-owned enterprise covering an
area of about 840,000 hectares. In this SEZ, the latest investment project belongs to CITIC
Construction, a Chinese state-owned conglomerate, which will invest $40 million in an
aluminium smelter to reduce imports of these materials covering an area of 19.6 hectares.
This factory is expected to produce 8000 tons of profile products and 2,000 tons of door and
window products per year, which could then be exported back to China and satisfy China’s
domestic needs [26].

In this regard, it is also necessary to further test whether acquiring and importing
natural resources from Africa to China is an important consideration behind China’s
economic engagement in this continent. Conventional studies on the FDI of developed
countries highlight the importance of natural resources for international investors [13-16].
However, can their arguments be supported by firm-level and product-level evidence from
China, the largest emerging economy around the world? This question needs to be further
discussed and explored.

Therefore, our third hypothesis was developed as follows:

Hypothesis 3. China’s OFDI into Africa leads to a higher value of imports of primary goods by
China from Africa.

The last strand of the literature related to this paper is on the soft budget constraints of
Chinese SOEs. In a 2007 study, Buckley et al. [27] examined Chinese OFDI over the period
1984-2001, a time when it could be “regarded as being state-owned”. They found that the
institutional constraints imposed by the Chinese government, via its state’s OFDI approval
mechanisms, effectively prohibited private Chinese firms from internationalisation, but
enhanced the economic activities of its state-owned MNEs in the global market. They
concluded that the institutional factors at home were surmised to encourage Chinese state-
owned FDI], including government policy support (relating initially to support given to
export promotion efforts), national imperatives to secure the supplies of natural resources,
and possibly strategic asset acquisitions overseas [18].

A well-known phenomenon in socialist and transition economies is that, when SOEs
incur losses, the state normally cannot restrain itself from bailing them out by provid-
ing additional subsidies or credits. The phenomenon is known as the soft budget con-
straints [28,29]. There are several factors resulting in the soft budget constraints, including
the paternalism of socialist government, highly centralised system of socialist economies,
and public ownership of socialist economies. Recently, some scholars also found that policy
burdens on enterprises could be a crucial cause of the soft budget constraints in socialist
and transition economies. In particular, this phenomenon is more obvious in Chinese
state-owned MNEs [29].

Economic considerations are entangled with the political considerations [30]. This is
reflected in the regulations. Instead of giving directions directly from the state to enterprises,
there are regulatory mechanisms that try to influence the investment decisions of China’s
state-owned MNEs without making them compulsory. All investments are coordinated
and regulated by the Ministry of Commerce; they have a list of preferable countries and
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industries. If an enterprise decides to invest in a particular sector that is listed in that
catalogue, it is easier for them to apply for funding and special treatment. The second
instrument to influence the investment decision made by China’s state-owned MNEs is
through a comprehensive package of financial instruments. These consist of development
funds, investment funds, concessional loans, and export credit insurance. There are more
instruments for financing foreign investment in areas that are government approved.
Although these financial packages and support could enable Chinese state-owned MNEs to
achieve their economic outcomes to a large extent, their operation should be in accordance
with the political objectives. Therefore, China’s state-owned MNEs are more likely to
conduct their overseas economic activities in the government’s favour, with the aims of
achieving certain political objectives but at the expense of their performance, according
to the phenomenon of soft budget constraints [28-30]. However, few studies employ
quantitative evidence to further illustrate this phenomenon in China, the largest socialist
and transaction economy around the world. It is essential to explore whether Chinese state-
owned firms develop their economic activities with the political considerations in Africa.

Therefore, along these lines, we expect the trade-promoting effect of China’s OFDI to
be more significant for Chinese state-owned firms if we disaggregate our data into different
categories based on the ownership of Chinese firms:

Hypothesis 4. China’s OFDI into Africa leads to a higher value of trade between China and Africa,
but more so for consumption goods exported by Chinese stated-owned firms.

4. Empirical Analysis
4.1. Method and Data

In this paper, we investigate econometrically the political considerations of China’s
engagement in the African continent by considering the FDI-trade nexus. Thus, we employ
the gravity model as our econometric model to explain bilateral trade flows, because of its
extraordinary stability [31].

Although the first gravity model was proposed based on Newton’s Law to explain
the interaction between two stars, it is also widely used to analyse international trade and
economic aggregates [32]. Taking the trade flows between two countries as the independent
variable, the gravity model of international trade can be shown:

b
yiv;
Xij=K #0.
ij
In Xi,j =InK+ K1 * ll’ly? —+ ao % h’ly? + a3 * In Di,j =+ 81',]' (1)

where X; ; stands for the trade volume between two countries, yf and y;’ imply the total

GDP of country i and country j, respectively. Transaction cost t?f jis replaced by the distance
(D; ;) between two countries in the gravity model of international trade.

Generally, the gravity model assumes that bilateral trade is proportional to the product
of the trading partner’s economic masses, proxied by GDP, and inversely proportional to
the geographic distance between them. However, it is important to control for other trade
determining factors such as population and exchange rate [33,34]. In order to control for
country heterogeneity, we make use of partner fixed effects.

Considering our research aims and hypotheses, mentioned above, we run the follow-
ing econometric model:

i t—1 2)
+aglnControl;y + v + 0; + €

where Y represents the total volume of bilateral trade (measured by the sum of exports
and imports) between China and African countries; we use the bilateral geographical
distance as a proxy for the bilateral trade cost; [InOFDI'"4 refers to the log of China’s
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outward FDI into the African country i; [InGDP; is the log of the gross domestic product in
current US dollars of the African country i; Control;; stands for other variables that also
influence the trade between China and African states; 7; and ¢; represent the time and
country fixed effects, respectively; ¢; ; is the error term. What is also needed to mention that
we should consider several control variables when we analyse the impact of China’s OFDI
on its trade. For instance, it is essential to take into account the influence of the population of
these African states, their exchange rates, and their trade relationships with countries other
than China. Likewise, considering the characteristics of the African continent, we should
also take into account the natural resources rent as a factor influencing China’s foreign
trade with African countries, which is measured by the share of total natural resources in
GDP in the African continent.

Our variable of interest is [nOFD Iilcthi””, whose coefficient a1 captures the impact of
China’s outward FDI on the bilateral trade between China and African countries. Table 1
shows the in-detail explanation of our data and the data sources:

Table 1. List of Variables.

Variables Definition Data Sources
X China The volume of China’s exports to
it the African country i in year ¢
: The volume of China’s imports to .
: MEhina . .. China Customs and Trade
Dependent Variable ot
P L African country i in year ¢ Statistics Database
‘ The total volume of trade
Yict’””“ between China and African
' country i in year ¢
. . 2003-2014 Statistical Bulletin of
Independent Variables OFDIClina Chme.se outward FI.).I flow into China’s Outward Foreign
it African country i in year ¢ .
Direct Investment
; World Bank
China fan’ :
GDP China’s GDP in t year ¢ Development Indicators
GDP;; GDP of African country i in year ¢ World Bank

Development Indicators

The bilateral geographical
Dist; distance between China and
African country i in year ¢

World Bank
Development Indicators

Control Variables

Exchangerate; ;

in year ¢

Pop: Population of African country i World Bank
Pit in year t Development Indicators
Exchange rate of African country i World Bank

Development Indicators

Tradeopeness;; :

The share of trade without
China’s trade in the total GDP of
African country i in year ¢

World Bank
Development Indicators

Inflation, ,

Inflation rate of African country i
in year t

World Bank
Development Indicators

Resource_totl; ;

The percentage of total natural
resources rent in GDP of African
country i in year t

World Bank
Development Indicator

Our dataset covers the period 2003 to 2014. The reason for having 2014 as the end year
is because the China Customs Trade Statistics (CCTS) Database, which is a transaction-level
proprietary database covering the universe of customs transactions, is only available for
years up to 2014. As far as we are aware, this is the only trade data available which gives
detailed trade information at the firm-product-destination level. Such detailed information
at this level of disaggregation is crucial for the purpose of this research. Some recently
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published papers also use this data for a similar period [35-38]). Furthermore, we also
hypothesise that the goods traded of different categories are affected differently by Chinese
OFDJ; therefore, we also need to further divide our dataset into four categories of goods
based on the BEC standards. So, there are four categories of goods traded which could
be examined in this research, namely consumption goods, primary goods for industry,
processed goods for industry and capital goods. Regarding this, we run the following
econometric model to test our Hypothesis 2:

ZnX{ , = 01[nOFDIS 4 a,[nOFDICH™ 4 a3lnGD P + aylnGDP, 4 + aslnDist;

lnM{:,t = a1InOFDIF"™ + ayInOFDIF™ 4+ a3InGD P 4 ayInGDP;; + aslnDist;

i, t—1 (3)
—i—lei’lCOl’lt?’Oli,t + v +6i + &y

where j refers to the category of goods traded according to the BEC standards and Xf/t
refers to the volume of exported goods from China to African countries. Equation (2) can
be used to test our Hypothesis 2, which is looking at the effect of China’s OFDI on China’s
exports of consumption goods to African countries.

Likewise, as our Hypothesis 3 is used to investigate the impact of China’s OFDI on
imports from Africa to China, we can run a similar econometric model, which uses Mg’im’
instead of Xf,:thi”” to represent the volume of China’s imports from Africa over the period
from 2003 to 2014. Thus, we can develop an econometrical equation for the third hypothesis
as follows:

4
+aglnControl;; + vt + 0; + & @
Hypothesising that Chinese companies with different ownership also differentiate in
terms of the impact of their OFDI on trade, we further split our dataset into three different
types according to the ownership of Chinese firms, namely domestic private, state-owned,
and foreign invested companies. Thus, to test our fourth hypothesis, our econometrical
form could be run as the following;:

InX} = ayInOFDICMN 4 a)lnOFDICH 4 431nGDPChina
+a4InGDP,; + aslnDist; + aglnControl;; + v; + 6; )
+‘C'i,t

where k stands for the type of ownership of Chinese firms. In this equation, our variables of
interest are also [nOF DI, whose coefficient «; captures the impact of OFDI on China’s
trade in Africa.

4.2. Main Results
4.2.1. The Trade-Promoting Effect of China’s OFDI in Africa

We now begin to examine the overall impact of China’s OFDI on the bilateral trade
between China and African countries. Table 2 presents the results of estimating Equation (2)
by using the ordinary linear squares (OLS) estimation and fixed effect estimation. The total
volume of bilateral trade between China and African countries is used as independent
variables in this equation, and then we explore the impact of China’s OFDI on exports and
imports, respectively.
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Table 2. The Effect of China’s OFDI on bilateral trade with African countries.

1) (2) 3) 4) (5)
Variables Total Trade  Total Trade  Total Trade Exports Imports
InOFDIf i 0.042 * 0.011* 0.008 0.009 * 0.000
(0.011) (0.006) (0.006) (0.005) (0.018)
anFDIl.,Cth_”l’” 0.033 *** 0.010* 0.009 * 0.018 *** 0.016
(0.010) (0.005) (0.005) (0.005) (0.016)
InGDP;, 0.836 *** 2.876 *** 1.827 *** 0.604 ** 2.140 **
(0.051) (0.285) (0.320) (0.285) (0.978)
InPop; —0.012 1.652 *** —0.720 2.741 —0.503
(0.044) (0.593) (0.714) (0.636) (2.207)
Inflation; —0.005 —0.001 —0.004 —0.004 —0.004
(0.005) (0.003) (0.003) (0.003) (0.009)
Exchangerate; ; —0.000 *** 0.000 ** 0.000 *** 0.000 0.000
(0.000) (0.000) (0.000) (0.000) (0.000)
Resource_totl; ; 0.033 *** 0.022 *** 0.017 *** —0.011 *** 0.038 ***
(0.003) (0.005) (0.004) (0.004) (0.014)
Tradeopenness; ; —0.819 *** —0.301 ** —0.420 *** —0.173 —0.83
(0.142) (0.130) (0.126) (0.112) (0.384)
Country Fixed Effect Yes Yes Yes Yes
Year Fixed Effect Yes Yes Yes
Observations 424 424 424 424 415
Number of countries 46 46 46 46
R-squared 0.865 0.767 0.798 0.858 0.362

Notes: Standard errors are clustered at the industry level and reported in parentheses. ***, ** and * indicate
significance at the 1%, 5% and 10% levels, respectively. OF DIi/Ct]“' "? is China’s outward foreign direct investment in
country i in year t; OF Dlﬁ’f’l’“ is China’s outward foreign direct investment in country 7 in year t — 1; GDP; ; is
the gross domestic product of country i in year t; Pop;; is the population of country i in year ; Inflation; is the
inflation rate of country i in year t; Exchangerate;; is the exchange rate of country i in year t; Resource_totl; ; is the
percentage of total natural resources of the total GDP of country i in year t; Tradeopenness; ; is the share of trade
without China’s trade on the total GDP of country i in year £.

We find a positive coefficient of our investment variable, which is InOFDI Ethi"”, when
we used the sum of exports and imports to measure the total volume of Chinese foreign
trade volume in the African continent. Also, this coefficient is positive at a one per cent
significance level. This positive coefficient refers to the fact that China’s OFDI in Africa
could promote its bilateral trade relationship with these African countries. In other words,
the more Chinese firms invest in African countries, the more active the international
trade interaction between China and these countries is. This result seems to support
Neary [39] and Hailu [40] who both concluded a pronounced and positive effect of FDI on
international trade. Neary [39] stated that foreign firms established plants in one country
as export platforms to serve the block as a whole.

Columns (4) and (5) report the regression results by disaggregating foreign trade into
two categories, and that is China’s exports to Africa and China’s import from Africa. As
we mentioned in the earlier section, certain control variables should be considered when
analysing the impacts of China’s OFDI on trade. Time-invariant country characteristics
are captured by the country fixed effects and year fixed effects. After having included
five control variables in our baseline regression to further test our regression, the effect
of China’s OFDI on its exports to African countries is more pronounced compared with
the effects on imports from African countries. Thus, it can be said that most Chinese
MNEs choose to develop their African businesses because of the huge market potential
in Africa. OFDI from China also, to some extent, affects China’s imports from Africa, but
not as significant as exports. Summing up this point, the empirical results demonstrated
a trade-promoting effect of China’s OFDI in Africa, and more so for China’s exports to
African countries.
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4.2.2. China’s OFDI and Exports to African Countries

In order to test our Hypothesis 2, which aims to investigate whether China’s OFDI
in Africa leads to a higher value of exports of consumption goods from the country to the
African continent, we run a modified version of the basic regression for the relevant time
period (2003-2014) (see Table 3). We disaggregate the total volume of exports into exports
of consumption goods, exports of primary goods, exports of processed goods for industry
supply, and exports of capital goods from China to African countries to further analyse which
type of exported goods is affected more significantly by China’s OFDI (Columns 2-5).

Table 3. China’s OFDI and exports to Africa.

(1) 2 (3) (CY) (5)

Exports of

. . Exports of Exports of Exports of
Variables Total Exports Conéir:cfstwn Primali)ry Goods Procespsed Goods Capilt)al Goods
InOF DI 0.009 * 0.008 —0.021 0.007 0.009
(0.005) (0.006) (0.042) (0.007) (0.008)
anFDIg’f’l’” 0.018 *** 0.017 *** 0.030 0.021 *** 0.008
(0.005) (0.005) (0.036) (0.006) (0.007)
InGDP;; 0.604 ** 0.409 —0.353 0.837 ** 0.219
(0.285) (0.315) (2.169) (0.367) (0.454)
InPop; 2.741 #** 1.958 *** 22.572 *** 4.061 *** 0.179
(0.636) (0.704) (5.104) (0.818) (1.013)
Control; YES YES YES YES YES
Country Fixed Effect YES YES YES YES YES
Year Fixed Effect YES YES YES YES YES
Observations 424 424 399 424 424
Number of countries 46 46 46 46 46
R-squared 0.858 0.827 0.307 0.811 0.789

Notes: Standard errors are clustered at the industry level and reported in parentheses. ***, ** and * indicate
significance at the 1%, 5% and 10% levels, respectively. Control variables include natural resource rent, inflation
rate, exchange rate, and trade openness. OF DIiCth’”” is China’s outward foreign direct investment in country i

in year t; OF DIﬁ’fq” is China’s outward foreign direct investment in country i in year t — 1; GDP; is the gross
domestic product of country i in year t; Pop; is the population of country i in year ¢.

Our regression results confirm our Hypothesis 2 that the positive impact of China’s
OFDI on its exports to African countries masks heterogeneities associated with the cate-
gories of exported products. We find that China’s OFDI has a more significant and positive
impact on the exports of Chinese consumption goods and processed goods to African
countries, compared with the exports of primary goods. These positive and significant
coefficients suggest that the more Chinese MNEs invest in African countries, the more con-
sumption goods and capital goods African countries import from China, such as machinery
and technical equipment.

There are several explanations. Firstly, the Go Global strategy puts emphasis on the
outward FDI as a means to better integrate China into the global economy. So, an increasing
number of Chinese enterprises, including state-owned enterprises and private enterprises,
have ventured to invest and operate abroad. In order to develop their international busi-
nesses, Chinese firms need to import some necessary equipment from China to initiate their
projects. This interesting phenomenon is more obvious for China’s firms in the African
continent where the industrial development is relatively left behind. For instance, in recent
years, China has emerged as an automobile manufacturing powerhouse, and Algeria as a
lucrative export market. In fact, China exported more cars in 2012 and 2013 to Algeria than
to any other country [12]. Second, considering that most of the Chinese investments centre
on infrastructure projects with Chinese government support, they give the most incentives
to import processed goods and capital goods to accomplish Chinese overseas projects and
improve the competitiveness of these Chinese companies. Third, because China is one of
the typical export-driven economies, the potential of the African market and requirements
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of domestic economic growth could also stimulate China’s outbound investment in these
African countries.

Therefore, China’s OFDI in African countries has more significant impacts on the
exports of consumption goods and capital goods, which is in line with China’s global poli-
cies. Compared with these two export products, China’s OFDI does not exert a significant
impact on the export of primary goods to African countries, which also complies with our
expectation, as Africa itself has diverse resources.

4.2.3. China’s OFDI and Imports from African Countries

To test our Hypothesis 3, which focuses on the impact of China’s OFDI on its imports
from African countries, we also split our import data into four categories according to the
BEC standards, namely China’s imports of consumption goods, China’s imports of primary
goods, China’s imports of processed goods, and China’s imports of capital goods (as shown
in Table 4).

Table 4. China’s OFDI and imports from African countries.

1) (2) 3) 4) (5)
Imports of Imports of Imports of Imports of
Variables Total Imports Con(s;:’r:(}astlon Prim;)ry Goods Proces};ed Goods CapitP;l Goods
anFDlghi"ﬂ 0.000 —0.378 *** 0.019 0.071 —0.003
(0.018) (0.088) (0.067) (0.090) (0.136)
InOFDIC]me 0.016 —0.088 0.115 0.029 —0.290 **
(0.016) (0.084) (0.061) (0.086) (0.127)
InGDP;,; 2.140 ** 4.644 *** 1.955 —-1.736 —0.861
(0.978) (1.676) (1.225) (1.733) (2.568)
InPop; ; 0.573 21.479 *** —12.695 *** 9.513 ** 8.372
(1.967) (3.907) (2.974) (4.038) (6.316)
Control; YES YES YES YES YES
Country Fixed Effect YES YES YES YES YES
Year Fixed Effect YES YES YES YES YES
Observations 415 315 306 309 306
R-squared 0.362 0.388 0.428 0.311 0.140
Number of Countries 46 41 40 40 41
R-squared 0.362 0.388 0.428 0.311 0.140

Notes: Standard errors are clustered at the industry level and reported in parentheses. ***, ** and * indicate
significance at the 1%, 5%, and 10% levels, respectively. Control variables include natural resource rent, inflation
rate, exchange rate, and trade openness. OFDI* is China’s outward foreign direct investment to country i

in year t; OFDIS""4 is China’s outward foreign direct investment to country i in year t — 1; GDP;; is the gross
domestic product of country i in year t; Pop; is the population of country i in year ¢.

Compared with the results for China’s exports, we find several different impacts on
China’s imports from African countries. Based on Table 4, it can be found that China’s
OFDI does not exert an impact on China’s imports of primary goods for industry supply,
which is not in line with our expectation. Whilst there is a positive impact of China’s OFDI
on its imports of primary goods, this impact is not significant at any level.

As mentioned in an earlier section, African countries are known for their rich natural
resources. China could be considered an energy-driven economy that needs to secure its
energy supply to sustain long-term economic growth. Table 4 demonstrates certain surpris-
ing results. However, some facts are also expected to explain these results. First, there is
an impressive shift in the location selection of China’s OFDI in Africa. Although natural
resources were important for the early phrase of China’s economic engagement in Africa,
this motive is not getting stronger over time. Cheung and Qian [41] found a weakening
effect of fuel in African countries on China’s economic involvement in Africa. Moreover,
Zhang et al. [42] argue that more Chinese MNEs engage in the manufacturing and services
than in agricultural and mining sectors. This shift in their choices of overseas business
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sectors has also weakened the role of natural resources in China’s economic activities in
Africa. Shan et al. [8], furthermore, confirm that those countries with greater quantities of
natural resources may not necessarily attract more of China’s economic activities.

On the contrary, the effect on imports of consumption goods from African countries
is negatively affected by FDI from China at the five per cent significance level. It can also
be explained by the fact that China is a country with a well-developed manufacturing
industry. Chinese companies’ own-made products, to some extent, can satisfy the needs of
China’s domestic market. Also, FDI-driven economic growth in China makes it possible for
Chinese consumers or businesses to import goods from other countries. Compared with
developed countries, African countries have extremely limited consumption products to
export to China.

Brautigem et al. [43], through analysing China’s FDI inflows into Africa, also confirmed
that growth in FDI inflows in some African non-resource-rich countries (e.g., Burkina Faso,
Ethiopia) had been rapid in the most recent period. On the other hand, FDI flows to Nigeria
fell sharply between 2012-2015 and 2004-2011, which implies that natural resource-seeking
FDI would be difficult to sustain over the long term.

Therefore, whilst natural resources were an important factor in attracting more Chinese
economic involvement in the last century, our empirical results find a weakening role of
natural resources in Africa. Moreover, our empirical results do not support the fact that
China’s OFDI in Africa leads to a higher value of imports of primary goods by country
from the African continent.

4.2.4. The Role of SOEs in China’s Economic Involvement in the African Continent

Economic considerations are found to be frequently entangled with political consid-
erations, as all of the economic activities of Chinese state-owned firms not only pursue
economic performance but are also associated with some international political objectives.
Meanwhile, while respecting multiple political objectives, the soft budget constraints are
quite obvious in Chinese state-owned firms. In other words, these state-owned firms are
more likely to operate in the government’s favour and at the expense of performance. Thus,
it can be found that the widespread portrait of China’s economic engagement with Africa is
related to state-directed behaviours. SOEs are the main agents of the Chinese government
that are used to realise its policies. It is necessary to investigate the political connections of
China’s state-owned firms through investigating their economic engagement in Africa. In
order to test our Hypothesis 4, which focuses on the role of Chinese state-owned firms in
Chinese economic engagement in the African continent, we further split our data based
on the ownership of Chinese firms, which is Chinese domestic private firms, Chinese
state-owned firms, and foreign-invested firms in China.

Before we show our empirical analysis of Hypothesis 4, it is necessary to explain the
basic role of Chinese state-owned firms compared with other forms of different ownerships.
As shown in Figure 4, Chinese domestic private firms are more active in exports from China
to African countries. Conversely, China’s state-owned firms saw a significant increase
in their imports from African countries. Meanwhile, the imports from African countries
to China, generated by Chinese domestic private firms, have also been experiencing an
upward tendency. Although these two figures, to some extent, show the role of SOEs in
China’s economic involvement in the African continent, it is essential to analyse this role
econometrically. We estimate Equation (5) to test Hypothesis 4, and the results are shown
in Table 5.
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Figure 4. The impact of ownership on China’s overseas trade. Source: China Customs and Trade
Statistics Database.

Based on our statement above on the phenomenon of the soft budget constraint of
Chinese SOEs, the coefficient showing the relationship between the imports generated by
Chinese state-owned firms and China’s OFDI is of interest. According to Table 5, it is clearly
found that Chinese state-owned firms generate a more significant impact in comparison
with firms of other types of ownership. In particular, the impacts on “consumption goods
and processed goods” are expected to be closely associated with the ownership of firms
involved, as the main consideration of the increase in Chinese FDI is to gain access to
African countries and enjoy its market potential, so as to secure long-term economic growth
in China. Also, some researchers believed that Chinese firms regard the African market
as a platform through which they can gain access to the global market and enjoy cheap
labour in that continent [27,41,42]. Thus, it can be concluded that the trade-promoting
effect of FDI predominantly exists for those consumption goods and processed goods for
industrial supply in the course of Chinese state-owned firms developing their business in
African countries.

Conversely, we cannot find a significant and positive effect of China’s OFDI on China’s
imports of primary goods, although the security of energy is relatively crucial for sustaining
China’s long-term economic growth. Currently, plenty of articles have criticised Chinese
state-owned firms over their economic involvement in Africa, as they believe that acquiring
resources is the main purpose of their economic activities. However, our findings refute
their accusations.

There are two explanations for this insignificant coefficient. Firstly, considering the
need to obtain more of the resources, Chinese businesses have placed more of an emphasis
on the market opportunities in African countries, especially in today’s globalisation age
with increasingly fierce competition [44]. Chinese state-owned firms cannot only develop
their business in the African continent, but also make use of these African countries to
get access to a much wider global market, for example, the EU market or the American
market, so as to enhance their competitiveness and international influence. Additionally,
the development and utilisation of new energy could also reduce the imports of natural
resources from African countries. This shift can also be found if we look at the shifts
in location choice of Chinese FDI. Over the last decade, more Chinese firms locate their
African plants where they can more easily get access to the local market. Therefore, the
market-seeking motive has been increasingly important for China’s economic engagement
in Africa. According to our empirical results, it cannot be concluded that China’s OFDI
stimulate its imports of natural resources from African countries.
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Table 5. The Role of SOEs in China’s economic involvement in the African continent.
m 2) 3) @) (5) (6) (7) (8) ) (10) (W) (12)
I.)omes.t 1¢ Dor'nestlc Dor.nestlc Dor.neStlc State-Owned  State-Owned  State-Owned  State-Owned  Foreign Firms Foreign Foreign Foreign
Private Firms Private Private Private . . . . . . .
. . . . Firms and Firms and Firms and Firms and and Firms and Firms and Firms and
Variables and Firms and Firms and Firms and . R . . . .
C . . . Consumption Primary Processed Capital Consumption Primary Processed Capital
onsumption Primary Processed Capital
Goods Goods Goods Goods Goods Goods Goods Goods
Goods Goods Goods Goods
InOFDIne 0.002 —0.019 0.006 —0.003 0.018 * 0.019 0.023 ** 0.019 0.024 ** —0.009 0.016 0.034 **
—0.007 —0.029 —0.008 —0.012 —0.01 —0.03 —0.011 —0.013 —0.01 —0.029 —0.011 —0.015
anFDIﬁ"_i’{” 0.017 *** —0.023 0.019 *** —0.001 0.020 ** —0.046 * 0.021 ** 0.013 0.031 *** 0.007 0.034 *** 0.017
—0.006 —0.024 —0.007 —0.01 —0.008 —0.026 —0.009 —0.011 —0.008 —0.025 —0.01 —0.013
InGDP; 1.590 * —4.339 2.086 ** 0.371 3.843 *** —2.578 6.005 *** 2.351 4.149 *** —2.209 4.755 *** —0.479
—0.903 —3.497 —0.945 —1.422 —1.154 —3.674 —1.309 —1.526 —1.152 —3.539 —1.367 —1.804
Control;; YES YES YES YES YES YES YES YES YES YES YES YES
Cou%tfrfchlxeal YES YES YES YES YES YES YES YES YES YES YES YES
YeaErffz‘C’fd YES YES YES YES YES YES YES YES YES YES YES YES
Number of 46 46 46 46 46 45 46 46 46 45 46 46
countries
Observations 424 381 423 421 424 379 421 419 424 349 419 421
R-squared 0.826 0.371 0.84 0.761 0.461 0.167 0.435 0.526 0.636 0.246 0.516 0.509

Notes: Standard errors are clustered at the industry level and reported in parentheses. ***, ** and * indicate significance at the 1%, 5%, and 10% levels, respectively. Control variables
include natural resource rent, inflation rate, exchange rate, and trade openness. OFDI; Ch‘”” is China’s outward foreign direct investment to country i in year t; OF DI Ch’” 7 is China’s
outward foreign direct investment to country i in year t — 1; GDP;, is the gross domestlc product of country i in year t; Pop;; is the population of country 7 in year ¢.
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It should be noted that our empirical work does not equate with the findings of most
research on Chinese investments in Africa, which put more emphasis on the importance
of natural resources [45,46]. Our research highlights that the market potential of African
countries could be the main consideration behind Chinese economic engagement in the
African continent in the current turbulent global environment. The subsequent empirical
analysis on Chinese state-owned firms in African countries also confirms the attractiveness
of the African market to Chinese investors. Concerning the political importance of Chinese
state-owned firms, our research using evidence of Chinese state-owned firms can, to some
extent, reflect the political considerations behind Chinese economic engagement in Africa,
namely, getting access to and enjoying the potential of the African market.

5. Conclusions

Our article contributes to the literature on the political considerations of economic
activities through an assessment of the relationship between OFDI and foreign trade. The
Chinese government has been frequently accused of the extraction and import of natural
resources from African countries with the aims to satisfy the needs of its domestic eco-
nomic growth. Using data on China’s FDI and overseas trade in the African continent over
the period from 2003 to 2014, we run a gravity model to shine insight into the political
considerations of Chinese economic decisions in the African continent. All models are esti-
mated using country and time fixed effects with clustered standard errors. Considering the
political and economic influence of Chinese state-owned firms, we further split our dataset
based on the ownership of the Chinese firms that are involved in the African continent.

Our empirical results confirm the trade-promoting effect of China’s OFDI in the
African continent, especially more so for the exports of Chinese consumption and processed
goods to African countries. However, our results contradict the criticism of Chinese
economic involvement, which puts an emphasis on the extraction of natural resources from
the African continent. The trade-promoting effect of China’s OFDI is merely significant
on the exports of Chinese consumption and processed goods, instead of the imports of
African primary goods to China. Furthermore, we find no additional evidence to support
the impacts of Chinese state-owned firms on its imports, although Chinese state-owned
firms should bear several political responsibilities. Therefore, it can be said that the main
consideration behind Chinese economic activities in the African continent could be to
further enhance the global influence of Chinese products and gain access to the African
market and its huge market potential.

Obviously, the noteworthy takeaway from our empirical research is to respond to
the “Natural Resource Extraction” criticism of Chinese economic engagement in Africa.
Also, according to our research work, we suggest that Chinese policymakers should shoul-
der more responsibilities in the African continent to further strengthen the “Win-Win”
relationship between China and Africa.

The Sino-Africa relationship is vital for the development of China and Africa, both
economically and politically. Therefore, when initiating an investment project in the African
continent, Chinese government and investors should more carefully and comprehensively
examine the impacts of their activities on the African market. Although there are still
various criticisms of Chinese economic involvement in this resource-rich continent, the
Chinese government should continue to encourage local and foreign investors to develop
their projects, which are beneficial to economic development and poverty reduction in
African countries. Therefore, this paper opens some new avenues for future research on the
impacts of Chinese economic engagement on economic development and poverty reduction
in African countries. In particular, the United Nations considers poverty reduction as one
of the crucial goals of Sustainable Development Goals (SDGs). How China’s OFDI plays a
role in the poverty reduction of African countries should be further investigated. Also, it
should be noted that future research should be conducted to corroborate the findings in
this research and the conclusions derived.
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