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Executive summary

While diplomatic relations between China and
Zambia date back to the liberation struggle of the
1960s, and China has been supporting numerous
development projects in the country since, their
economic and political relationship gained a new
intensity over the 2000s. This coincided with China’s
‘Going Out’ policy and the initiation of the Forum
on China—Africa Cooperation (FOCAC), which
seeks to stimulate Chinese investments in Africa. This
cooperation has focused primarily on the mining
sector; with Chinese companies, most of which are
state owned, investing heavily in mineral prospecting,
copper mining and smelting, and industries auxiliary
to mining. To further encourage value addition

and Chinese participation along the mining value
chain, the Chinese and Zambian governments are

in the process of developing China’s first economic
processing zone in the Zambian Copperbelt, centered
around the operations of the state-owned China
Nonferrous Metal Mining Company (CNMC).
With most investment activities targeting the mining
sector, contrary to popular perception, Chinas

direct participation in other primary sectors, such as
forestry and agriculture, is limited.

With Zambia’s economy long struggling under
external debts, Chinese investments have made a
valuable contribution to Zambia’s economic recovery.
Most significantly, capital injections in the mining
sector have led to a rehabilitation of dilapidated
mining infrastructure, while enhancing the country’s
production capacity through the construction of
new processing facilities and the development of
greenfield mines. Moreover, Chinese investors

have proven to be more reliable than their Western
counterparts. For example, while most other mining
companies laid off much of their workforce during
the financial crisis and the copper price slump of
2009-2010, the majority of Chinese companies
maintained their investment intensity. Chinese
firms evidently have a greater capacity to sustain
their commitments and operations when faced with
unfavorable economic conditions, presumably as a
result of extensive state support and greater security
of access to comparatively cheap financial capital.

While Chinese aid, trade and investment have made
important contributions to Zambia’s development,
some observers warn of China-specific risks. For
example, a number of high-profile conflicts between
Chinese companies and their employees have caused
many Zambians, and also government opposition
parties, to be highly suspicious of Chinese intentions
in Zambia. However, while Chinese mines do pay
their employees less on average than other major
mines, there is little concrete evidence to suggest
that Chinese companies are more negligent of labor
conditions and rights than companies from other
countries. This also applies to the environmental
performance of Chinese operations. What is clear,
though, is that Chinese mining companies have
significant political leverage (largely due to the close
involvement of the Chinese government) and have
long been able to exploit close ties with Zambia’s
main ruling parties. This has had implications

for the government’s capacity to generate fiscal
revenues from Chinese operations and to impose
conditions on Chinese economic participation.
However, following the 2011 presidential election
victory of the ‘anti-China’ Patriotic Front this
leverage is looking to weaken.

Another unique feature of Chinese investment

in Zambia is their comparatively high tendency

to agglomerate (e.g. in tax-free zones), which is
increasingly leading to the formation of isolated
Chinese economic enclaves — to the exclusion of
Zambian businesses and detriment of domestic
revenue generation. Moreover, as Chinese mineral
prospecting activities tend to focus on densely
forested and remote outpost areas in Zambia, there
are also concerns that environmental authorities may
not be adequately equipped or may be disinclined

to effectively regulate environmentally detrimental
land-use changes. However, with such developments
still in their infancy and with established Chinese
mines not appearing to be more neglectful than their
Western counterparts, any such effects will likely

be inherent to the expansion of mining activities in
Zambia and not specific to Chinese investment.



1 Introduction

When Zambia gained independence from the United
Kingdom in 1964, the new government quickly
nationalized the private and foreign-owned mines

in an attempt to better capture the developmental
potential of the sector. Unfortunately, in the
mid-1970s, the copper sector collapsed as global
copper prices fell to historic lows, where they would
remain for the next two decades. From being the
primary source of government revenue, the country’s
mines became a drain on the government’s fiscal
resources. Further exacerbated by periods of high oil
prices, the government’s external borrowings grew
beyond the capacity to repay. Having previously
ranked as a middle-income country and one of the
richest in Africa, by the 1990s Zambia was classified
as a heavily indebted poor country, with a per capita
income 50% lower than in the 1970s (Fraser and
Lungu 2007).

As part of structural adjustment reforms, the mining
sector was privatized in the late 1990s (Lungu

2009). Buoyed by recovering copper prices and

new sources of foreign investment capital, Zambia’s
mining output has, in recent years, recovered to
levels achieved in the early 1970s, making the mining
sector once again one of the largest formal employers
in the country. However, to reduce its dependence
on the sector, the government has been actively
seeking other forms of income by promoting, among
others, international and domestic investments in the
manufacturing and agricultural sectors.

With China’s adoption of its ‘Going Out’ policy

in 1999, which sought to enhance Chinese foreign
direct investment (FDI), and the subsequent

launch of the Forum on China—Africa Cooperation
(FOCAC) in 2000, Zambia has become the object
of considerable Chinese investments — becoming
China’s third largest FDI destination in Africa by the
late 2000s (Bastholm and Kragelund 2009). Most of
these investments have targeted the mining sector,
with Chinese investment focused largely on mineral
prospecting, copper mining and refining, and the
manufacture of copper-based products. Over the
2000s, the value of pledged Chinese investments

in the Zambian manufacturing and mining sectors
exceeded the value of pledged investments of all other
countries combined (ZDA 2010a). Largely as a result

of these investments, trade between the two countries
grew 25-fold between 2003 and 2009, with China
now being Zambia’s second largest export partner,
surpassed only by Switzerland.

With Zambia’s abundant mineral reserves, China’s
economic interest in the country is self-evident, as

it seeks to gain access to inputs for its expanding
industrial sector. Whether this relationship is of
mutual benefit is debatable however. On the one
hand, Zambia’s close involvement with China could
provide it with much-needed resources to reconstruct
one of its most important economic sectors. With
Chinese investments in value-added mining activities,
the Zambian government could leverage greater
domestic benefits from the sector. Additionally,
Chinese investments will enable the Zambian
government to diversify its export base by investing
in and creating new market outlets for nontraditional
export products, for instance from the forestry and
agricultural sector.

On the other hand, some commentators,

both domestic and international, contest the
developmental potential of Chinese trade and
investment. Chinese investors are often alleged to
exhibit less concern than their Western counterparts
over health and safety standards, labor conditions
and rights, environmental practices and local
socioeconomic complexities (see Alden 2007;
Taylor 2008; Brautigam 2009; Michel and Beuret
2009). Additionally, considering the high levels of
corruption within Zambia’s institutional structures,
the increasing Chinese participation in Zambia’s
economy arguably carries with it a number of risks
should Chinese companies indeed be more inclined
to exploit clientelist regimes. The media has also
tended to portray Chinese investors as a major
driving force behind the land rush for forestry and
agricultural purposes in the region (see AFP 2011;
Economist 2011; New Scientist 2011; Reuters 2011).

This scoping study seeks to shed light on this
debate by assessing the developmental implications
of China’s increasingly prominent economic and
political role in Zambia. It begins with a contextual
overview, which provides background information
on the Zambian economy since independence, the
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legal and institutional context, and the nature of
Sino-Zambian relations. It subsequently analyzes
in greater detail the extent and potential impact of
China’s participation in Zambia’s primary economy
(mining, agriculture and forestry). Based on key
informant interviews (with government, private

sector and civil society stakeholders) and field visits,
this research identifies some of the most relevant
environmental, social and economic impacts that
may be attributable to Chinese investments. These
insights help to identify some of the key areas
warranting further enquiry.



2 Background

2.1 From economic success story to
heavily indebted poor country

The first commercial mines opened in 1928 and
were operated by two private companies, Roan
Selection Trust and Anglo American Corporation,
in the copper-rich area of what is now known as
the Copperbelt. Under British colonial rule, and
especially the ill-fated Federation of Rhodesia

and Nyasaland, the area served as a source of
mineral wealth that drove the social and economic
development of Southern Rhodesia (now
Zimbabwe). After political independence in 1964,
the two privately owned mining companies were
nationalized and, in 1982, were combined to form
the Zambia Consolidated Copper Mines (ZCCM)
(Fraser and Lungu 2007). Under state ownership,
the contribution of the mines to social and economic
development in the Copperbelt was expanded.
The central role of copper in the economy and
favorable copper prices through the late 1960s and
early 1970s gave Zambia one of the highest levels
of gross domestic product (GDP) in Africa and saw
it classified as a middle-income country in 1969
(Fraser and Lungu 2007), with mining revenues
then responsible for 58% of government income
(Mupimpila and Grijp 1999). Widely viewed as

a reflection of President Kaunda’s philosophy of
‘Zambian humanism’, the mines offered numerous
services to their employees (e.g. free education and
subsidized housing, food, utilities and transport) and
support to surrounding communities (e.g. health
care, road maintenance and youth development
schemes) (Fraser and Lungu 2007).

This positive outlook changed drastically in the
mid-1970s. The oil crisis in 1974 led to the collapse
of international copper prices, forcing the country to
borrow to maintain spending levels (Sharife 2009).
A second ol crisis in 1979 led to a rapid increase

in interest rates, which resulted in a debt crisis and,
consequently, increasing dependence on external
assistance, most notably from the World Bank and
International Monetary Fund (IMF) (Fraser and
Lungu 2007; JCTR 2008). Over the next 20 years,
the Zambian economy collapsed at an unprecedented
rate as copper prices fell relative to the price of
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Figure 1. Map of Zambia.

Source: Authors; forest cover derived from European Space
Agency (2009)

imports, effectively reducing per capita incomes

by almost 50%. Throughout this period, no new
investments were made in ZCCM and production
levels rapidly declined (Fraser and Lungu 2007).

In 1996, the World Bank and IMF launched the
Heavily Indebted Poor Countries (HIPC) Initiative
to reduce debt to sustainable levels for the world’s
poorest and most indebted countries (IMF 2010).
With debt service payments fluctuating between
16% and 120% of exports and 24% to 230% of
government revenue in the 1990s, Zambia readily
qualified for debt relief (JCTR 2008). This involved
the implementation of a Medium-Term Expenditure
Framework to improve public expenditure
management, and the sale of majority interests

in several state-owned companies (JCTR 2008).
Between 1997 and 2000, ZCCM was split into
seven different units and sold through a competitive
bidding process to seven different multinational
consortiums (Fraser and Lungu 2007). Although it
was planned that government ownership in the mines
would be phased out completely, the government,
through ZCCM Investment Holdings, continues to
hold minority shares in most of the companies to
this day.
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In 2005, the Multilateral Debt Relief Initiative
(MDRI) was launched by the G8 to accelerate
progress toward the Millennium Development
Goals. Under this initiative, the IME International
Development Association of the World Bank and
African Development Fund cancelled 100% of
debt claims for those countries that had met the
conditions set out under the enhanced HIPC
Initiative, which included Zambia (IMF 2006).
The HIPC Initiative and MDRI jointly reduced
Zambia’s debt by USD 6.25 billion, or 77% of the
country’s total debt stock (JCTR 2008).

In part due to the many structural reforms of

the late 1990s and high copper prices, Zambia’s
macroeconomic performance has gradually improved.
Over the 2000s, GDP growth averaged 5.6% per
annum, the value of exports almost doubled and
average annual FDI flows tripled (World Bank
2011). The improved macroeconomic indices,
however, have not translated to significantly
improved poverty indices, with almost 60% of the
population continuing to live below the national
poverty line, and adjusted GDP per capita over

the 2000s still less than two-thirds the level of the
1970s (see Table 1 for selected indicators). One of
the key barriers to equitable economic development
remains Zambia’s excessive reliance on the mineral
economy (e.g. more than 80% of foreign exchange
earnings stems from the mining sector). The direct
domestic benefits of the mining sector tend to
accrue in very select areas (e.g. the Copperbelt) and

the profits go mostly to foreign entities. Due to a
particularly lax tax regime and numerous ad hoc
incentives, mining has also failed to make substantial
contributions to the government coffers — a point
of particular political contention and major topic of
debate during Zambia’s 2011 presidential elections.
With the majority of the population continuing

to rely largely on low-input subsistence farming,
Zambia is increasingly recognizing the importance
of investing in other economic sectors, particularly
within the rural economy, in order to meet poverty
reduction objectives.

2.2 Economic development priorities
Zambia’s development aspirations, goals and targets
are laid out in a few key documents, which together
make up “‘Vision 2030’. The intermediate pathways
for achieving this vision are charted in the 5-year
medium-term planning instruments or ‘national
development plans’. Zambia’s collective vision is to
become a prosperous middle-income nation by 2030.
The Fifth National Development Plan (FNDP)
recognizes that improved performance of national
economic indices has not had a significant effect on
poverty reduction; this underlies a commitment to
diversify the economy away from mining, wholesale
and retail trade, and construction. It recognizes these
activities as largely urban based and capital intensive
with weak linkages with the rest of the economy,
and thus not suitable for driving broad-based

Table 1. Selected development indicators for Zambia.

Variable Value
Population (2009) 12,935,368
Population density (people per square km) (2009) 17.4
Urban population (% total population) (2009) 35.6
Rural population (% total population) (2009) 64.4
Agricultural employment (% total population) (2000) 71.6
GDP per capita (current USD) (2009) 989.9
Poverty headcount ratio (% of population) (2006) 59.3
Human Development Index (HDI) (2008) 0.453
External debt stock (% GDP) (2009) 26.8
Contribution of manufacturing sector (% GDP) (2009) 9.6
Contribution of industrial sector (% GDP) (2009) 34.1
Contribution of services sector (% GDP) (2009) 443
Contribution of agricultural sector (% GDP) (2009) 21.6
Exports of goods and services (% of GDP) (2009) 356

Source: UNDP (2011); World Bank (2011)
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development and employment generation.

Thus, while recognizing the significant role that
these sectors continue to play in contributing to
economic growth, the FNDP emphasizes two

pillars of broad-based growth: (i) the development
of pro-poor growth-oriented sectors, including
agriculture, manufacturing and rural development
for their ability to generate employment and income
opportunities for the poor; and (ii) the creation

of strong linkages between the capital-intensive
sectors and the rest of the economy so as to enhance
broad-based growth. The former includes the
promotion of large-scale commercial farming and
agro-manufacturing as well as increased smallholder
participation in global value chains and productivity,
both of which are seen as having a strong rural bias.

The opening of new farm blocks to stimulate
investments in commercial agriculture is a key
strategy for promoting large-scale farming, whereas
smallholder participation is to be achieved through
improved microfinance, market information and
extension, irrigation and livestock development,
development of cooperatives, and targeted support
to outlying and underprivileged areas. While specific
budget allocations are made for these strategic
priorities, growth in the historically strong sectors of
tourism, manufacturing and mining is to be achieved
by enhancing the regulatory, business and investment
climate, to increase private sector investment. This
includes efforts to streamline the land delivery
system, and the removal of administrative barriers

to business entry and operation. Efforts to link

these sectors to the rest of the economy focus on
support to small- and medium-scale enterprises and
citizens’ business development support, as well as
value addition.

The FNDP also envisions, as critical ingredients,
several macroeconomic policy interventions,
including transparent debt contraction and
management, effective public expenditure and
revenue management, and sound economic
governance and transparency. It also establishes the
aims of reducing public debt to below 10% of GDP;
revising the extent and scope of special or ad hoc

tax incentives, particularly in the mining sector; and
maximizing the impact of aid by aligning grant and
loan contracting with the country’s development
priorities. Private sector investment, by both foreign
and domestic firms, is seen as key to the development
of most sectors.

2.3 Governance of FDI and corporate
practice

2.3.1 Mechanisms for attracting and
governing domestic and foreign investment
Since its structural adjustment reforms, Zambia has
developed an ambitious set of initiatives for attracting
foreign investors into various sectors. The main
legislation governing investment in Zambia is the
Zambia Development Agency Act of 2006, which
sets out the framework for government initiatives

to promote economic development through trade,
investment and growth in the private sector. The act
establishes the Zambia Development Agency (ZDA)
as a one-stop facility for a host of functions related
to enhancing foreign investment. These include the
formulation and implementation of investment
promotion strategies,! coordination of government
policies on investment,” and ensuring that the
industry develops in a way that is ecologically
sustainable and contributes to concrete benefits for
Zambians (e.g. generates employment and protects
the interests of consumers and communities)

(GRZ 2000).

In addition to establishing and specifying the
functions of the ZDA, the act establishes a wide
range of incentives for investors, based on levels of
investment (Table 2). These incentives are conditional
on the investment being in priority sectors or
products, which include most areas of agriculture,
select mining activities and wood processing. It also
provides for free repatriation of profits and dividends,
and entitlement to employment permits for up to five
expatriate employees for those companies investing
more than USD 250,000 and employing more than
200 Zambians (GRZ 2006; ZDA 2009).

Mechanisms also exist to protect national interests
and enhance benefit capture from foreign investment.

The first are a set of criteria the ZDA board should

consider when reviewing applications for investment

1 This includes developing measures to create a predictable
and secure investment climate; undertaking studies to identify
investment opportunities; promoting strategic alliances and joint
ventures between foreign investors and Zambian businesses; and
providing assistance to investors in securing relevant licenses,
exemptions and land.

2 For example, the promotion and regulation of Multi-Facility
Economic Zones, the conclusion of investment promotion and
protection agreements with investors, and the provision of advice
to the Minister for Industry Development.
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Table 2. Incentives established in the Zambia Development Agency Act to attract investors.

Incentive  Agriculture (priority sector) Forestry (general) Wood and wood Mining (priority sector)
category processing (priority
sector)
Company  15% tax rate 35% tax rate 35% tax rate 30% tax rate
income tax  Exempt (years 0-5); 50% For investments Exempt (years 0-5); 50%
profits taxed (years 6-8); > USD 500,000: Exempt  profits taxed (years 6-8);
75% profits taxed (years (years 0-5); 50% profits ~ 75% profits taxed (years
9-10) when operating in a taxed (years 6-8); 75% 9-10) when operating in
priority sector profits taxed (years 9-10) a priority sector
when operating in a
priority sector
Import 0% for all materials for first ~ Standard rates 0% on machinery for first 0% for all materials for
duties 5 years; standard rates apply: 0% 5 years; standard rates first 5 years; standards
thereafter (capital, basic thereafter rates thereafter
raw materials);
5% (other
raw materials,
equipment); 15%
(intermediate
goods); 25%
(finished goods)
Other Dividends exempt for first Dividends tax exempt for Preproduction expenses
5 years first 5 years deducted in first year
VAT deferment on 100% capital of production; other
machinery expenditure allowance  Capital expenditures

50% depreciation allowance
on machinery (years 1-2)

20% capital expenditure
allowance on farm
improvements (years 1-5)
100% farm work allowance
for land expenditures

on infrastructure
upgrading or other
improvements

Unrestricted repatriation
of after-tax income

deducted in year
incurred

10-year carry forward of
losses

Exemption from
customs duty on
machinery

Source: GRZ (2006); ZDA (2009)

licenses. These include the extent to which the
investment will promote economic development and
growth in Zambia; the extent to which the proposed
investment will lead to employment opportunities
and human resource development; the degree to
which the project is export oriented; the impact

the proposed investment is likely to have on the
environment and measures proposed to deal with

and to revoke an investment license if the investor
fails to implement the investment described in the
license (without reasonable justification) or fails
to comply with any terms or conditions of the
license. However, the only mechanism currently
used to monitor compliance is the submission of
an Enterprise Performance Form, 12 months after
securing a ZDA license. While the form requires

adverse environmental effects; and the possibility of
technology transfer. While investment licenses are
not a requirement to do business in Zambia, they are
a precondition for incentives — thus encouraging
investors to register with the ZDA. However, other
than employment generation, there is nothing in

the monitoring framework employed by the ZDA

to assess the extent to which anticipated outcomes
detailed in the investment license are in fact achieved.

The ZDA reserves the right to retain the land title
until developments on the ground have been seen,

investors to report on production, sales, capital
investments, employment and financial performance,
there is no effort to monitor any wider set of variables
to assess impacts (e.g. employment quality, economic
and technological spillovers). If early performance

of investors relative to this limited set of variables is
any indication, investor performance relative to their

pledges is generally low (Table 3).

This instrument is also limited by the lack of
independent reporting, and by the limited
compliance of investors with this requirement.
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Table 3. Implementation rates vis-a-vis investment
pledges in sectors of interest.

Monitoring variable
and sector

Implementation rate
(actual as a % of pledge)

2007 2008 2009

Investment levels:

Agriculture 36 20 N/A
Mining 57 42 N/A
Employment levels:

Agriculture 21 11 10
Mining 92 3 31

a According to the ZDA, this figure is artificially low due
to Zhonghui Mining Group, which accounts for 90% of the
total pledge.

Source: ZDA (2010a)

Most investors do not submit these forms,
requiring the ZDA to conduct monitoring visits to
gather information. As their capacity to monitor
investments is limited, they start with the earliest
investments (from 2007 onward) and those nearest
Lusaka (interview 1).

Finally, even the monitoring of performance
according to this limited scope of indicators has
no real teeth as the actions of the ZDA lack any
legal instrument to support license revocation, and
the government makes every effort to provide a
supportive regulatory environment (interview 1).
Yet despite these limitations, three investments
have been recommended for revocation and are
expected to be acted upon. Justifications vary, and
include the implementation of activities contrary
to plan, complaints raised by local communities
(against a tourism investment targeting an animal
sanctuary) and the absence of finance to actualize
investment plans.

2.3.2 Mechanisms for social and
environmental protection

The Environment Management Act (No. 12 of 2011)
established the legal basis for environmental controls
on various economic sectors. Central to the act

is the establishment of the Zambia Environment
Management Agency (ZEMA), formerly known

as the Environmental Council of Zambia (ECZ),
which is responsible for environmental protection in
the country.

Environmental impact assessments (EIAs) are one
of the principal mechanisms through which ZEMA

regulates the environmental and socioeconomic

impacts of large-scale investments, established
through the Environmental Protection and Pollution
Control Regulations of 1997. These regulations
require certain types of project to be subjected to an
impact assessment to aid ZEMA in deciding whether
to grant an environmental permit to an investment.
Depending on the nature of the project and the scale
of the anticipated impacts, either a project brief or

fully fledged EIA may be required (Table 4).

While the topical focus of these two instruments

is similar, the EIA provides a more comprehensive
analysis in several crucial respects (see German and
Schoneveld 2012). The data required to substantiate
anticipated impacts in the project brief are less
comprehensive, often based exclusively on the
analysis of secondary data. In addition to requiring
the collection of primary data, several provisions
within the EIA ensure greater independence. For
example, prior to initiating the EIA process, the
investor must prepare terms of reference (TOR)

in consultation with ZEMA. In determining the
scope of the TOR a public consultation is required
involving different government agencies, civil society
organizations, and interested and affected parties.
ZEMA must also authorize individuals to carry out
the EIA so as to ensure quality and independence,
which is not required for a project brief. The EIA
also goes further in ensuring that potentially affected
parties are duly notified. For example, the regulations
require the investor to publicize in the mass media,
in a language understandable by affected parties, the
purpose of the intended project and the potential
effects and benefits, as well as to hold meetings with
affected communities in order to present information
on the project and obtain their views.

Following approval, an environmental audit must
also be carried out by those who conducted the

EIA within 12-36 months of the completion of

the project or the commencement of its operations,
whichever is the earlier. The audit evaluates
implementation relative to conditions specified

in a ‘decision letter’ from ZEMA when issuing an
environmental permit, and on the effectiveness of
measures taken in achieving the expected results.
Inspectors may also enter the premises to undertake
their own investigations. The fundamental differences
between these two instruments, and the wide scope
and scale of projects that require the less stringent
project brief, suggest the presence of significant
loopholes in the legislation governing environmental
impacts of large-scale commercial operations

in Zambia.
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Table 4. Activities requiring EIAs and project briefs in Zambia.

Sector Activities requiring EIA

Activities requiring project brief

Agriculture Land consolidation schemes

Bulk grain processing plants

Land clearance for large-scale agriculture

Introduction/use of agrochemicals new to Zambia, new
crops and animals

Irrigation schemes > 50 ha
Industrial-scale spraying

Forestry Timber harvesting and processing

Clearance of forestry in sensitive areas (watershed
areas) for industrial uses > 50 ha

Reforestation and afforestation
Wood processing plants > 1000 tons

Mining and mineral processing
Smelting and refining
Manufacture of coal briquettes

Mining

Copper mining, coal site

Limestone, sand, dolomite, phosphate and clay
extraction > 2 ha

Precious metals (silver, zinc, cobalt, nickel)
Industrial metals

Gemstones

Radioactive metals

General Resettlement schemes

Projects located in or near
environmentally sensitive areas?

Processing/manufacturing: cement, lime, fertilizer,

> 1000 tons/year; meat processing plants > 20,000
carcasses/month; pulp and paper mills > 50 air-dried
tons/day; food processing > 400 tons/year

Commercial exploitation of natural fauna and flora

a Including indigenous forests; areas of high biodiversity; water catchments containing major sources for public, industrial or
agricultural uses; areas of cultural or religious significance; human settlements (“particularly those with schools and hospitals”).

Source: ECZ (1997)

Table 5. Key environmental challenges for sectors of interest.

Sector Key environmental challenges

Agriculture Soil erosion and siltation, pesticide use, fertilizer use, disturbance of intact forest, encroachment,
outreach to small-scale farmers

Forestry Charcoal burning, illegal logging (much of this by concessionaires who fail to abide by
established conditions)

Mining Air pollution (lead contamination and intoxication of children through food and inhalation);

water pollution (die-offs of fish and aquatic plants)

Source: ECZ (interview 2)

According to ZEMA officials, deficiencies in
environmental controls relate to both gaps in

the law and, importantly, capacity to implement
(interview 2). In addition to the gaps identified
above, some environmental obligations remain
conditions of environmental licensing rather than
legislated requirements, giving them fewer teeth.

The capacity constraint is largely due to insufficient
numbers of regulators. With only about 40 ZEMA
inspectors across the country, any given issue may
only be covered by 1-3 inspectors — including EIA
review and monitoring. Key challenges for the sectors
of interest are summarized in Table 5.



3 Sino-Zambian relations

3.1 Official development assistance
Diplomatic relations between China and Zambia
have evolved alongside wider Sino-African
cooperation, from China’s ideologically driven
support for liberation struggles across the

continent to its ‘Going Out’ policy, which

placed economic development at the center of
cooperation. China’s presence in Zambia goes

back to the pre-independence period, when China
provided economic and material assistance to one
of the opposition parties in Zambia’s struggle for
independence (AFRODAD 2008). Close diplomatic
relations were forged soon after independence,
monumentalized by China’s support for the
construction of the 1860 km Tanzania—Zambia
Railway (TAZARA), stretching from Dar-es-Salaam
to Kapiri Mposhi. The railway, largely aimed at
facilitating copper exports from land-locked Zambia,
was completed in 1975. At the time, the project
was the largest ever Chinese construction project in
Africa, funded by a USD 500 million interest-free
loan from the Chinese government.> With both
Zambia and Tanzania in arrears on that loan, China
cancelled 50% of the remaining USD 150 million
debt in early 2011 (MOFCOM 2011).

While China’s participation in Zambia’s economy was
negligible during the early independence era, over the
2000s China and Zambia developed what has been
called a ‘win—win’ relationship, typically consisting
of preferential loans and grants often linked to
Chinese commercial interests. The main focus of
Chinese official development assistance (ODA) to
Zambia has been in the areas of agriculture, mining,
manufacturing, construction, communications,
transport and health (AFRODAD 2008). The list in
Table 6 of large projects financed over the 2000s by
Chinese ODA to Zambia suggests that loans, both
interest free and concessional, are the preferred form
of cooperation.*

3 'The loan was to be repaid over a period of 30 years. It
was a ‘tied” loan, with Chinese firms responsible for most
construction work.

4 In addition to these projects, Chinese firms have won tenders
for the Football House, the Lumwana Power Project (power
supply to the Lumwana mine), the Lafarge Cement Plant,
construction of the Lundazi—-Chama road and construction of
the Kariba North Bank extension and the hydroelectric plant at
Kafue Gorge (Muneku and Koyi 2007; Bloomberg 2011).

Table 6. Large projects financed by Chinese ODA in

Zambia over the 2000s.
Project description Type of Value
assistance
New locomotives Interest-free  USD 39 million
and copper wagons loan
for TAZARA
Construction of the Interest-free  USD 25 million
Ndola stadium loan
Construction of a Concessional  USD 94 million
new Lusaka stadium, loan
and repairs to the
old stadium
Construction of Concessional  USD 29 million
conference facilities loan
in the Government
Complex
Construction of Concessional USD 13 million
grain storage system loan
for maize
China-Zambia Unclear Unclear

Friendship Farm

Source: Chinese Embassy in Lusaka (interview 3); Lusaka Times
(2009); Lusaka Times (2010a)

When considering how these patterns have evolved
over time, it is clear that loans have grown much
more rapidly than other forms of development
cooperation (Figure 2). According to one source,
the growing operations of Chinese official banks
present a challenge to Zambia in ensuring that
borrowing policies do not undermine efforts to
promote better governance and debt sustainability

(AFRODAD 2008).

These patterns support the observation that Chinese
development policies are moving away from aid

and toward ‘win—win’ economic cooperation of a
largely commercial character (AFRODAD 2008). In
addition to the preference for loans, several sources
suggest that project-based financing is the preferred
mode of Chinese support (interviews 3, 4). This runs
counter to international norms for aid delivery,
which emphasize general budget support, as well as
to China’s official commitment to better integrate aid
in the national budgeting process. According to one
authority at the Ministry of Finance and National
Planning, “project loans are where conditions kick in”



10 George Schoneveld, Laura German and Davison Gumbo

50
45
, == Economic & Technical

40 / Cooperation
3 / == Emergency relief
30 / (food, cash)
25 Grants
20
15 - == oans
10 -

s ==®= Unspecified

0O +—@® —— ! o ] — |

1986-1990 1991-1995 1996-2000 2001-2005

Figure 2. Evolution of Chinese ODA to Zambia, 1986-2006 (USD millions).

Source: AFRODAD (2008); Muneku and Koyi (2007)

(interview 4). One of the key conditions of this tied
aid seems to be the need to contract Chinese firms,
as the work on Chinese-financed projects is largely
carried out by Chinese companies (interview 3).
This provides further benefits to Chinese firms.
According to the Chinese Embassy in Lusaka,
“through aid, Chinese companies get to know better
the business environment of Zambia. Some people
seize opportunity and come back to Zambia as
investors” (interview 3).

At times it is not clear to what extent project
financing by the Chinese government technically
constitutes aid, especially when loan repayments are
on commercial terms. For example, one of the largest
loans made for a development project in Zambia

is the USD 315 million financing facility provided
by the Chinese EXIM Bank for the extension of

the Kariba hydroelectric dam in 2008 (Bloomberg
2011). Despite being a government-to-government
agreement, it is unclear whether the loan can be
classified as commercial or as ODA, with the terms
of agreement remaining undisclosed. The Chinese
firm Sinohydro is responsible for the engineering and
construction of the project, and presumably their
involvement was ‘tied” to the loan (Bloomberg 2011).
In another hydropower project, the government

was approached by the China—Africa Development
Fund and Sinohydro with an offer to ‘fast-track’

the development of the long-awaited Kafue Gorge
Lower Hydro Power project. As a condition, the
Chinese stakeholders would hold a 65% equity share

in the project, with the remaining shares allocated

to the Zambian Electricity Supply Company. With
an expected total investment of USD 1.5 billion,
the China Development Bank would provide
USD 1 billion in financing and the equity partners
the remaining USD 500 million (FOCAC 2010).
An agreement was eventually signed in August
2010, with Sinohydro becoming the sole contractor
for the project’s construction (FOCAC 2010).
Since the terms of agreement remain undisclosed,
it is again unclear whether the project financing
constitutes ODA.

The tendency of the Chinese government to
prefer project-based support undermines the

Billboard at the Sinohydro construction area, Kariba,
Zambia

Source: George Schoneveld
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government’s efforts to align aid with Zambia’s
national development priorities and to better track
donor investments. Chinese ODA to Zambia

does not fully conform to the Paris Declaration on
Aid Effectiveness, to which China is a signatory
(AFRODAD 2008), and the Chinese embassy is not
active in the donor coordination mechanism, which
they view as an OECD Development Assistance
Committee initiative (interview 3; AFRODAD
2008). Chinese companies, for example, often
out-compete Zambian companies in the case of
competitive public tenders due to support in the
form of export credits from China — particularly in
the road sector. With both grants and loans tending
to be conditional and limited public disclosure of the
terms of agreement, the ability to ensure alignment
of Chinese aid with official policies and development
priorities is compromised (AFRODAD 2008).

Yet, for government agencies, working with the
Chinese government is more attractive than working
with Western donors simply for the ease of getting
things done. According to a key actor in the Ministry
of Finance and National Planning (4):

“The question for government is, ‘here is what
we want to help empower our people.” Western
governments want a 4-year feasibility study ...
and China says, ‘this can be done next year.’...
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The government perspective is, ‘things that

take too long cannot work.” It might be more
costly, but it is faster... [In the case of China,
questions about] freedom of press will not delay
power projects.”

3.2 Investment overview

Over the 2000s, Zambia became China’s third largest
FDI destination in Africa and its largest non-oil FDI
destination (Bastholm and Kragelund 2009). China’s
direct economic participation, as demonstrated by
FDI pledged, has varied from USD 8.8 million in
2001 to USD 5.47 billion in 2008 (ZDA 2010a).
However, the 2008 data provide a slightly skewed
picture, as they are strongly influenced by a single
Chinese mining company (Zhonghui Mining Group)
that committed to investing USD 5.3 billion in
Zambia (which will be discussed in more detail in
Section 3.3). Nevertheless, an upward trend is clearly
discernable, with annual Chinese FDI pledges of
about USD 10-20 million in the first half of the
decade, and USD 100-250 million during the
second half. Of the USD 13.99 billion pledged over
the 2000s, USD 6.19 billion (44%) was committed
by China (Figure 3). Total realized Chinese FDI
stock in Zambia amounted to USD 844 million

China

Other

ICT

Mining
Real Estate
Service
Tourism
Transport

Manufacturing

Figure 3. Aggregated FDI (in USD) pledged in 2000-2009.

Source: ZDA (2010b), unpublished
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Table 7. Chinese investment > USD 1 million in 2005-2009.

Company Year Sector Investment pledge (in USD)
Central African Mining 2008 Mining 16,000,000
Chambishi Copper Smelter 2006 Manufacturing 198,776,800
Chiman Manufacturing 2005 Manufacturing 8,368,690
Chipata Cotton 2005 Manufacturing 1,776,880
Chisteel (Z) 2005 Manufacturing 3,000,000
Dahua Enterprises 2009 Manufacturing 5,000,000
Golden Bridge Hotel 2007 Tourism 16,936,300
Golden Honesty Africa Development 2007 Service 10,000,000
Jinchuan Group Mining Corporation Zambia 2007 Manufacturing 220,000,000
Maosheng Mineral Resources Zambia 2009 Manufacturing 23,300,000
Multi-Industry 2008 Manufacturing 4,000,000
NFC Africa Mining 2007 Mining 400,000,000
San He Mining (2) 2007 Manufacturing 3,000,000
Sichuan Huasuo Zambia Mining 2008 Mining 5,000,000
Sikale Wood Manufacturers 2007 Manufacturing 1,250,000
Sincere Zambia 2008 Manufacturing 2,000,000
Sino-Kasempa Minerals 2009 Mining 16,500,000
Sino-Metals Leach (2) 2005 Manufacturing 20,000,000
Tianjian Zambia 2008 Manufacturing 2,000,000
Tycoon Mining Industry 2008 Mining 75,144,000
Wu Company 2008 Agriculture 1,100,000
Xing Xing Mineral Resources (Z) 2009 Mining 16,000,000
Zambian Non-Ferrous Metals Exploration & 2008 Agriculture 1,000,000
Construction

Zambia Zhenguan Mining 2009 Mining 16,000,000
Zanmeng Investments 2008 Mining 25,000,000
Zhonghui Mining Industry Zambia 2008 Mining 2,000,000,000
Zhonghui Mining Group 2008 Mining 3,300,000,000

Source: ZDA Investment Database (2010b), unpublished

by 2009 (MOFCOM 2010), slightly more than
9% of the USD 9.50 billion total FDI stock in

Zambia (UNCTAD n.d.). As illustrated in Figure 3,

Chinese investments are highly concentrated,

with 98% of Chinese investments in 2000-2009
targeting the mining and manufacturing sectors.
However, when discounting the USD 5.3 billion
Zhonghui mining investment, the proportion of
total Chinese FDI targeting these sectors drops to
87%, comprising 63% in manufacturing and 24%
in mining. However, as can be observed in Table 7,
all of the major investments classified by the ZDA
as being in manufacturing pertain more to mining
(e.g. the processing of minerals); thus, the vast

3.3 Trade overview

As with Chinese investments, Zambian exports to
China increased sharply during the 2000s, from just
USD 47.8 million in 2003 to USD 1.27 billion in
2009.% In 2009, China overtook South Africa as
Zambia’s second largest export partner (Figure 4).

5 'This is based on Chinese trade statistics. Zambia, however,
reports only USD 482.6 million of exports to China, as can
be seen in Figure 4. The major discrepancy between the two
figures lies in the total reported value of copper product exports.
In terms of weight (particularly unrefined copper), the relative
discrepancy between the two sources remains the same; thus it
appears not to be an issue of misreporting the copper export/

import unit values, but rather its aggregate quantity. This could
be due to illegal exportation or administrative (capacity) issues
in Zambia.

majority of Chinese investments ultimately serve the
mining industry.
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Table 8. Zambian exports to China.

2007

2008

[ Rest of the World
1 DR Congo

[0 South Africa

B China

W Switzerland

2009

13

Rank Product (by 6-digit harmonized 2009 (in % of total Average % of total

system category) USD’000) exports (2001-2009) exports
to China (in USD’000) to China

1 Copper cathodes and sections of 590,953 46.4% 114,811 48.7%
cathodes unwrought

2 Copper unrefined, copper anodes for 446,520 35.1% 60,451 25.6%
electrolytic refining

3 Copper ores and concentrates 99,823 7.8% 21,414 9.1%

4 Tobacco, unmanufactured, partly or 34,153 2.7% 16,148 6.8%
wholly stemmed

5 Cobalt mattes and other intermediate 32,951 2.6% 16,725 7.1%
products of cobalt

6 Copper mattes; cement copper 7,400 0.6% 7,622 3.2%
(precipitated copper)
Manganese ores and concentrates, etc. 7,343 0.6% 2,005 0.8%
Nickel ores and concentrates 7,133 0.6% 7,044 3.0%
Cotton, not carded or combed 6,917 0.5% 6,801 2.9%

10 Tobacco, unmanufactured, not stemmed 1,518 0.1% 237 0.1%
or stripped

11 Lead plates, sheet, strip and foil not 1,500 0.1% 627 0.3%
elsewhere specified

12 Cobalt ores and concentrates 1,143 0.1% 683 0.3%

13 Full grains, unsplit and grain splits, in the 893 0.1% 226 0.1%
wet state

14 Lumber, non-coniferous not elsewhere 478 0.0% 103 0.0%
specified

15 Silver ores and concentrates 309 0.0% 30 0.0%

All products 1,272,464 235,938

Source: Derived from COMTRADE, with China reporting
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Switzerland consistently remains Zambia’s most
important export partner, accounting for almost
half of Zambia’s total export earnings. This can be
attributed mostly to the activities of the world’s
largest, Switzerland-based, commodity trader
Glencore, which also operates Mopani Copper
Mines. For decades, Zambia has depended mostly
on a single commodity, copper, for its foreign
exchange earnings. Between 2006 and 2011, copper
constituted about 75%-80% of total merchandise
export earnings, followed by the associated mineral,
cobalt, which typically accounts for 4%—-6% of
merchandise export earnings (derived from
COMTRADE) — collectively considered Zambia’s
‘traditional export products’. The remaining balance
is comprised of copper wire, cane sugar, tobacco and
cotton lint (in order of value contribution).

China’s trade relations with Zambia are defined by
mineral exports. About 90% of Zambia’s export

earnings from China are derived from copper
products, particularly copper cathodes and anodes,
and to a lesser extent copper of lower purity in the
form of ores and concentrates (Table 8). Although
of lesser significance in terms of export value, other
major products exported to China are tobacco
(2.7%) and cobalt (2.6%).

In sum, trade and investment data show that China’s
economic participation in Zambia is centered largely
on the mining sector. The following sections will
explore in more depth the nature and impact of

this relationship. While the emphasis will be placed
on mining, China’s participation in the agriculture
and forestry sectors will also be explored in more
depth due to the potential of comparatively small
investments in these sectors to nevertheless have
far-reaching local impacts.



4 Chinese involvement in priority sectors

4.1 Chinese involvement in the mining
sector

4.1.1 Sectoral overview

Since privatization of ZCCM, the copper sector has
been dominated by seven foreign copper mining
operations (Table 9). The bulk of copper produced
in recent years has been attributable to three mining
operations in particular, the Konkola Copper
Mines, Kansanshi Copper Mining and Mopani
Copper Mines.

With new capital injections, the commissioning

of new mines and recovering copper prices from
2004 onwards (bar a slump in 2008-2009), copper
production slowly returned to the levels of the

early 1970s, which averaged about 750,000 tons of
contained copper per annum (Figure 5). In 2010,
Zambia recorded its highest ever annual copper
production of 819,159 tons (Mukwita 2011).
According to the International Labour Organization
(ILO) (2010), more than 63,000 people were
employed at the major mines in Zambia in
mid-2008, up from a low of 20,000 during the 1990s
(Dymond et al. 2007). However, within the span of a
year more than 19,000 mine employees lost their jobs
as a result of the financial crisis and low commodity
prices, which saw some major mines (e.g. Albidon
and Luanshya) put their operations under ‘care and
maintenance’ (ILO 2010). Despite the retrenchment,
Zambia’s copper production output increased over
that period.

The most significant Chinese investment in the
Zambian mining sector is by the state-owned
company CNMC through one of its subsidiaries
Non-Ferrous Company Africa (NFCA). In 1998,
through a competitive bidding process, NFCA
acquired an 85% share in the Chambishi Copper
Mine, which had been inactive for 13 years at

that time. After an initial financial investment of
USD 132 million in refurbishing the mine and the
concentrator, mining operations began in 2003
(Fraser and Lungu 2007; Hairong and Sautman
2009). Considered a comparatively depleted mine,
the mine produced only 23,500 tons of contained
copper in 2009 (equivalent to 3.3% of Zambia’s
total mined copper output) (Table 8). In 2010,

NFCA opened a new mine and is currently working
on a third, with an intention to invest at least

USD 500 million in its development (Dow Jones
2010). In May 2009, NFCA acquired an 85%
interest in the Luanshya Copper Mines, after being
chosen over two other bidders (Reuters 2009).

The mines, previously owned by Switzerland’s Enya
Holdings, was put under ‘care and maintenance’ in
late 2008, as a result of low copper prices and the
global economic malaise. As part of the agreement,
NFCA committed to investing USD 400 million
in, among others, developing a greenfield mine,
constructing a leaching plant, and upgrading existing
mining facilities (Thole 2009). The mine eventually
reopened in late 2009, hence, output for that year
was negligible.

Since acquisition, NFCA had rapidly expanded its
investments into the copper sector, beyond mining.
For example, in 2006, NFCA began construction
of the Chambishi Copper Smelter (CCS), which
(with an investment of USD 310 million) became
operational in late 2008. It currently has an annual
production capacity of 150,000 tons of blister
copper (near pure copper that has not yet been
electrowon), which NFCA plans to expand to
300,000 tons (CNMC 2009). CCS is the second
largest smelting operation in Zambia — Mopani
Copper Mines has an annual capacity to produce
in excess of 500,000 tons of copper cathodes
(Mobbs 2010). It is unclear how much copper CCS
is currently processing. NFCA also constructed

a smaller USD 15 million copper smelter, under
the name Sino-Metals Leach, which has a capacity
to produce 8,000 tons of copper cathodes per

year. Sino-Metals Leach mostly processes tailing
wastes from the Chambishi Copper Mine (Mobbs
2009). Although only one other, much smaller,
Chinese copper smelter is officially operating in

the Copperbelt,® various government stakeholders
asserted that much larger numbers of Chinese-owned
copper smelters were operating informally in the area
(interviews 5,6,7).

6 The smelter is a small-scale private Chinese investment,
Liang Yun, with an annual production capacity of 200 tons of
blister copper according to its 2009 EIA.
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Table 9. Major copper mining operations in Zambia.

Company Major shareholders Copper production Aggregate copper output
in 2009 (in MT) 2004-2009 (in MT)
Kansanshi Copper Mining  First Quantum (Canada), ZCCM 250,439 839,364
Konkola Copper Mines Vedanta Resources (India/UK), ZCCM 135,027 914,412
Lumwana Mining Equinox Minerals (Australia/Canada) 108,985 108,985
Mopani Copper Mines Glencore (Switzerland), First Quantum 98,218 829,519
(Canada), ZCCM
Non-Ferrous Company China Nonferrous Metals, ZCCM 23,489 135,499
Africa (NFCA)
Chibuluma Mines Metorex (South Africa), ZCCM 16,460 172,229
Luanshya Copper Mines  China Nonferrous Metals, ZCCM 508 89,035
Bwana Mkubwa Mining First Quantum (Canada) 0 65,264
Total 633,126 3,154,307
ZCCM = Zambia Consolidated Copper Mines
Source: Ministry of Mines and Minerals (2010a)
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Figure 5. Total copper production (in MT) 1995-2010.

Source: Mobbs (1999, 2009, 2010; Mukwita (2011)

In nickel mining, the Chinese state-owned Jinchuan
Group (Asia’s largest nickel mining company),
increased its shareholdings in Albidon’s Munali
Nickel Mine (the sole nickel mine in the country)
from 18.0% to 50.4% in August 2009, which
included a ‘life-of-mine’ off-take agreement. Albidon
had suspended its mining operations in early 2009 as
a result of low nickel prices and issues with creditors
(Mobbs 2011). The other notable Chinese-owned
mining operation in Zambia is the Collum Coal
Mine, which, with the closing of the country’s largest
coal mine, Maamba Collieries, is now Zambia’s

only major coal producer. While a number of other

mining licenses have been allocated to Chinese
companies (Table 10), few of these are currently
operational.

It is only since 2003 that China has been importing
copper (products) from Zambia (Figures 6 and 7).
After Switzerland, China is the largest importer of
Zambian copper. Based on Chinese customs data, it
accounted for approximately 35% of the total value
of Zambian copper product exports in 2009. While
Zambian export data for 2010 were not available

at the time of writing, China has reported that it
imported USD 2.38 billion of copper products from



Table 10. Active large-scale mining licenses allocated to Chinese companies.
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Company Location(s) Mineral Area (in ha)
Albidon Zambia Copperbelt, Luanshya Cu, Co 24,806.3
Albidon Zambia Copperbelt, Kalulushi, Kitwe Not specified 24,056.6
Chambishi Copper Smelter Copperbelt, Luanshya Cu, Co 6.7
Jin Ding Mining Copperbelt, Kitwe Cu, Co 2,870.4
Luanshya Copper Mines Copperbelt, Kitwe Cu, Co, U, Au 6,020.7
Luanshya Copper Mines Copperbelt, Kalulushi, Kitwe Cu, Co 4,294.6
Luanshya Copper Mines Copperbelt, Chingola, Kalulushi, Sb, Mo 163.3
Kitwe, Mufulira
Luanshya Copper Mines Southern, Sinazongwe Co 116.6
Luanshya Copper Mines Southern, Siavonga U 86.6
Luanshya Copper Mines Copperbelt, Chingola Not specified 60.0
Luanshya Copper Mines Copperbelt, Luanshya Cu, Co 533
NFC Africa Mining Not specified Mn, Cu, Fe, Co, Ni 10,703.4
NFC Africa Mining Central, Mumbwa Not specified 5,193.8
NFC Africa Mining Mn, Cu, Fe, Co, Ni 96.8
Sino-Metals Leach Zambia North-Western, Solwezi Te, Se, Cu, Co, S, 234
Ag, Au
Zhonghui Mining Industry Central, Mumbwa, Matala Au 53.4

Zambia

Note: Collum Coal Mine (with 2248 ha) is classified as a small-scale mining operation by the Ministry of Mines and
Minerals and is, therefore, omitted from the table. Ag = silver, Au = gold, Co = cobalt, Cu = copper, Fe =iron, Mn =
manganese, Mo = molybdenum, Ni = nickel, S = sulfur, Sb = antimony, Se = selenium, Te = tellurium, U = uranium.

Source: Ministry of Mines and Minerals (2010b)
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Figure 6. Copper product exports to China (in USD’000).
Source: Derived from COMTRADE

Zambia for the year (Interfax 2011). China imported
322,000 tons of copper cathodes and anodes from
Zambia in 2010, equivalent to 39% of copper
production for the year (Interfax 2011). Considering

increasing Chinese investments in the sector and
ongoing capacity expansions in both mining and
smelting, the significance of this trade relationship is
bound to expand rapidly over the coming years.

17



18

3,500,000

3,000,000

2,500,000

2,000,000

1,500,000

1,000,000

500,000

0

2001
2002
2003
2004
2005
2006
2007

George Schoneveld, Laura German and Davison Gumbo

2008

== Exports to World (ZM reporting)

Exports to China (ZM reporting)

== Exports to China (CN reporting)

2009

Figure 7. Copper ore exports to China (in USD’000).
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4.1.2 Employment

One of the key areas of critique surrounding
Chinese mining investments in Zambia relates to
their purportedly poor labor relations. A number

of high-profile incidents have helped shape the
negative perceptions many Zambians hold of China.
In 2005, for example, the Beijing General Research
Institute of Mining and Metallurgy (BGRIMM)
Explosives factory, part owned by NFCA, exploded
in Chambishi, killing more than 50 of its employees
(all of whom were Zambian) (BBC 2005). In the
following year, the Chambishi Mine was party to
another incident, where five employees were shot by
the police following a worker protest over NFCA’s
failure to increase salaries (AFP 2006). In 2008, the
CCS dismissed more than 500 unionized employees
following a strike over labor conditions (ZNBC
2008). More recently, in October 2010, Chinese
managers at the Collum Coal Mine shot and injured
11 employees during a protest over poor pay and
safety conditions (Bower 2010). The Zambian
government has been strongly criticized, particularly
by civil society and opposition parties, over its
failure to condemn and act against indiscretions by
Chinese companies. It is argued that government
inaction is born out of fear of damaging diplomatic
relations (Mundy 2010). While these could be
construed as isolated incidents, they do illustrate the
comparatively strained working relations between
Chinese management and local employees.

Moreover, Muneku (2009) argues that due to
Zambiass strict labor laws and strong mine workers’
unions, Chinese companies have been increasingly

casualizing their workforce. For example, in 2007,
only 52 Zambians out of 2100 employees were on
permanent contracts at the Chambishi Mine (in
contrast to 180 Chinese employees) and another

687 employees were on fixed-term contracts,

varying in duration from 1 to 5 years. However,
1093 ‘casual’ workers were employed through two
Chinese subcontracting companies, Golden Honest
Africa Development and Beijing China Mine Group,
and 100 directly by the mine (Fraser and Lungu
2007; Li 2010). Despite the large number of casual
laborers, the proportion of workers employed on

a casual basis at Chambishi Mine does not differ
from the two other major mines, Konkola Copper
Mines and Mopani Copper Mines. In 2008, for
example, 51% of Chambishi employees were
classified as casual, compared to 51% at Konkola and
52% at Mopani (derived from MSD data cited in
ILO 2010).

Casual employees are not covered by the collective
agreement that is negotiated annually between
NFCA and the two trade unions (the Mineworkers’
Union of Zambia and the National Union of Miners
and Allied Workers), and are therefore generally paid
lower wages, receive fewer benefits, and enjoy less job
security than unionized employees (as is also the case
in other mines).

Where NFCA differs from its counterparts is that

its unionized employees are said to be the lowest
paid in the industry. For example, in 2007-2008, at
Konkola Copper Mines the wages for nonmanagerial
employees ranged from USD 539 per month to



The developmental implications of Sino-African economic and political relations 19

USD 932 per month, while at NFCA they ranged
from USD 348 to USD 666 (Muneku 2009). The
minimum wage offered to casual workers at NFCA is
about USD 150 per month (Li 2010). However, this
is almost 50% higher than the statutory minimum
wage. While NFCA is accused of not consistently
adhering to Zambia’s occupational health and safety
regulations, standards at NFCA have reportedly come
on par with the industry in recent years (Li 2010;
interview 8). During personal communications, the
Mines Safety Department (MSD) also indicated

that the company is increasingly offering wages
commensurate with the industry average, in order to
minimize the number of employees that shift to other
companies in search of better wages and working
conditions. This was also confirmed to researchers by

NFCA employees.

With regard to accident rates, in 2008, Chambishi
Mine did not vary much from the industry average,
having the same accident rate (e.g. accidents per
number of employees) as, for instance, the Swiss—
Canadian Mopani Copper Mines (derived from
MSD data cited in ILO 2010).

While a number of reports argue that NFCA violates
basic international labor rights (see Lungu and
Mulenga 2005; Fraser and Lungu 2007; Muneku
2009), little empirical evidence is presented of
profound differences in employment conditions
between Chinese and non-Chinese firms (excluding
wages); although that does not necessarily prove

the contrary, considering especially the comparative
frequency of clashes with employees in the form of
strikes and protests. Numerous NFCA employees
cited communication barriers with Chinese
management as an underlying cause of conflict
escalation (interview 20).

While the hypothesis that Chinese firms are inclined
to be less attuned to employment conditions

does not hold up to scrutiny, investments from
NFCA and Jinchuan in Zambia do appear to have
contributed positively to employment generation and
employment stability. For example, when most mines
laid off employees due to low copper prices in 2008—
2009, Chinese companies were actually generating
employment. Konkola Copper Mines dismissed
almost 6300 workers (26% of its total workforce)
and Mopani Copper Mines almost 7400 workers
(36% of its total workforce), while Chambishi

Mines increased its workforce by 80 employees

(3% of its total workforce) (derived from MSD data
cited in ILO 2010). Furthermore, when NFCA

acquired Luanshya Mines in 2009 (in the midst of
the financial crisis), it hired almost 2500 employees,
whereas almost all of Luanshya’s employees had been
dismissed when Enya Holdings put the company
into care and maintenance the previous year (Thole
2010). Jinchuan’s investment in the Munali Nickel
Mine allowed 345 employees that had been made
redundant when Albidon closed the mine in 2009 to
return to their jobs (Lusaka Times 2010Db).

The fact that the Chinese investors upheld their
commitments during the financial crisis while

most other mines downscaled has given these firms
considerable political mileage, as is clearly evident
from the proceedings of the Parliamentary debates.
It could thus be argued that Chinese firms have

a greater capacity to sustain their commitments

and operations when faced with more unfavorable
economic conditions than most other companies.
As Haglund (2009) comments, Chinese firms can
provide better long-term stability due to their greater
security of access to comparatively cheap financial
capital. Chinese banks are, for instance, typically
less exposed to the performance of high-risk derivate
products and have greater access to the Chinese
government’s capital reserves (Kaplinsky et al. 20006;

Haglund 2009).

4.1.3 Government revenue generation

When the ZCCM mines were privatized, the
Government of Zambia signed ‘development
agreements’ with investors. These agreements

covered the conditions of sale and the obligations of
the investor and the government, and are valid for
15-20 years. The development agreements negotiated
contained more favorable terms than those specified
by the Mines and Minerals Act of 1995. For example,
the development agreements required companies to
pay 0.6% of mining revenue to the government as
royalties (as opposed to 3% required by the Mines
and Minerals Act). The agreements also stipulated
25% corporate income tax, various deductibles on
capital expenditure and exemptions from import
duties and levies (Lungu 2009). It is widely argued
that, at the time of negotiations, the government did
not have a favorable negotiating position, considering
its high fiscal deficits, political backlash from high
unemployment in the Copperbelt, the burden of
sustaining ZCCM (which at the time was making

a loss of approximately USD 1 million a day), and
pressure from donors to reform (Dymond et al.
2007; interview 9). However, soon after privatization,
global economic conditions improved and copper
prices reached heights not experienced in decades.
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Opposition parties and civil society increasingly
started protesting that the government was not
capturing sufficient revenues from Zambia’s most
value resources, while investors were making record
profits. The issue became increasingly politicized
and the ruling party lost all the urban seats in the
Copperbelt in 2006. Against this backdrop, the
government entered into fresh negotiations to alter
the prevailing development agreements (Lungu
2009). Faced with considerable resistance from the
mining companies, the government unilaterally
rescinded the agreements in 2008 and imposed a
more stringent mining tax regime with the passing
of a new mining law, the Mines and Minerals Act of
2008. Royalties were increased to 3%, income tax
increased to 30%, capital allowance was reduced to
25%, a variable income tax of 15% was introduced,
an export levy of 15% on unrefined copper and
copper ores/concentrates was imposed, and a windfall
tax was implemented (Zambian Parliament 2009).

While the mining industry conceded to most of the
amendments, it opposed payment of the windfall tax.
NFCA was one of only three companies that paid
the windfall tax that year (PriceWaterHouseCoopers
2011). For fear of disinvestment, the government
eventually relinquished its demand for the windfall
tax, as most companies had refused to pay (interview
10). Although NFCA had not publically opposed
these unilateral amendments, in 2010 Canada’s First
Quantum sought a USD 221 million reimbursement
(First Quantum Minerals 2010). The company
argued that the amendments were in contravention
of the ‘tax stability guarantee’ in the development
agreement.

Of real concern for government revenue generation,
is the discrepancy between copper imports reported
by China and copper exports reported by Zambia
(both in terms of value and quantity) (as discussed
in Section 4.2). While significant discrepancies

are evident over the years, they were never as
pronounced as in 2009, when China reported
almost USD 570 million more copper trade than
Zambia. The major discrepancy lies in the reported
value of trade in unrefined copper, with Zambia
reporting zero exports to China and China reporting
USD 463.6 million in imports from Zambia.
Coincidentally, Zambia had imposed an export levy
of 15% on unrefined copper and copper concentrate
exports in the previous year (Customs and Excise
Amendment Act No. 2 of 2008). With the CCS
producing only blister copper,” this could imply a

7 Blister copper is unrefined, since it has not been electrowon.

significant loss in revenue for NFCA. It is not clear
whether NFCA was required to pay the levy, with the
government reportedly waiving the levy (temporarily)
for some companies as a result of the financial crisis.
Nevertheless, if the unrefined copper bypassed
customs, then that would imply a revenue loss to
Zambia in the order of USD 70 million. Additional
research would need to be conducted to determine
the precise cause of these discrepancies; they could

be the result of illegal export, corruption, or merely
administrative shortcomings of Zambian customs.

Although there is no evidence of NFCA negotiating
special incentives with the government, the firm is
reported to harbor strong ties to central government,
both as a result of its investment commitments and
the strategic relevance of Sino-Zambian diplomatic
relations. For example, in 2010 NFCA refused to
pay 8.4 billion kwacha (about USD 1.75 million) in
property taxes to the Kalulushi District Council (the
district in which it operates), despite having a legal
obligation to do so. According to a district councilor,
NFCA claimed that they were still not making any
profits so could not afford to pay the tax. When the
district council sought support from the Ministry of
Commerce, it was told to leave the Chinese alone
“as it is against government policy to quarrel with
them” (interview 7). Although this example does
illustrate some degree of abuse of political influence
by Chinese companies, the widespread refusal to
pay windfall taxes by Western companies and their
resistance to the mining reforms illustrates that
misuse of bargaining power is certainly not unique to
Chinese companies.

4.1.4 Multi-facility economic zones

As part of the Zambia Development Agency Act of
20006, the government promoted the development
of Multi-Facility Economic Zones (MFEZs).

The objective of MFEZs is to promote exports,
manufacturing and technology transfers. In 2008,
the Chinese and Zambian governments signed an
agreement to develop Zambia’s first MFEZ (and
China’s first economic processing zone in Africa), the
ZCCZ, on 1158 ha of land within the Chambishi
Mine area. The ZCCZ, developed and operated
under the control of NFCA, will house six different
mining subindustries: mining and smelting, wire and
cable processing, processing of derivate products,
manufacture of building materials, mining support
services, and employee social infrastructure (ZCCZ
2011). The zone is expected to generate annual
revenues in excess of USD 15 billion, provide

6000 jobs, and generate about USD 1 billion in
capital investments (ZCCZ 2011). The zone was
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planned to house more than 50 companies by 2013,
and 20 companies had begun operations in the zone
by the end of 2010 (ZDA 2010c). Although the
zone is open to companies from all nationalities,

all companies that had been approved to operate in
the zone by late 2010 were Chinese (interview 11);
the ZCCZ website is also only in Chinese.

In 2010, ZCCZ began development of another
MFEZ located on 570 ha of land adjacent to the
Lusaka International Airport, to complement
activities at the Chambishi MFEZ (Z]JT1IS 2010).
Four other MFEZs are currently under development,
including one at Lumwana Mines.

The big draw of these zones is the myriad of special
incentives that operators are eligible for, both

from the Zambian and Chinese side. In Zambia,
companies established in an MFEZ are effectively
considered to be operating in a ‘priority sector’ when
investing in excess of USD 500,000, as detailed in
Section 2.3.1 (see Table 2).% In the case of NFCA,
these incentives apply to most of their operations

in Chambishi (e.g. CCS, Sino-Metals Leach,
Sino-Acid). There has been much criticism within the
government over the approval of the smelter in the
ZCCZ, since it is not considered to be a ‘pioneering
industry’ that would bring new capabilities and
opportunities to Zambia. As one parliamentarian
remarked, it is a form of “tax apartheid,” where

one smelter receives various tax incentives while
competing smelters outside the zone are not eligible
for the same (Zambian Parliament 2009). Although,
technically, the Chambishi Mine is located within
the MFEZ, with the NFCA considering it an integral
part of the ZCCZ, and could therefore be eligible
for incentives, it is unclear what has been negotiated
around this. Presumably, with the much disputed
mining tax reforms, it could create significant friction
with other copper mining companies should the
Chambishi Mine be exempt from these measures

by virtue of being located in an MFEZ. On the
other hand, NFCA has taken on the financial
responsibility of constructing ZCCZ infrastructure
(e.g. roads, warechouses, waste-management systems
and a power substation), while the government has
shouldered most of these costs in some of the other
MFEZs, including the Lumwana MFEZ and the
Lusaka South MFEZ. As such, it is conceivable that
NFCA has gained a superior negotiating position

8 Although these incentives were not provided for in

the Zambia Development Agency Act of 2006, they were
announced as part of the Zambia Revenue Authority 2007
budget presentation.

and was thus able to bargain comparatively favorable
conditions. Perhaps this may also have enabled
NFCA to dictate which firms qualify for ZCCZ
investment — partially explaining why only Chinese
firms are established in the zone, though this is
entirely speculative.

Giving Chinese firms an even greater comparative
advantage is the support the Chinese government
affords Chinese companies to establish themselves in
the ZCCZ. According to the ZCCZ (2011), these
include the following incentives:
o loans on concessionary terms from the Chinese
Development Bank
o preferential access to foreign exchange
« concessionary value-added tax rates and reduced
tariffs on machinery and equipment, building
materials, and components, etc. purchased
in China
« personal income tax reductions for
Chinese citizens.

The ZCCZ will contribute to employment
generation, value addition and foreign exchange
earnings, and generate much-needed investments in
technologically intensive tertiary industries. However,
the intensity of domestic industry linkages (both
vertical and horizontal) will likely not be significant,
despite it being the underlying economic philosophy
of the MFEZ (and of agglomeration economies more
generally). Considering that the zone is comprised
exclusively of Chinese enterprises, most of which

are auxiliary to and supportive of existing NFCA
mining and smelting operations, the development
runs the risk of becoming a virtual economic enclave.
Consequently, the zone could become an isolated
‘spatial fix’ of foreign capital (and perhaps even
cultural) accumulation, integrated more into the
global than into the regional economy.” Furthermore,
in addition to the risk of transfer pricing, as

NFCA becomes increasingly vertically integrated,

the government’s capacity to generate revenues is
undermined by the various economic incentives

on offer.'” However, this is not unique to Chinese
MFEZs, although it is a serious issue all the same.

4.1.5 Social and environmental impacts
As discussed previously, large-scale Chinese mining
investments have led to net employment generation,

9  For more detailed discussions on the topic, see Brenner
(1999), Harvey (2001) and Ross (2007).

10 Haglund (2010) notes that NFCA was the only one of five
mining companies he studied that did not provide the Zambia
Revenue Authority with audited accounts.
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and provided security during times when other
companies retrenched large parts of their workforce.
When the mining industry collapsed during the
1980s and 1990s, most unemployed mine workers
were forced to turn to alternative livelihood activities.
Many began small-scale farming in the region, which
led to extensive environmental degradation and
deforestation within the Copperbelt, and massive
encroachment onto ZCCM land, reserved for mining
activities (interviews 5, 12). While many ex-ZCCM
employees-turned-farmers have now been rehired at
the mines, many people continue to reside and farm
on land within the mining concessions. Although
precise numbers are unavailable, researchers found
most of the land not used by NFCA to be actively
farmed. As further expansion of NFCA operations

in the area was expected for 2011, most farmers were
requested to vacate the land on which they were
farming, without any form of redress (interviews 7,
13). One entire village within the Chambishi mining
area was to be displaced. According to the District
Council of Kalulushi, NFCA was not prepared to
engage in resettlement and rehabilitation of displaced
farmers. As a result, the council is now charged with
their resettlement (planned within the degazetted
Luano forest reserve), and will bear the expenses.

In addition, NFCA recently purchased a large-scale
commercial farm, the Mukulumpe Estates, which
adjoins its concession area. With the estates having
been inoperative since the 1990s, large numbers

of people have encroached onto the farm, who are
also set to be displaced. This also involves an entire

community, the resettlement and rehabilitation
burden of which NFCA refuses to bear.

On the basis of this failure on the part of NFCA to
accommodate surrounding communities, one can
question the comprehensiveness of the company’s
corporate social responsibility policies. Furthermore,
the Kalulushi District Council expressed its dismay at
the lack of support from the company, as the largest
employer in the district, towards social infrastructure
in the area. ZCCM, on the other hand, used to have
an important social and economic role in the region.
It played an integral role in the provision of medical
care and education, preventative services (e.g. HIV
and malaria), housing and housing amenities,
supported local economic and social activities, and
provided extensive training for local youths (Fraser
and Lungu 2007; interview 9). However, since
privatization these functions were shifted to the
district council, with additional (voluntary) support
coming from the mining companies. NFCA has

not taken up this role, failing even to adopt an HIV
policy (interviews 9, 10). Some of the other major
mines, however, do actively seek to replicate the
ZCCM model. For example, Konkola operates a
local economic development program and healthcare
facilities also accessible to non-employees, provides
various preventative care services, and has adopted a
detailed environmental sustainability policy (Muneku
and Koyi 2007). Haglund (2009) argues that since
Chinese mining companies in Zambia are mostly
state owned and their activities shaped by geopolitical
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considerations, they prefer to seek close links with the
state bureaucracy rather than with local stakeholders
in their pursuit of a stable operating environment

(in contrast to many other mining companies).

Thus they expect the state to “broker their social
contract.” NFCA’s refusal to pay their property

taxes to the district council is certainly illustrative of
their lackadaisical attitude toward corporate social
responsibility, and the influence that close ties to the
central government has brought them.

The negative environmental impacts of mining are
well documented. Copper mining, for instance,

can lead to water pollution, as acids and rock
residues from the concentration process enter the
water courses, causing sedimentation and siltation
and posing various health-related risks. The
copper-smelting process releases sulfur dioxide, which
can cause respiratory illnesses, worsen cardiovascular
diseases, change the soil chemistry and cause acid
rain. Open-pit mining in particular can lead to
extensive and permanent environmental degradation,
especially when not properly decommissioned, as
vegetation is cleared and top soil is removed. In the
case of NFCA, it acquired existing mining operations
in an area that has already suffered extensive
environmental degradation after decades of intensive
mining, high levels of urbanization and high farming
intensity. As NFCA is commissioning three new
mines (two in Chambishi and one in Luanshya), at
least one being open-pit, additional environmental
pressures can be anticipated. However, there is no
indication that NFCA’s environmental practices
differ in any substantial way from other mines, as its
mines are frequently inspected by ZEMA personnel
(interview 5). Furthermore, its smelter is fitted with
sulfur dioxide capture technologies and runs entirely
on electricity.

The impact of NFCA's activities is perhaps more
indirect. The Copperbelt has many large tailing
dumps (which look like mountains) that have not
been processed for safe disposal. When ZCCM
privatized its mines, most of these dumps were not
acquired by the companies and were left under the
control of ZCCM. As these dumps continue to
hold traces of copper that could not be extracted by
ZCCM for lack of technological capacity, they were
considered to be of negligible commercial value.
However, with more sophisticated technologies,
Sino-Leach Metals has now started reprocessing these
dumps and a new market for tailings has emerged in
the Copperbelt. Although illegal, many small-scale

local miners are now mining these dumps. The police

between houses. Although NFCA cannot legally buy
tailings from unregistered miners, according to local
officials, it reportedly acquires most materials from
small-scale Chinese traders. For example, according
to a group of illegal miners near a dump in the town
of Chingola, the vast majority of illegally mined
tailings are purchased by Chinese merchants, who

in turn sell to NFCA. The group went as far as to
say that the police would not pursue them into any
of the Chinese compounds. Numerous small-scale
Chinese copper smelters were also said to be
purchasing the tailings. According to ZEMA records,
only one of these Chinese smelters had obtained an
environmental permit. Although rumors abound

of a large number of illegal smelters in Kitwe and
Chingola, researchers were only able to locate one
Chinese smelter that was operating without a permit.

4.1.6 Mineral prospecting

Although the number of large-scale Chinese
mining operations is limited to those operated

by NFCA and Jinchuan, a rapid expansion in
Chinese mining investments is expected in the
years to come, considering the number of Chinese
companies prospecting for minerals in Zambia.

The most extensive prospecting is being conducted
by Zhonghui, which has obtained prospecting
licenses for a total of 656,050 ha in Luapula,
Copperbelt, Central, and North-Western Provinces
(see Table 11). The company has pledged to invest
USD 5.3 billion in its mining activities over the next
10 years, focusing its investment efforts initially in
the area of Mwinilunga in North-Western Province
(interview 14). The deal, reportedly involving the
Chinese EXIM Bank, is said to include a copper
smelter and a hydropower station, and will generate
up to 34,000 jobs (Mulenga 2009). However,
according to the Mines and Minerals Act of 2008,
one company cannot hold prospecting licenses for
a total area exceeding 500,000 ha. With Zhonghui
operating through three different company names,
including Wang Wang Mining and Golden Lion
Mining, it has evidently been able to circumvent
these restrictions. Although the Ministry of
Commerce is aware of this, it is unlikely to apply
the law strictly considering the magnitude of the
pledged investment. Furthermore, there appears to
be some wrangling surrounding the allocation of
prospecting licenses to the firm. For example, one
of its licenses in North-Western Province overlapped
with a number of active small-scale prospecting
licenses (Silwamba 2010). While technically illegal,
according to the ZDA, preferential treatment should
be given to these types of companies since they are
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Table 11. Active large-scale exploration licenses allocated to Chinese companies.

Company Area Mineral Total area (in ha)
Zhonghui Mining Industry Zambia? Copperbelt, Luapula, Central, Cu, Au 656,050
North-Western
Hua Yuan Mining Central, North-Western, Luapula Cu, Ag, Au 204,162
Albidon Zambia Central, Southern Ni 202,430
China Mining Group North-Western, Western Cu, Co, U, Au, Ni 197,252
Tycoon Mining Industry Luapula, Northern Mn 194,907
Zambian Goldcommon Resources  Central, Eastern, North-Western Cu, Fe, Bi, Au, Ni, U 166,770
Holdings
Jinchuan Group Mining Northern Cu, Co, Ta 156,872
Corporation Zambia
Jin Ding Mining Copperbelt, North-Western Cu, Co, Ag, Au 133,281
Long Jiang Non-Ferrous Mining Copperbelt, North-Western Mn, Cu, Fe, Co, U, Au, Ni 97,341
Zambia
Hanyang Mining Zambia Northern Cu, Co, Au 93,686
Qiuzhang Investment Company North-Western Cu, Co, Ag, Au 82,284
Sino-Kasempa Minerals - u 56,437
Jilin Nonferrous Mining Zambia Eastern, North-Western Mn, Cu, Co, Ag, U, Au, Ni 40,567

a Includes company subsidiaries operating under different names (e.g. Wang Wang Mining and Golden Lion Mining). Note: This

list may not be comprehensive. The database from the Ministry of Mines and Minerals does not specify country of origin of license
holders, thus only those companies were included that researchers were confident were Chinese. Ag = silver, Au = gold, Bi = bismuth,
Co = cobalt, Cu = copper, Fe =iron, Mn = manganese, Ni = nickel, Ta = tantalum, U = uranium.

Source: Ministry of Mines and Minerals (2010b)

in the Copperbelt have been trying to crack down reportedly have traces of uranium, there could be
on this practice, with many illegal miners having a tremendous public health risk from exposure to
already lost their lives as a result of collapsing radiation (interview 10). In some of the townships

dumps. Furthermore, since some of the dumps in the Copperbelt, tailings can be found lying openly
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able to bring in considerably more investment than
companies operating with a small-scale prospecting
license (interview 14).

Other major Chinese prospecting operations include
those by Hua Yan Mining, Albidon, China Mining
Group, Tycoon Mining and Zambia Goldcommon
Resources Holdings. Although the focus has been
on copper, some of these companies are exploring
for other minerals. For example, Tycoon Mining is
targeting manganese, while Goldcommon Resources
is targeting gold and uranium. According to the
corporate website of Goldcommon Resources,

the company has 40 exploration licenses for an
area exceeding 2 million ha. These figures were
confirmed by the company’s public relations officer
in Lusaka (interview 15). However, according to
data from the Ministry of Mines and Minerals, as
of mid-November 2010, the company had only
obtained five exploration licenses for an area of
166,770 ha. It is impossible to assess whether these
are exaggerations on the side of Goldcommon
Resources or whether the company, like

Zhonghui, might be operating under a number of
different names.

Although researchers did not travel to North-Western
and Luapula Provinces (where most of these
exploration licenses are held) to appraise the
potential impacts of exploration activities, there

are a number of long-term risks associated with
these investments. Most of the exploration licenses
allocated to Chinese firms are located in heavily
forested outpost provinces. Although exploration
activities (e.g. trenching) may have limited impact
on the environment due to their small scale, should
these companies decide to begin large-scale mining
activities in these areas it could have far-reaching
environmental impacts, both direct and indirect.
For example, should Zhonghui hire 34,000 people
in North-Western Province as projected, the
impact of indirect land-use change, as employees
seek housing and engage in supplementary

farming activities, should not be underestimated.
Furthermore, improved access to these regions and
new economic opportunities could engender various
demographic shifts, and make these areas more
attractive for logging. Some of the areas allocated
for exploration also have a high concentration of
illegal mining activities, for gemstones in particular.
With the coming of large-scale exploration
activities (and eventually mining), these artisanal
miners will need to seek alternative livelihoods.
Goldcommon Resources indicated, for example,
that large numbers of illegal miners were operating

within their concession areas. It was attempting

to remove these, with the full support of local law
enforcement authorities but with significant local
resistance. The company also indicated this to be

a major challenge for Zhonghui (interview 15).
Large-scale investments in such poorly accessible and
remote areas could also overwhelm local authorities
and their capacity to regulate such investments.

4.2 Chinese involvement in the
agricultural sector

Compared with mining, the agricultural sector in
Zambia has not been a major object of Chinese trade
and investment, in contrast to popular perception.
Although paltry in value compared with copper
exports, China has, over recent years, become the
largest importer of Zambian tobacco. The sector
serves mostly the international markets and China
accounted for 40% of the total export value in
2009. However, as with copper, the intensity of

this trade relationship depends strongly on who

is reporting the statistics (Figure 8). Although,
going by Chinese statistics, China is an important
trade partner, no evidence could be found of direct
Chinese participation in production; either through
proprietary farms or contract farming. The rapid rise
in tobacco production in the 2000s is not likely to
be a function of increasing Chinese demand, but of
an influx of white Zimbabwean farmers who were
displaced from their land in Zimbabwe as a result of
the land reforms of 2000-2003 (interview 16).

In the case of cotton though, China has been
involved more directly in production. In 2003,
Qindao Textile Holdings Group established

the Chipata Cotton Company, which by

2006 was operating two ginneries, supplied by
40,000 contracted cottons farmers, cultivating
about 50,000 ha (Chipata Cotton Company 2011).
Qindao Textile’s forays into Zambia began even
earlier, when in 1997 it began operating the Zambia—
China Mulungushi Textile Joint Venture in Kabwe,
with financial support from the Chinese government.
The textile factory was constructed by the Chinese
government in 1983, envisaged initially as a turnkey
project. Having become the largest textile company
in Zambia (supplying mostly school and army
uniforms), with almost 1000 employees, the ginnery,
ceased operations in 1994 as a result, ironically,

of increasing competitive pressures from cheaper
Asian textiles (Peoples Daily 2003). In 1997, Qindao
Textiles took over operations but, despite significant
investments and efforts to develop its complex into
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Zhonghui Mining explorative drilling, Copperbelt, Zambia
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an export-oriented industrial park, in 2007 the to almost all factory employees losing their jobs, the
factory once again closed its doors due to profitability ~ factory’s closure also implied the downfall of the
issues (Carmody 2009; Kapekele 2010). In addition Chipata Cotton Company, which was supplying the
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factory with raw materials. Since the Chipata Cotton
Company exported all its excess cotton to China, its
closure also caused the China—Zambia cotton trade
to dry up (as is clearly evident from Figure 9).

While tobacco is the only major agricultural
commodity exported to China, a number of
Chinese-owned farms are operating throughout

the country. The oldest of these farms is the
China—Zambia Friendship Farm established in
1988, operated by the state-owned China State Farm
Agribusiness Corporation (CSFAC) (Bastholm and
Kragelund 2009). Situated near Lusaka, it cultivates
barley, maize and soybeans for the domestic market
on 667 ha (Freeman et al. 2010). CSFAC now also
operates one of China’s largest farms in Africa, the
3500 ha Jhonken Friendship Farm, which cultivates
vegetables and raises cattle, cows and chickens
(Spring 2009). The farm reportedly supplies 10% of
the eggs consumed in Lusaka (Spring 2009).
According to Chinese reports, in 2008, 15 farms were
operating in Zambia, run by six different state-owned
enterprises, covering a total area of 10,000 ha
(Freeman et al. 2010). With all the farms reportedly
supplying the domestic market, “the argument that
China is investing in African agriculture in order to
secure the food supply does therefore not apply in
the short term in the case of Zambia, but it may still
be a long-term political objective” (Bastholm and
Kragelund 2009). While contributing to Zambian
food security, some argue that Chinese investments
in areas where Zambians have ample capacity only
displace Zambian-owned producers (Hare 2007;
McGreal 2007; interview 16).
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Although China, through its state-owned enterprises,
does invest in commercial agriculture in Zambia,

its role in the surge in large-scale commercial
agricultural investments by foreign enterprises is
marginal. As can be observed in Table 12, only

one of the recent large-scale farmland acquisitions
can be attributed to Chinese investors, with the
largest number of investments originating from

South Africa.

In recent years, Kaidi Biomass, a joint venture
between China’s Wuhan Kaidi and Zambia’s Biomass
Development, has been actively seeking to acquire
large contiguous areas of land along the TAZARA

in Northern Province. During a state visit by former
President Banda to China in early 2010, the privately
owned Kaidi Biomass signed a memorandum of
understanding with the Zambian government that
would see the company invest USD 3 billion in the
cultivation of Jatropha curcas Linnaeus for biodiesel
production, with a capacity to create 200,000 jobs
(Times of Zambia 2010). However, prior to this, the
company was already found to be actively looking

to acquire large areas of land. Initially seeking access
to a staggering 2 million ha (predominantly on
customary land), the company has ‘only’ managed to
obtain commitments from traditional landholding
authorities for about 300,000 ha. Of that, 79,300 ha
in Nakonde and Isoka Districts had been acquired for
the project by the government (interviews 14, 17).
Primarily seeking access to more strategically located
land along the TAZARA corridor for easy export,
the company refused large areas of land it was
offered in the more remote Mporokoso District.

== Exports to World (ZM reporting)
Exports to China (ZM reporting)

=t Exports to China (CN reporting)

2009

Figure 9. Cotton exports to China (in USD’000).

Source: Derived from COMTRADE
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Table 12. Selection of major farmland acquisitions in Zambia, 2005-2012.

Company Country of origin Sectoral focus Land area (in ha) Location
African Crops Germany Food 26,954 Southern
Bedford (ceased) Canada Biofuel 70,000 Northern
Big Concession Germany Food 1,200 (60,000 planned) Central
Biomax (ceased) Australia Biofuel 9,500 Luapula
Cenafarms UK Food 5,000 Various
Chayton Capital UK Food 16,985 Central
Emvest Livingstone South Africa Food 2,513 Southern
Ferrostaal Germany Biofuel 510,319 Northern
Kaidi Biomass China/Zambia Food and biofuel 79,300 Northern
Kasaya River Sugar South Africa Biofuel 15,000 Southern
MGM Farms South Africa Food 2,800 Southern
Neha International (planned) India Food (100,000 planned) Northern
Olam Singapore Beverages 5,866 Northern
Puzzolana India Biofuel 21,000 Southern
Zambeef South Africa Food 46,857 Central
Zambia Sugar/Illovo South Africa Food and biofuel 9,800 Southern
Zampalm South Africa Food 20,101 Northern

Source: ZDA. Based on data from Schoneveld (forthcoming)

The government, through the Ministry of Trade and
Commerce, has played an active role in facilitating
these land acquisitions, with Minister Mutati
personally touring the region with the investors to
convince traditional authorities to relinquish their
landholdings for the project (interview 18). Although
the project could generate significant employment

in one of the poorest regions of the country,
leasehold titling would imply that the land would be
reclassified from customary to state land, and would,
therefore, be removed from government control
indefinitely. Moreover, large-scale land-use change
would result in displacement of traditional livelihood
activities and extensive clearing of environmentally
significant miombo woodlands; however, this

is inherent to the development of greenfield
plantations."

11  After the field research, when Michael Sata was elected
president of Zambia in 2011, the land allocation to Kaidi
Biomass was reduced to 4000 ha. The remaining area of land
would be allocated once those 4000 ha were fully developed
(Schumacher, personal communications). Since the company
claims it cannot raise enough funds or develop the necessary
economies of scale with that land, it pulled out of the project;
however, company officials still remain hopeful of acquiring
the full extent of land when a more China-friendly president is
elected (Brautigam, personal communications).

4.3 Chinese involvementin the
forestry sector

There is increasing demand for timber from
various industries in Zambia, including from the
mining sector and the export of semi-processed
timber (JAICAF 2008). This has led to a duality
in the sector, where in addition to the extraction
of hardwoods, softwoods have been produced in
a number of plantations across the country; both
are utilized in the domestic markets, but are also

exported. The country’s largest softwood producer is
the parastatal company Zambia Forestry and Forest
Industries Corporation (ZAFFICO), which has
50,000 ha of industrial plantations (Ng’andwe and
Banda 2006; Ng'andwe et al. 2006; CFA 2010).
Ndola Pine Plantation also has 1092 ha of softwood
plantations and the Copperbelt Forestry Company
has 87 ha (JAICAF 2008). Zambia’s hardwoods are
part of the forests and woodlands that cover about
49.9 million ha (66.4%) of the country’s total land
area, with a total growing stock of 2.9 billion m?,
held in four dominant forest types: evergreen,
semi-evergreen, deciduous and other forests. Close
to 2.1 billion m® (72.4%) of the growing stock

is held in the semi-evergreen miombo-dominated
forests. The total volume of commercial timber has
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been estimated at 340.1 million m3, 256 million m?
(75.3%) of which is located in the semi-evergreen
forests. The distributional spread of indigenous
commercial timber availability varies greatly

across the country’s nine provinces, with the

largest quantities available in North-Western
Province (113.5 million m?) and Western Province
(59.8 million m?) (Mukosha and Siampale 2008)
(Table 13).

Between 2007 and 2009, the average annual
production volume of industrial roundwood in
Zambia was estimated to be about 1.3 million m? per
annum, up from approximately 500,000 m?® in the
early 2000s (Ng’andwe et al. 2006). Timber exports

earn Zambia USD 6-9 million in foreign exchange
per year (Figure 10), predominantly through the
export of sawn wood and, more recently, furniture.
According to Ng'andwe et al. (2006), sources

of forest revenue are broken down as follows:
indigenous forests (4.7%), plantations (7.3%) and
‘other modified indigenous forests’ (86%). The ‘other
modified indigenous forests” include areas providing
non-timber forest products. Timber production

in Zambia is carried out under the three forest
licenses, which include casual, pit sawing and
commercial concessions, all provided under the
Forest Act No. 39, Cap 199 of 1973 and the Timber
Export Policy and regulations. Under this statutory
instrument the export of non-finished timber from

Table 13. Distribution of commercial timber species by province.

Province Commercial timber by forest type (million m3)

Evergreen forest Semi-evergreen Deciduous forest Other forests Total
Central 0.0 44.5 1.5 0.0 46.0
Copperbelt 0.0 21.6 03 0.0 21.9
Eastern 0.0 9.1 18.7 0.0 27.8
Luapula 0.0 16.9 0.0 0.0 16.9
Lusaka 0.0 52 0.0 0.0 5.2
North-Western 9.5 99.9 29 1.2 113.5
Northern 0.1 216 14.2 0.0 35.8
Southern 0.7 2.5 10.1 0.0 13.3
Western 0.0 348 250 0.0 59.8
Total 10.2 (3.0%) 256.0 (75.3%) 72.6 (21.3%) 1.2 (0.4%) 340.1 (100%)

Source: Mukosha and Siampale (2008)
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Figure 10. Value of ‘wood and articles of wood’ exports from Zambia.

Source: Derived from COMTRADE
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Table 14. Differences between logging license conditions in Zambia.

Requirement(s)

License type

Pit sawing Concession
Letter of consent/recommendation
Tradition leadership (chief) Vv Vv
Local authority (district council) v N
Zambia Wildlife Authority if area falls into a Game Management Area Vv Vv
Letter of recommendation (forestry staff)
District forestry officer V
Provincial extension officer Vv
Certificate of incorporation
Certificate of incorporation as a registered company or cooperative in Zambia Vv
Registered company in Zambia v
Immigration status (if non-Zambian) N
Saw milling machinery
Proof of possession of pit sawing equipment v
Including value addition machinery Ve
Tax clearance from Zambia Revenue Authority P V
Map of the area of operation drawn to scale 1:50,000, 1:100,000, 1:250,000 with v N
detailed harvesting plan
Investment and plan of operation Ve v
Destination of application
Principal forestry extension officer V
Director of forestry v
Environmental report
Environment brief V
An EIA report as per provision of the Environmental Protection and Pollution v
Control Act of 1990¢
Proof of financial viability to run a logging concern V
Banking pledge —-75% of proceeds in Zambia v

Value addition machinery an advantage.
Now required for pit sawyers.
Pit sawyers do not need an investment plan.

anoo

Source: Forest Department, unpublished

Table 15. Logging operations in North-Western and Western Provinces (2010).

Timber extraction is a proscribed activity under Zambia’s EIA regulations. It has its own regulatory processes and fees.

Province Number of operators Licensed Logging capacity (m?3)
logging(ha)
Open woodland  Forest reserve Minimum Maximum
Western - pitsaw 17 5 33,000 3,960 19,800
Western — concession 10 1 55,000 6,600 52,800
North-Western — pitsaw 14 28,500 3,420 17,100
North-Western — concession 2 10,000 1,200 9,600

Source: Forestry Department (20113, b)
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natural forests and peeler and saw logs of any species
is banned (GRZ 1997). The issuance of timber
export permits is overseen by the Forest Department,
Zambian Revenue Authority, the Ministry of
Agriculture’s Phyto-sanitary Unit, and the Zambian
Bureau of Standards.

According to the Southern African Development
Community (SADC 2006a, b), traditionally the
major trading partners for Zambia were South Africa
and the other SADC countries, the European Union
and North American Free Trade and East Asian
countries. More recently, however, trade with China
has increased significantly. Since 2006, the Chinese
market has accounted for 10%-15% of total export
earnings from wood products. Based on official
figures, however, it appears that it is largely domestic
demand that is driving industrial roundwood
production.

In 2010, 41 pit sawing licenses and 13 concession
licenses were active in North-Western and Western
Provinces (Table 15). Although the two different
types of license provide the right to log in similar
areas, concession license holders have the legal right
to log approximately double the amount of those
holding pitsaw licenses (Table 14).

Pit sawyers face a number of problems in terms of
meeting the conditions of licensing, and pit sawyers
in Likulu and Kaoma Districts indicated that they
are often helped out by concessionaires. At times,
pit sawyers are so constrained that they cannot

meet the stipulated cut per month. Support from
concessionaires means that these entities can register
and provide some employment for local people, in
order to meet their monthly quota. While this may
be understandable, the failure by concession holders
in Western Province to meet the stipulated minimum
legal requirement of 6600 m? is not easy to explain
as they only logged 4101 m’ in 2010. Discussions
with pit sawyers in Kaoma District revealed intricate
linkages between pit sawyers and concession holders
(both Chinese and non-Chinese). The pit sawyers

allege that while there appeared to be no foreign
enterprises holding pitsaw licenses, the Chinese
company Flying Dragon Lumber operated with a
pit sawing license. In Western and North-Western
Provinces, two Chinese companies hold concession
licenses — Sikale Wood Manufacturers and
AfriZam Timber Trading — all other actors being of
Zambian origin.

Both Chinese companies, like most concessions
holders, are involved in logging and processing.
They are owned by the same family and linked to
SuZhou Golden Ocean Timber Products, based in
Shanghai. Both companies purchase timber from pit
sawyers, with AfriZam also sponsoring pit sawyers in
Likulu District. Another Chinese company, Flying
Dragon Lumber, has also been purchasing timber
from pit sawyers (interview 18). Pit sawyers openly
accepted that they often entered into unwritten
contracts with both Chinese and non-Chinese
companies regarding the purchase of logs, but
generally found that while Chinese companies often
offered low prices, payments were more reliable.

Although Zambia has a log export ban in place, the
Forestry Department claims that Chinese traders
often camouflage logs by putting planks on top and
on the sides of a container, so as to enable log exports
to China. Forestry Department officials admit that
the problem lies at the various customs check points,
where poorly remunerated officers are easily bribed.
Flying Dragon Lumber’s license was cancelled

in 2011 because the company tried to export
unprocessed logs. Although Chinese concessionaires
are the only foreign companies harvesting timber in
Western and North-Western Provinces, the scale of
their operations and the volume of exports to China
are comparatively small in relation to the total annual
national production volume. More research would
need to be conducted on the potential direct impacts
of their logging operations, their linkages with pit
sawyers and the extent to which their operations
support illegal logging and trade. As yet, little

evidence is available to arrive at clear conclusions.



5 Conclusion

While China and Zambia have had diplomatic ties
dating back to the liberation struggle in the 1960s,
and China has supported important development
projects in the country since, the relationship gained
a new intensity over the 2000s. This coincided with
China’s ‘Going Out’ policy and the initiation of

the FOCAC, which sought to stimulate Chinese
investments in Africa. The key areas of interest for
Chinese companies, many of which are state owned,
have been the mining sector and, to a lesser extent,
the agricultural sector. Chinese companies have been
investing heavily in mineral prospecting, copper
mining and smelting, and industries auxiliary to
mining. To further encourage value addition, the
Chinese and Zambian governments have agreed on
the development of China’s first economic processing
zone in the Zambian Copperbelt, centered around

the operations of China’s state-owned CNMC.

Chinese investments in Zambia have made valuable
contributions to the country’s economic recovery.
Most significantly, capital injections in the mining
sector have led to a rehabilitation of dilapidated
mining infrastructure while enhancing the country’s
production capacity through the construction of
new processing facilities and the development of
greenfield mines. The recapitalization of some of
the mines has improved Zambia’s trade balance and
contributed to the government’s fiscal earnings.
Moreover, in many respects, Chinese investors

have proven to be more reliable than their Western
counterparts; for example, during the financial
crisis and the copper price slump in 2008-2009,
Chinese companies continued to invest in Zambia.
Where all other major mining operations retrenched
large proportions of their workforce, and in

some cases ceased mining operations altogether,
Chinese companies upheld their commitments.
Chinese firms evidently have a greater capacity to
sustain their commitments and operations when
faced with unfavorable economic conditions than
most other companies; presumably, as a result of
extensive state support and greater security of access
to comparatively cheap financial capital. Chinese
banks are typically less exposed to the performance
of high-risk derivate products and have greater
access to government capital reserves. In addition,

Chinese construction companies, and arguably
Chinese development finance, have enabled Zambia
to upgrade its physical infrastructure, notably its
stadiums, roads and hydropower capacity. The
Zambian government is starting to show a preference
for Chinese project financing, despite it often

being tied to Chinese contractors. It is considered

to be a fast, reliable alternative to waiting years for
multilateral institutions such as the World Bank and
IMF to complete their due diligence.

While Chinese aid, trade and investment are
generally consistent with Zambia’s development
priorities (e.g. modernization, private capital
formation and economic diversification), some

do warn of the risks. The most publically voiced
concern is the supposed poor treatment of workers at
Chinese mines. A number of high-profile incidents
have caused many Zambians, and also government
opposition parties, to be highly suspicious of Chinese
intentions in Zambia. Although salaries at Chinese
mines have in the past tended to be lower than

those of other major mines, there is little concrete
evidence to support claims that Chinese companies
are more negligent of labor rights and health and
safety than other companies. This also applies to the
environmental performance of Chinese operations.
However, due to the government-to-government
nature of large Chinese investments, many Chinese
investors have in the past been able to exploit their
political leverage. Although the 2011 presidential
elections drastically changed the Zambian public
rhetoric toward China, the need to harness Chinese
diplomatic relations for economic ends continues to
strongly shape bilateral (power) relations. In addition
to relatively weak capacity to monitor investments

in the most general sense, such dependencies have
implications for the government’s capacity to
generate fiscal revenues from Chinese operations

and to impose excessively stringent conditions on
Chinese economic participation. Moreover, the
Chinese companies in Zambia show a clear tendency
to agglomerate (e.g. in tax-free zones), more so than
their Western counterparts, which is increasingly
leading to the formation of isolated Chinese

enclaves of capital accumulation — to the exclusion
of Zambian businesses and detriment of revenue
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generation. As Chinese enterprises increasingly
service one another (both horizontally and vertically),
few economic linkages with the domestic economy
are likely to materialize.

Another concern relates to the large areas of land
that have been allocated to Chinese companies

for mineral prospecting. This could lead to
environmentally detrimental land-use changes (both
direct and indirect), given the limited capacity of
Zambian environmental and investment authorities
to regulate such developments. Moreover, with
most new development concentrated in densely
forested and remote areas, the government will have
considerably less capacity to enforce regulations.
This is in contrast to, for example, the Copperbelt
where well-functioning institutional structures

have been developed through almost a century of
experience with the sector. Unprecedented inflows

of capital to these remote regions could also serve to
undermine local governance, as new opportunities
for rent-seeking arise. Such risks are substantial,
considering in particular the magnitude of pledged
investments and the reliability of Chinese companies
meeting development pledges. However, preliminary
findings from this scoping report give no reason to
suggest that such investments are likely to be more
or less sustainable than investments originating

from other countries. The greatest structural barriers
to inclusive and sustainable private sector-led
development in Zambia lie rather in the capacity of
the state to effectively manage and plan investment
flows and put in place enforceable social and
environmental safeguards. When such mechanisms
are in place, preliminary findings here would suggest
that Chinese participation in the Zambian economy
is integral to realizing its economic development and
poverty reduction objectives.
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CIFOR Working Papers contain preliminary or advance research results on tropical forest issues that
need to be published in a timely manner to inform and promote discussion. This content has been
internally reviewed but has not undergone external peer review.

This scoping study evaluates the nature, scope, and scale of Chinese trade and investment relations

in the primary sector of mineral-rich Zambia. It details how, despite diplomatic ties dating back to the
liberation struggle of the 1960s, economic and political relations between the two countries matured
only over the 2000s. This has focused primarily on the mining sector, with Chinese companies, many
of which are state owned, investing heavily in mineral prospecting, copper mining and smelting, and
associated (service) industries. With most investment activities targeting the mining sector, contrary to

popular perception, China’s direct participation in other primary sectors, such as forestry and agriculture,

is negligible.

With Zambia’s economy long struggling under external debts, Chinese investments have made a

valuable contribution to Zambia’s economic recovery. Most significantly, capital injections in the mining

sector have led to a rehabilitation of dilapidated mining infrastructure, while enhancing the country’s
production capacity through the construction of new processing facilities and the development of
greenfield mines. These investments have proven to be more stable and less subject to commodity
price fluctuations than their Western counterparts. Moreover, while Chinese investors are widely
criticized for their poor corporate performance, on most labor-related and environmental dimensions,
Chinese mines perform on-par with industry averages. Chinese investors do appear more inclined to
rely on close relations with the Zambian government and geographic clustering with other Chinese
investors to forge a favorable and stable operating environment, which could adversely impact on
their social responsiveness and government revenue generation. However, early evidence appears to
contradict many of the long-held assumptions about Chinese economic and political participation in
resource-rich countries.
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