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Abstract

As China is emerging as a force to reckon with in the 21st century it has formed
economic and political partnerships with a number of countries especially in Africa,
including Malawi. There are contending views on China’s role in Africa with some
viewing it as a neo-colonial power and others as Africa’s development partner.

This paper investigates how China-Malawi relationship has contributed to economic
development in Malawi. This limits the scope of the study to Chinese Government
investments directly dealing with the Malawi Government. The article analyses Chi-
na-Malawi trade patterns, the number of jobs created by Chinese investments and
other contributions by China.

Exploratory research design, aspects of descriptive research and mixed methods of
analysis is employed to uncover the nature of China-Malawi relations between 2007
and 2012. Using secondary data sources and interviews with principal trade officers,
the study found both positive and negative trends. The level of Malawian exports to
China is low compared to Chinese exports to Malawi. This entails trade losses for
Malawi which in turn has implications for development and also for the society that

*Theodora C. Thindwa is a Staff Associate at the Centre for Security Studies at
Mzuzu University in Malawi.
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Malawi is evolving into. Results also suggest that trade gains and losses are affect-
ed by the fact that China and Malawi are at different levels of economic develop-
ment.

Time series analysis shows considerable amount of China’s investments to Malawi
creating some level of employment for Malawians. Bivariate regression analysis
also reveals no relationship between investment levels and employment created.
This suggests the importation of Chinese labour into Malawi which leads to eco-
nomic losses for the Malawian workforce. China is also found to play a positive
role in other areas such as: health, education, agriculture and low cost infrastruc-
ture.

Overall China has a modest impact on Malawi. China comes out as both a neo-
colonialist in some areas and as a development actor in other areas. The study sug-
gests various options that could boast Malawi trade and development gains such as
addressing standards, supply and demand constraints and also aligning Malawi’s
educational system to its current trade and development needs.

Introduction

From the year 2000 African countries had begun to show faster growth rates due
to the global shifts in wealth and rise of emerging economic partners namely:
South Korea, India, China and Turkey, with China being the most dominant part-
ner [African Development Bank (AfDB); African economic outlook report, 2011;
Schiere, Ndikumana and Walkenhorst, 2011].

Trade has been increasing between Africa and emerging partners and stood at US$
673.4 billion already in 2011 (AfDB African economic outlook report, 2011). Af-
rica was able to withstand the global financial crisis better than many other world
regions, due to an increasing demand of Africa’s raw materials that fetched high
prices.

From 2005, Africa’s per capita income rose faster than that of higher income
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countries for the first time since the 1970s. However, poverty, inequalities and lack
of inclusive growth remain as some of the challenges for African countries.

Another issue is the influence emerging partners have on the domestic affairs of
African countries. The 2011 African Economic Outlook report with the theme
“Africa and its emerging Partners” points out that there is no proof that emerging
partners are negatively affecting governance, debt sustainability and industrialisa-
tion. On the contrary, Oyejide, Bankole and Adewuyi (2009: 486) are of the view
that there are both trade related gains and losses from Africa’s relationship with its
emerging partners. The impact of the gains and losses vary in terms of availability
of natural resources, external environment, inherent institutions and policy choices.

Africa’s relationship with emerging partners has had an effect on wages, interest
rates, manufactured goods, price of commodities and investment. This paper sets out
to answer three questions:

1. Has the China-Malawi trade relationship benefited both parties?

Figure 1: Africa’s emerging partners and their percentage share of Trade, 2011

Turkey, 6.5% "
Brazil, 7.1%

Korea, 7.2%

Source: OECD Development Centre calculations based on Comtrade in African
Development Bank (AfDB: 2011: 104)
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2. In what ways has China contributed to employment creation for Malawi?

3. What are the significant strides of development from the China-Malawi rela-
tions?

Research methodology and background literature
China-Malawi literature

Giovannetti and Sanfilippo (2009) in a study Do Chinese Exports Crowd out Afri-
can goods? An econometric analysis by country and sector investigate impact of
China’s trade on Africa via trade channel. Results show that overall trade balance
for Malawi is negative and therefore Malawi together with Kenya and Zimbabwe
are classified as losing from the trade. A competition analysis of China’s relation
to Malawi in comparison to Mozambique and Zambia depicted the following re-
sults. The level of threat that china presents to Malawi was measured at 64 per cent
in comparison to 73.4 per cent and 82 per cent for Mozambique and Zambia re-
spectively

Similarly, Villoria, Hertel and Nin-pratt (2009) explore the link between China’s
growth and the agriculture exports of sub-Saharan southern Africa countries
namely Malawi, Tanzania, Zambia and Mozambique. Study reveals that when
China reduces its import expenditure of agriculture goods there is up to a 3.58 per
cent reduction in agriculture exports of Malawi and Mozambique. This study re-
veals an important aspect since agriculture comprises 80 per cent of Malawian
exports. Furthermore, agriculture is one of the areas highlighted in China-Malawi
trade talks ( Chinese Embassy in Malawi, 2011).

Chinguwo in Baah and Jaunch (2009) examines the impacts of Chinese investment
in Malawi prior to the time Malawi switched diplomatic relations from Taiwan to
Mainland China. 19 Chinese firms are used as case studies. Results show that a
number of Chinese investors paid less attention to their workers welfare. For ex-
ample, workers would be considered absent when sick and no provision of protec-
tive working gear were made. The study does not show how Chinese investment
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and labour are linked with other areas of the economy
Analytical Framework

Since this paper looks at multi-dimensional issues it adopts Kaplinsky, McCor-
mick and Morris (2007)’s synthetic framework for assessing impact of China on
Sub Saharan Africa to guide the analysis. Trade flows, Foreign Direct Investment
(FDI) flows and aid flows are identified as the three main avenues through which
China affects countries in sub-Saharan Africa (table 3). However, this does not
mean that these are the only channels, since other channels of influence may arise
in other countries depending on contextual factors.

The synthetic framework enables analysis of both complementary and competitive
aspects of China-Africa relations on some specific dimensions. This helps in as-
sessing the overall impact.

Background of China-Africa relations

China-Africa relations have been evolving with China taking the leading role in
the direction of the relationship for both economic and political reasons since
1955.

The 1955 Bandung Conference is a precursor to the current relations as Chinese
premier Zhou Enlai encouraged solidarity in the fight for self-government and
economic self-reliance (Amphiah and Naidu, 2008; Obiorah, 2007 and Karumbi-
dza, 2007). From that time China was actively involved in supporting liberation
struggles by providing arms and ideological support especially in socialist African
countries such as Tanzania, Zambia and Zimbabwe. China also built the TAZARA
railway connecting Tanzania and Zambia. Its first aid program was launched in
1956 in Egypt (Ndulo in Amphiah and Naidu, 2008). High level exchange visits
were and are still an important feature of the China Africa relations. From 1976 to
1999 China-Africa relations was based on practical aspects of the Chinese econo-
my which was directed by China’s “outward looking strategy” in which china
sought to line up its economy with the global economy (Rutaihwa, and Mkawa,
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Table 1: A synthetic framework to assess impact of China on Africa

Direct Indirect
Trade Complementary Inputs for industries Higher global prices for
Cheap consumption of goods Sub-Saharan exports
Competitive Displacement of existing and | Competiion i extemal
potentiallocal producers by cheap | markets-failing prices and
Chinese products falling market shares
Production Direct Indirect
and FDI
Complementary Chinese FDI in sub-Saharan
Africa particularly in fragle states
Cheap and appropnate capital
goods, Technology transfer
Integration m global trade chams
particularly m clothing
Low-cost infrastructure
Competitive Displacement of existing and | Competiion for global
Potential local producers FDI and  production
Lesz spin-off to local economy | platformms.
than other foreign contactors Disinvestment and
Use of scarce resources relocation by other foreign
investors (gg. clothing and
furniture)
Aid Complementary Grants and concessional finance
Techmnical assistance
Traming
Competitive Chinese aid to Latin
America creates
productive capacity which
competes  with sub-
Saharan Africa producers
and lowers export prices

Source: Kaplinsky, McCormick and Morris (2007)

2011). It is worth noting that Wang (2009) in Borovska (2011) identifies three
stages of China’s engagement with Africa namely the political stage, idle stage
and commercial stage. This is shown in the table below.
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Table 2: Three stages of China’s engagement with Africa

Political stage (1955-
1970s)

Idle stage (1980-1990)

Commercial stage (1990- 2000s)

-Mainly political ties
-Infrastructure and
medical aid
-Determination to find
support for the third word

-China focusing on domestic
restructuring to participate in the world
economy to a larger extent.
-Developing a strong position at the
global level.

-Restructuring  China’s  domestic
£COonomy.

-Spreading political power less
important in this phase.

-China establishes its position as an
emerging economic power.

-Booming economy increases the need for
more natural resources and raw materials
such as oil, steel and Cotton found in Africa
involving:-

State Owned Enterprises(SOE) backed by
state to state deals

State owned at provincial level

-Private owned Chinese firms and small and
medium Chinese firms forced out of China
bv intense competiion. These see their
investments in low income economies as
opportunities to leamm about foreign
invesmment in less demanding global
markets.

-Chinese commercial ties with Africa
cemented at the Forum on China-Africa
Cooperation (FOCAC).

-Growing investments and financial flows
to numerous sectors and industries

Source: Borovska(2011) a

nd additions from Kaplinsky (2012)

While China has been evolving the way in which it deals with Africa nothing much
is said about how Africa has evolved. This seems to suggest the position of Africa
as being that of a passive actor in the relationship. This may in turn affect how the

benefits of the relations are shared between Africa and China.

Brief outline of Malawi’s economy

Malawi attained its independence from the United Kingdom on the 6 July 1964.
Malawi is a land locked country with a population of about 15 million. Malawi is a
country with diverse natural resources: land, water, forestry and minerals most of
which are still underdeveloped. Since independence, the structure of Malawi’s econ-
omy has been erratic. Growth rates higher in 1970, lower in 80s and 1990s and
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higher again after 2000(Mbekeani, 2004:215) In 2009 gross domestic product (GDP)
growth expanded by 7.6 per cent driven by agriculture, a newly commissioned urani-
um mine and information and technology.

Malawi economic structure is agricultural dependent with tobacco, tea, and sugar as
its most important export crops (UNDP, 2011: 32). As of February 2013, Agriculture
represents 29.6 per cent of GDP; the service sector contributes about 53.5 per cent
(estimate) up from 35 per cent in 2005 and industry contributes 16.9 per cent. Nearly
90 per cent of the population is engaged in subsistence farming. Recent explorations
by foreign mining companies have found deposits of rare earth, uranium, niobium
and bauxite (Mshali, 2009; World Bank, 2009).

In 2012 the real GDP growth slowed down due to the contraction of the agriculture
and manufacturing sectors. Slow growth is also attributed to a shortage of foreign
currency, lack of proper working institutions such as government and other private
institutions, drought and weak policies. Poverty, rising inequality and vulnerability
to external shocks remain challenges impeding on Malawi’s progress (IMF World
Economic Outlook, 2012; African Economic Outlook, 2012).

The Malawi government launched its development and growth strategy, the Malawi
Growth and Development Strategy MGDS II (2011-2016) in 2012 with the objective
of wealth creation and poverty reduction. It identifies six thematic areas namely sus-
tainable economic growth, social development, social support, infrastructure devel-
opment, improved governance and cross cutting issues such as capacity development
and gender (Malawi Government 2012. The paper will also briefly look at how Chi-
na has contributed to some of these areas and what it means for the development of
Malawi.

China-Malawi diplomatic relations

Malawi first recognised the Republic of Taiwan as representing China in 1967 under
the leadership of late Dr. Kamuzu Banda.

However, Malawi established diplomatic ties with China on the 28 December 2007
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under the “One China policy” thereby severing its 41 year old ties with Taiwan.
(Chinguwo in Baah and Jaunch (2009:273). According to the One China Policy the
People’s Republic of China (PRC) is the sole representative of China of which Tai-
wan is a part. This entails that under the “One China Policy” a country must sever
its ties with Taiwan if it is to establish diplomatic ties with China (Chiang, 2004)

The Malawi government justified the new ties on the basis that “China has become
an economic giant that a developing country like Malawi cannot ignore” (ibid: 273).
The Chinese ambassador to Malawi Lin Songtian justified China’s presence on the
basis of being able to contribute towards efforts to achieve national development
and improve living standards of Malawian people through job creation (Chinese
Embassy in Malawi, 2011).

On 13 May 2008 China signed a Memorandum of Understanding (MOU) with Ma-
lawi with the aim of enhancing investments and trade ties. Four priority areas are
identified in the MOU namely infrastructure, agriculture, education and public
health as areas of co-operation (Chinese Embassy in Malawi , 2011)

The Malawi China relation reached its climax in 2011 when all the major donors
pulled out due to the country’s poor governance and the erosion of democratic prin-
ciples (Thomas Reuters Foundation, 2011).

Under the circumstances, China was the only partner left after the withdraw of Ma-
lawi’s traditional development partners. The 2011 African Development Bank
“Africa Economic Outlook report” stated that “China is the single most important
emerging partner for Malawi” providing grants and concessional loans for various
infrastructure projects (AfDB, 2011:13).

China-Malawi bi-lateral relations and development assistance and investment
in Malawi

Trading with China with a population of about 1.35 billion could be advantageous
for Malawi as China provides markets for Malawi’s agricultural products (MITC,
2012). On the other hand China exports a wide range of manufactured goods and
processed products to Malawi (UN COMTRADE in International Trade Centre,
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2012).

Most of the studies on the impact of China-Africa trade relations show that there is a
trade imbalance between China and Africa, with more benefits accruing to China,
except for Zambia.

Ancharaz, Vinaye and Baboo,(2010); Ruitaithwa, Mkwawa and Ramadhan (2011);
Adewuyi et al (2010) all find that China’s exports to Africa has been increasing
while African exports to China have been steadily increasing but remain low com-
pared to the volume of China’s exports to Africa. For example, in Nigeria Adewuyi
et al (2010) find that in 2005 Nigerian exports to China totalled US$ 1.2 million
while Nigerian imports from China totalled US$ 13 million. Similarly, Ruitaihwa,
Mkwawa and Ramadhan (2011) finds that in 2010 Tanzanian exports to China stood
at US$ 643 540 while imports from China stood at US$ 866 040. But they do not
interrogate further what the trade inequality between China and Africa could mean
for the economic development issues of countries involved. Some of these studies
have not questioned how Chinese investments have contributed to employment of
the countries studied and whether they are in pro poor areas. Except for studies such
as that of Ruitaihwa, Mkwawa and Ramadhan (2011) which looks at sector distribu-
tion of Chinese employment in Tanzania. That study finds that Chinese investments
are capital intensive but have created jobs for Tanzania mainly in manufacturing
sector followed by construction and tourism sectors. Consequently, there has been a
positive contribution to economic growth and reduction of income poverty. Never-
theless, the Tanzania study does not show how many Chinese workers are employed
in these sectors. This could be due to the difficulty in finding reliable data from the
Chinese side on the total number of jobs created for Chinese workers in Chinese
investments.

In a nutshell, trade between China and Malawi has been increasing over the years.
China’s current ambassador to Malawi, Pan Hejun pointed out that the Malawi trade
volume with China was US$ 100 million dollars in 2011 representing a 400 per cent
jump over 2010. Furthermore, Chinese foreign direct investment (FDI) to Malawi
jumped from “US$ 0.96 million in 2006 to US$ 11.25 million by 2009 with over 55
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per cent of investments” in manufacturing sector (African Development Bank,
2011).

China pledged aid amounting to US$ 270 million dollars for a period of 5 years
from 2007 to 2012. However, it appears more than US$ 270 million dollars has been
provided. Assistance from China is complementing the traditional donors especially
in terms of infrastructure development.

However, some of the projects are funded by Chinese government loans which Ma-
lawi government will have to pay back. This in turn raises questions of Malawi in-
creasing its debt burden and its implications for inter-generational debt. On infra-
structure projects Chinese companies are the main contractors of the projects. This
seems to be the condition that China attached to its assistance to Malawi. These Chi-
nese companies have a significant share of Chinese workers. In some cases con-
struction materials and equipment also comes from China (African Development
Bank, Economic Outlook Report, 2011).

As of September 2012, 196 Chinese firms were registered with Malawi Investment
and Trade Centre in manufacturing, tourism, services, building and agriculture.

Table 3: Chinese investments by sector as of September 2012

Sector Number of companies
Manufacturing 132

Tourism 15

Services 37

Agriculture/ farming 8

Import and Distribution 1

Building and bore hole drilling 2

Mining 1

Total 196

source: MITC, 2012
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Heterogeneous nature of Chinese presence in Malawi

Kaplinsky et al (2007) and McNamee ef al (2012) argue that China’s presence in
Africa reveals different layers: individual Chinese traders, private Chinese investors
and also state backed investors all trying to make the most of opportunities in Africa.

There has been a mushrooming of Chinese traders in district trading centres in Mala-
wi as either shop owners or general merchandise traders. This has created tensions
with local traders as local businesses are no longer profitable since Chinese traders
offer cheaper prices. In response to this, the government of Malawi introduced the
Business Licensing Act of 2012, which prescribes the types of investments foreigners
can engage in the rural areas of Malawi. Foreigners will be allowed to operate only
in the main cities and have to apply for permits with a deposit of US$ 250,000 as
initial capital (World Bank Doing Business, 2012; Ngozo, 2012). Chinese ambassa-
dor to Malawi pointed out that

It is up to the Malawi government to thoroughly screen the Chinese nation-
als willing to invest in the country. These are small vendors and why should the Ma-
lawi government allow them to do business? They are capitalising on government's

failure to screen foreign traders."”

Chinese Embassy in Malawi supported the new law. It seems the Chinese traders are
not part of China’s policy for Malawi as they migrated to Malawi for their own indi-
vidual business gains.

Analysing the China-Malawi economic relationship

The different economic sizes of the two countries and overall growth have an impact
on the relations of the two countries. While both China and Malawi are developing
countries, they are not equals. Malawi’s economy is largely agriculture based as ex-
plained in the introduction while China has grown to become an industry based
economy with a strong manufacturing base. China is bigger geographically, popula-
tion wise, as well as economically. As a result, allocation of resources to various
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areas of the economy is also different depending on the peculiar problems faced
by each country. Each country could gain or lose from the relationship depend-
ing on the capacity of the economy.

In general, exports from Malawi to China have been increasing. But the percent-
age share of Malawi’s total trade with China has been fluctuating from 13 per
cent in 2007 down to 8 per cent in 2008 and further down to 7 per cent in 2009.
This decline could be due to the global financial crisis of 2008/2009.

There is a trade imbalance which is in favour of China. This is because Malawi
exports primary unprocessed products, which are subject to price fluctuations at
the global level. On the other hand, China exports manufactured value added
goods, which fetch high prices due to the value addition.

On the Chinese side, imports from China to Malawi are mostly value added
products. The imports to Malawi from China have also been increasing. In terms
of percentage share, China has a higher percentage share of trade with the high-
est in 2009 at 93 per cent, compared to exports to China at 7 per cent. In 2010,
import percentage share fell to 86 per cent, 80 per cent in 2011 and increased by
2 per cent to 82 per cent in 2012. China’s larger share of the imports to Malawi
is due to more penetration of its products which are diversified and in larger
quantities, taking into consideration the large size of the Chinese economy.

Development Implications of the trade imbalance for Malawi

Chinguwo in Baah and Jauch (2009) and the 2011 African Development Bank
Economic outlook report show both advantages of the China-Malawi trade pat-
terns. One of the advantages is that they provide increased employment and eco-
nomic activities in Malawi. Chinese goods are also relatively cheaper and there-
fore may increase the consumer welfare especially for the poor who are able to
derive benefits from a cheaper version of a product.

However, the benefits from trade are not as significant for Malawi since the bal-
ance of trade favours China over Malawi. This state of affairs has implications
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Table 4: Valoe and Percentage share of China-Malawi trade (2007-2012)

2007

Value in USS

Quantity

Percentage
share of
trade

Klalawri's total
China

axports to

EATI 08

N/A

I35

Total imports from China to
hlalawri

IT 10753

N/A

875

Trade Balanca

- 34 78987

2008

Malawri's total
China

axports to

3,087,256

&%

Total imports from China to
hlalawri

VB IIE 343 ET

8l 458613

1%

lrads Balancs

TI0T0, 13735

IO AUL0ST

2009

hlalawri's total
China

axports to

TEET.IIT 8]

3305710

Total imports from China to
hialawri

105,019, 230.70

Trade Balance

TO0, 334 108 38

2010

Klalawi's total
China

sxports to

TI000,012.22

15,488,173

JE 5T

Total imports from China to
hialawi

197,115, 24000

308,992,679

206%0

Trade Balance

164,113 233.98

183,204,508

1011

Llalawi's total
China

axports to

39,680,972.59

57,496,818

2%

Total imports from China to
hlalawri

13347743477

124,932,822

80%

Trade Balance

173,796,462 18

167,436,004

2012

Klalawri's total
China

axports to

23773433

I%%

Total imports from China to
Nlalawri

1,066, 17254

8l%

Lrade balancs

818,341.61

Sowrce: Malawi Minizsoy of Trads, and author’s own calculation
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Table 5: Disaggregation of some of Malawi Exports to China

COMMODITY VALUE IN USS QUANTITY
Faw Sugar 1,1%0kilos
(20082011 34497031
Black Tea: fermented and partly fermented 206,274 kilos
(2009,2010.2011)

340,304 .74
Coffee: both roasted and not roasted 22,300 kilos
(2009.2010) 44.016.76
Cotton : carded’ combed and Cotton waste 3,898,719 kilos
(20082009 2010 and 2011) 271431490
Tobacco: stermmed, stripped and refuse 3,932,402 kilos
(200820002010 and 2011) 23,798, 331.53
TOTAL 27442025833 10,050,875
Source: miternational Trade Centre COMTRADE Database, 2012 and
Malawi Ministry of Trade and ndustry
Table 6: Disaggregation of some of the Chinese imports to Malawi
COMMODITY VALUE IN USS QUANTITY
Chiick lime and hydraulic lime 306305 18.015kilos
(2008,200920102011)
Gaszez and lubricating oil, rare gases, petrolewm oi | 86, 20827 380htres
and oilz obtained from bituminous mineral, distilled 33,492 kilos
and other fuels
(2010,2011)
Cigarettes and related 14.332.65 12, 340kilos

(2008.2009.2011)

Fertilizers, animal and veg fertilizer
(2008,20092010)

41.939.300.91

44,522,998 Kilos

Paving blocks of glass, for building, construction | 47314883 387423
purposes, base metal for bulding, prefabricated

building and its structural components

TOTAL 42,538,462.73 44,976,268

Source: International Trade Centre COMTRADE Database, 2012 and
Malawi Ministry of Indusiry and Trade and Tralac (Trade Law Centre).
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for development and also for the society Malawi is evolving into. Firstly, it implies a
replication of the dependency relationship of colonialism which left colonies exploit-
ed and poor, thereby leading to exploitation and underdevelopment. The situation
could lead to imported inflation and inflationary pressures of unemployment (in pri-
mary sectors exporting to China due to low income benefits).

In the long run the trade might inhibit growth of emerging local industries with nega-
tive consequences for creation of jobs if Malawi continues to import consumer goods
that could be produces locally. Consequently, Malawian society is evolving into a
society dependent on manufactured goods from China, which is not able to develop
its entrepreneurship and social innovation skills that could develop Malawi. There-
fore in the long term, the trade is unsustainable. However, it is worth noting that Ma-
lawi has benefited in other non-trade avenues, which will be looked at in detail later.

Reasons for low export penetration of Malawian exports to China

Results of Skype interviews followed by email conversation on 7™ February,2013
with three principal officials from the Malawi’s Ministry of Industry and Trade re-
veal that there are supply constraints, demand constraints and standards constraints
for the low export penetration of Malawi’s exports to China. On the supply side, the
reasons for low export penetration are quality of products and lack of value addition
as Malawi exports raw products which fetch low prices on the international market.
Low productivity has also affected the supply side in that the final output is either of
insufficient quantity or of poor quality. On the demand side one of the trade officers
pointed out that:

“Up to now people have no knowledge that their products can be exported
and even fewer understand the knowhow.” (Banda, 2013)

In terms of standards, poor quality of support infrastructure such as water, electricity
and transport, has a negative effect on export penetration. Another officer also high-
lighted the poor implementation of specific Acts. For instance, the Malawi Bureau of
Standards Act was developed with the sole purpose of ensuring that products meet
the standards and quality in Malawi.
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“despite having the Act the challenges are lack of metrological equipment
which are meant to test standards of specific imports such as Chinese imports to
Malawi.”

In addition, the high cost of production makes most of the Malawian products un-
competitive on the international market. Standards constraints that contribute to low
export penetration are the lack of accredited bodies for conformity assessment. This
delays exports and also prohibits exports. Lastly, most companies in Malawi do not
operate under economies of scale, thereby making access to larger markets difficult
and also making their products less competitive.

China’s Impact on the manufacturing sector: the case of the leather shoe indus-
try)

One of the Principal Trade Officer’s in the Ministry of Industry and Trade (2013)
also shared the preliminary results of an on-going study on China’s effect on manu-
facturing sector. Preliminary results point to the negative impacts of China on the
leather industry in Malawi.

One result is that there is an inverse relationship between shoe production by local
shoe companies and the influx of Chinese shoes in Malawi.

“Small and Medium Enterprises (SMEs) in Malawi make less than 1000
pairs of shoes annually compared to 100,000 pairs it used to make 20 years ago.
The shoe manufacturing sector used to employ more than 300 people about 20 years
ago, and now employs about 50 people. This is linked to the high demand of Chi-
nese shoes and lower demand for locally made shoes” (Malawian Ministry of Indus-
try and Trade, 2013).

Results also reveal that the presence of Chinese investors in the sector has not really
helped to improve the situation. This is because the Chinese investors “externalise
the raw hides and skins for their companies in China” (Malawian Ministry of Indus-
try and Trade, 2013).

Furthermore, there has been limited technology transferred in some sectors in which
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Chinese have ventures. Lastly, Chinese investment in Malawi is characterised by
labour importation from China in some sectors such as construction.

What Malawi spends in terms of GDP percentage to import from China

Malawi’s GDP in expenditure terms has been mainly used to import goods and ser-
vices from China. The ratio has increased from 1.23 to 1.42 from 2010 to 2012,
providing concrete evidence of Malawi’s increased import spending from China.
This entails an increasing dependency on Chinese imports which in turn increase the
negative balance of trade representing losses for Malawi.

Chinese contribution in job creation for Malawians.

In order to find out how China’s investment has contributed to employment creation,
two types of analysis were computed. Firstly, time series analysis to show the evolu-
tion of Chinese investments from 2005 to 2008 and secondly, bivariate regression
was computed to establish whether there is a correlation between investment and
employment created.

An interesting trend indicates the largest inflow of Chinese investment, mainly in

Table 7: Ratio of China-Malawi trade as a percentage of GDP

Exports Imports GDP (FFP) China’s ratio to GDP
2010 33.214.000.00 198.301.000.00 13.400.,000,00000 | - 1.23
2011 | 57.366.,000.00 224,610,000.00 13.980.00000000 | - 1.19
2012 ) 5922200000 | 263.620.000.00 14.380.000,000.00 ) - 1.42

Source: Ministry of Industry and Trade daia

manufacturing. This is in various areas such as shoes, slippers and agro-processing,
followed by investments in tourism and services such as photo processing, catering,
advertising and Chinese medicine. This implies that manufacturing ventures bring in
the highest investment in all the years.

Chinese investments are quite diverse in Malawi, ranging from manufacturing in
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various sectors, natural resource extraction, telecommunication, agriculture and ser-
vices. China has created a total of 13796 jobs from 2005 to 2012 which is a signifi-
cant number. Nevertheless, considering the total investment by China, the total em-
ployment generated has been very low.

In 2008, actual number of jobs created by Chinese investment was 2173, compared
to the expected number of jobs at 311 021.

Figure 2: Cross sectional graph on Chinese investments (2005-2008)

Time series evolution of Chinese Investment
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An interesting observation is that the largest numbers of jobs were created in 2011.
This is because the registered firms each pledged to employ a significant number of
Malawians. In the manufacturing sector (plastic plates) 3202 jobs were created, in
the tourism sector 2000 jobs were created, Agriculture (cashew) created 500 jobs,
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manufacturing (bicycles, electronics) 500 jobs and food processing created 600 jobs.
However, it is not clear if these figures are a true reflection of the total number of
people employed by the Chinese firms. The Malawi Investment and Trade Centre
reports that it is difficult to follow up the Chinese firms as most either change loca-
tion or cannot be traced, indeed a very worrying trend.

Bivariate regression analysis was also computed to establish whether there is a corre-
lation between Chinese investment and the number of jobs created (for 2005 to
2008). It is worth noting that correlation does not imply a causal relationship be-
tween the two variables: Chinese investment and jobs created. The value of the cor-
relation is represented by the Pearson’s correlation coefficient, R, ranged from 0 to 1.
The stronger the relationship, the closer the R will be to 1 and the weaker the rela-
tionship the closer to 0.

Table §: Total amount of Chinese investments and number of jobs created over the years

Year Total Chinese | Total jobs | Expected number of jobs calculated
investments in | created by | using 2008/2010 urban minimum wage
USs Chinese

investment

2005 4,890.000 1116

2006 10,742 400 1072

2007 12 383,000 2144

2008 2584 1890 2173 311021

2009 20188036 423 105754

2010 763,000 393 27644

2011 56,874 575 7290 20607

2012 21,420,000 200 77609

Source: computed from data provided by Malawi Investment and Trade Centre, 2012

Correlation values indicate that there is a relatively weak relationship between in-
vestment levels and employment for 2005 and 2006. In 2005 there was a relatively
weak positive relationship with R value of 0.186 and also positive similar relation-
ship was observed in 2006 with an R value of 0.246.
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From 2007 and 2008, there is a more positive relationship with the 2007 correlation
value of 0.514. In 2008, the correlation is much stronger with an R value of 0.953
Nevertheless, the correlation is not conclusive but simply reveals a trend that could
have been properly followed to 2012 if the data was readily available.

The paper finds that China has contributed to some job creation in Malawi but on a
very limited scale as compared to investment size.

China’s contribution to infrastructure in Malawi and linkages with Malawi
Growth and Development Strategy (MGDS 11)

China has been involved in a number of infrastructure projects funded under both
concessional loan arrangements and grants. China has funded and constructed roads
(Karonga-Chitipa Road), buildings such as Parliament building, an international
convention centre, and a hotel which are contributing positively to infrastructure
development. However, the question that needs further clarification is whether the
infrastructure developed is in the key productive areas of the economy.

African Development Bank (Malawi office) and government officials argue that
China is contributing to some of the key areas set out in the Malawi Growth and
Development Strategy (MGDS 1II). The recent development strategy (MGDS 1I) is
the road map for Malawi to reduce poverty through sustainable economic growth
and infrastructure development from 2011 to 2016 (Malawi Government 2012). The
six broad thematic areas are further broken down into nine' key areas. For instance,
infrastructural development, one of the key areas identified in the MDGS II. China
has contributed to this sector in the form of energy, transport (roads) and also to
information and communication as will be explained soon.

According to information published on the Chinese Ministry of Foreign Affairs web-
site (2012), on 26 June 2013, Malawi signed a US$ 667.233 million energy deal
with TBEA Chinese Company. The energy compact will facilitate construction of
additional power lines and the upgrade electricity transmission lines in Malawi. The
deal is to be financed by the China EXIM bank. This will contribute to addressing
one of the challenges facing growth in the industry sector in Malawi that of erratic
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electricity supply. The study also finds that one of the four power lines, the Kasungu
line, is expected to be in areas with mining prospects: limestone for cement, niobium
and other minerals. It can be argued that China displays its strategic thinking in line
with those who argue that China is in Africa to satisfy its resource needs. While elec-
tricity generation output for Malawi increases, it will at the same time enable China
to extract the natural resources for its own needs. Furthermore, China will be con-
tributing to one of the priority areas of the Malawi government: the mining sector.

Another facet of the energy deal is the coal fired thermal electricity project signed
between the Malawi government and China Gezhouba group Company (CGGC).
The coal project is expected to produce about 1000 megawatts of electricity and use
about 400,000 tonnes of coal annually.

The Malawi government, together with China, should have sought to develop other
clean sources of energy, such as the geothermal electricity potential that Malawi al-
ready has from its 21 hot springs located across Malawi (Dulanya, 2006).

China’s role in Malawi’s agriculture sector and prospects role in food security

In line with one of the areas of the MOU, China has contributed positively to the
agriculture sector. One of the criteria of Kaplinsky’s analytical framework, China is
complementing Malawi’s efforts by using its advantage in agriculture. The study
finds that one of the key contributions is the China-Malawi cotton project which is a
joint investment from China-Africa development fund. The cotton project involves
the China Colored Cotton Group and Qingdao Ruichang Cotton Industrial Co Ltd. It
is reported that the project benefits 100 000 local farming households, and provides a
significant contribution to the income levels of farming families as their cotton is
exported to China. Consequently, this has a positive impact on income levels of the
benefiting cotton farmers (Ministry of Foreign Affairs of the People’s Republic of
China, 2010)

Another aspect of China’s role in agriculture is the deployment of Chinese agricul-
ture experts and technicians through the China/Food and Agriculture Organisation
(FAO) SOUTH-SOUTH cooperation. As of April 2013, 18 Chinese experts were
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Table 9: Chinese Government pledge to Malawi and the projects involved

Project Amount in USS status

*New Parhament Building 40 mllion {In grants) completed

*#101 Em Karonga Chitipa road 35 million Completed m  December
2012

Construction of a 3 star hotel 00 million {concessionary loan) | completed

Cotton investment Project in Balaka 23 million Commenced on 237 June
2012

40,000 seater soccer stadiinmm 65 million (concessionary loan) | Cumently being constructed
i Lilongwe

University of Science and Technology | 80 million completed

building structures ( recent addition)

Construction of new Mimistry of Defense and | 4million dollar In the pipeline

Malawa Defence forces headquarters

Fumiture and wehicle for Govemment of | 300 thousand dellars completed

Malawi Ministry of Foreign Affairs (grants

and goods)

Kanyika multi commodity project( China | 220 million dollars Expression of letter of intent

Development Bank letter of intent to finance (LOT)y

feasibility

Buldng of 1,000 megawatts themmal | 300 mulion dollars MOU signed on 30T August

electncity plant 2012

Source: Chinese Embassy website in Malawi and media compiled by author

involved in field demonstrations and hands-on training. They were also involved in
agronomy; farm mechanisation; agriculture production and marketing; animal hus-
bandry; fisheries and aquaculture and also conservation agriculture, to mention a
few. The Chinese experts also contributed to capacity building of farmers and exten-
sion workers on modern farming practices. Some of the extension workers also went
on a study tour to China.

There are prospects that China can help in boosting Malawi’s food security. About
80 per cent of Malawian is dependent on subsistence agriculture and a few are in-
volved in commercial agriculture (FAO, 2003) Agriculture is also a source of food
and employment for the informal economy. China can extend its expertise to in-
crease the productive capacity of crops like maize, beans and vegetables which form
an important part of the diet for most Malawians. China can also look at agri-
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business potentials of some crops such as tomatoes and mushroom which can be
processed and packed within Malawi for export.

Role of China in Malawi public health sector

Chinese doctors have been working in various hospitals in Malawi. As of 2011, the
Malawi Ministry of Health reports that 17 Chinese doctors were working in Malawi.
An additional 9 doctors were working on the China-Malawi visual recovery project
(mostly cataract surgery) which mostly affects people in the rural areas of Malawi.
Chinese volunteers have also been working across the 28 districts of Malawi.
(Malawi Ministry of Health, 2013; Chinese Embassy in Malawi, 2010 )

China’s contribution to Malawi’s education sector

Similar to some of the studies, China has been providing study scholarships for Ma-
lawians to study at Chinese Universities in various disciplines. The scholarships have
been at bachelors, masters and also doctor of philosophy (PhD) levels. The Embassy
of the People’s Republic of China in Malawi, reports that a total of 142 Malawians
have benefited from Chinese government scholarships (2012). China Aid Data
(2011) and the Chinese Embassy in Malawi also report that China has provided
about 98 short study scholarships to Malawi government economic officials. As of
March 2011, more than 500 Malawian officials and experts have visited China or
attended short training programs. How the scholarships have contributed to Malawi’s
growth and development remains an area that needs to be studied in detail. This
could also be an opportunity for Malawi to emphasize scholarships in areas that will
match with Malawi’s needs of diversifying its economy.

Lastly, unlike other studies, this study finds that China has contributed in addressing
the structural problems in Malawi’s higher education sector by building the Malawi
University of Science and Technology. Construction of the buildings is now com-
plete and the university has been established on 17" December 2012 by an Act of
Parliament. The university will offer courses in health and medical sciences, applied
engineering and technology, earth and climate change science and also cancer re-
search. Currently, the university has about 153 undergraduate students and 26 post-
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Table 10: Framework assessing impact of China on Malawi

Direct

Indirect

Trade Complementary

Inputs for hlzlavwizn industriss

Cheap consuwmption of Chinsss gpoads
Providing space for Malawi to improve its
compatitive advantazs

Zero tariffs on §5 per cent of centzin sxposs
ta China

Participation in China's intemational trads
fains

“Higher global prices for Sub
Zzharan exparts {dissct
quatation from Eaplinsky =t
al, 20407)

Competitive

Diisplacement of existinz and potental loca
producers by chesp Chinsss products
Unaqual trads balance a5 tradeis in favour
of China

Mzlawi's non-valus added expors to China
versus China valus added expors to Malsd
Path dependemce: neo-colomialist trads
pattems

“Compstition in  extemal
markets-fziling  prices and
falling market sharss™ (dirsct
quatation from Eaplinsky =t
al, 2007 )

Investment’
others

Direct

Indirect

Complementary

Chinsss FDI Mzlzwrd seCtofs:
manufacturing construction, azricnlturs
Low-cost infrastmomre: rozds, schoaols
blocks to mention a few

Agriculturs  expertiss, technology and
invastmeants

study scholarships (shont term and lomg
termy and visits to China

Chinsse dactors in Malawi's publicheslth
Jabs for Malawizns mastly the poor

Foturs  effects
investments
Environmental sffacts
Interssnerational effects of
Chinsss investmants

of Chinsss

Competitive

Displacement of existing and potental loca
produoers

Leass spin-off to loczl economy than other
foseizn contactars

sz of soarce sesounces-cozl, timber
Environmentzl implications of resonsce
extrzotion and investments such s cozl
thermal plant
Importation of Chinsss labour

Aid Complementary

Grants and concessional financs
Tachnica] assistancs

Trzining

Infrastroctusz] finamcing

Competitive

Lonz term implications of loans:

interssnerational debt bondass

Sawrce: duthors nterprerarion of Explinsky framewark
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graduate students.
Conclusions and Recommendations

At the individual level, Chinese investments have been a source of income for those
employed in Chinese companies. At national level, in some instances Chinese invest-
ments have positively complemented the efforts of the Malawi government in terms
of low cost infrastructure, agriculture, health and education. This reinforces the
viewpoint raised in literature of China’s positive role in the development of African
countries. However there are negative effects in some instances, such as illustrated
by the effect on the development of the leather industry in Malawi and on trade pat-
terns.

Unbalanced trade patterns between China and Malawi are also of concern. Similar to
other studies, results of this study show that trade benefits for Malawi are low as
evident from the in-balance of trade between the two countries. This is an important
issue as shown in the development implications in the areas of creating inequality of
trade, import inflation and effects on Malawian society to mention a few. Another
observation is the focus on primary products in Malawi’s export basket compared to
diversified exports on the Chinese side.

Reasons for low export penetration of Malawian products into the Chinese market
are also highlighted, namely standards, demand and supply constraints. The Malawi
government and relevant stakeholders could consider the following options to ad-
dress the constraints:

. Firstly, address the limitations that reduce Malawi’s benefits from Aid for
Trade” such as the lack of alignment with national goals and local ownership
(Said and Mcgrath et a/, 2011). Aid for trade can also be channelled towards
building trade infrastructure, local capacity in terms of information, skills and
market access. In addition, it can be directed towards efforts to diversify the
export basket of Malawi which is currently composed of agriculture products.

. Secondly, there should be increased efforts to link trade development skills
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and the education sector from primary through to university level. This will
increase the skill base for government and related stakeholders. The educa-
tion sector in Malawi should also shift towards courses that develop entrepre-
neurship potential and encourage innovative thinking. Instead of being
trained to look for a job after studies emphasis should be on being trained to
become social and business entrepreneurs. The Chinese government can pro-
vide scholarship in areas in which Malawi is still experiencing gaps. At the
same time, standards regulating bodies should be trained on how they can
improve standards of Malawian exports. The standard bodies should also be
supported with up to date technology.

. Thirdly, Malawi should consider the prospects of interregional trade with
other countries in the Southern Africa Development Community (SADC)
region. Malawi can use its SADC membership to push for the removal of
barriers that still affect growth of regional trade. Malawi can also use eco-
nomic diplomacy tools (export promotions, investment agency, state visits
and embassies) to boost its trade. Veenstra, Yahop and Bergeijn (2010) find a
strong relationship between instruments of economic diplomacy and cross
border trade, but gains are increased by choosing appropriate instruments for
particular markets. Malawi can use the challenges it faces as landlocked
country to lobby for preferential trade access to certain markets. However,
Malawi has to ensure that its products and services are more diversified and
of high quality. Malawi can also use the existing diplomatic relationship with
China to negotiate for better terms of trade and more of diversified Malawian
products and services in the Chinese market.

. Lastly, as pointed out in the introduction by Oyejide, Bankole and Adewuyi
(2009) Malawi should look at how the availability of natural resources, exter-
nal environment and investment institutions and policy choices have influ-
enced its trade gains and losses with China so that the nation improves its
trade potential and benefits.
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The research also finds that there is no positive correlation between the amount of
investments by China and the number of jobs created. In some years there are more
investments but fewer jobs created. This suggests importation of Chinese labourers.
A total of 13796 jobs were created from 2005 to 2012 which is a positive contribu-
tion considering a large number of those in the informal sector. The Malawi Govern-
ment could sign an agreement with the Chinese embassy in Malawi outlining how
many Malawians could be employed, the specific sectors and the terms of employ-
ment. This would secure more jobs for Malawians and ensure transference of skills
over time. In addition, there should be a match between the technical school train-
ing and skills required for Chinese investments, so that importation of Chinese la-
bour is reduced. Furthermore, there should be a transfer of higher end job managerial
skills to qualified Malawians so that qualified Malawians are able to advance and
receive promotions.

There is room for China to do more to boost Malawi’s food security and encourage
local agribusinesses. Initiatives for local processing of products are underway by the
Malawi government but the challenge is poor packaging. China can come in to help
in this area so that the products meet export standards. Future scholarship can look at
the impact of China in each of the areas in details. China has also provided study
scholarships to Malawians. However, future studies can also look at areas of study
and how it has helped beneficiaries.

The overall conclusion is that China’s role in Malawi’s development is mixed with
both gains and losses for Malawi. But there is room for Malawi to benefit more from
the relationship. Malawi needs to have strategic and forward looking thinking so that
it benefits more than it currently does. Malawi cannot copy what China has done to
achieve economic growth and development. The Malawi government should develop
its potential by identifying what Michael Porter (1998) calls “clusters of develop-
ment” within the Malawian economy. The clusters will be the building blocks that
could transform Malawi. They can be identified by conducting research within Mala-
wi so that contextual issues are considered.
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The Chinese government also needs to deal with the Malawi government based on
Malawi’s level of development. This entails helping Malawi develop its potential in
the four areas of co-operation. China needs to take responsibility for the role it plays
in losses that accrue to Malawi. This will also help in shaping China’s international
image as it seeks to establish itself as a responsible global leader.

Endnotes

' The nine priority areas are agriculture and food security; energy and industrial
development; mining and tourism; transport infrastructure and Nsanje World Inland
Port; education, science and technology; public health, sanitation, Malaria, HIV and
AIDS management; integrated rural development; Green belt irrigation and water
development; child development, youth development and empowerment; climate
change, natural resource and environment management (Government Malawi
MDPC, 2012)

? The Organisation for Economic Cooperation and Development (OECD) defines
aid for trade as a tool to strengthen the productive capacity of developing countries
to deal with supply side constraints and also fill gaps in trade related infrastructure
(OECD, 2013)
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Annex A: Areas of Chinese Investments and Total number of Companies

2005 2006 | 2007 2008 2009 | 2010 | 20110 2012(up to July)
Manufacturing® 21 23 43 19 4 3 g 6
Trade(Tmport and | T N N - - - - N
Diztribution)
Faming 2 - - - - - -
Agrniculture - - - - 2 2 -
Tourtsm and | 1 4 3 4 - - 7 -
Hospitality
Services® 3 10 g 3 2 4 - 4
Infrastructure - - - - - - - 1
Apro processmg | - 1 - - 1 - - -
Mmmg - - - - - 1 - N
Total I3 3F L1 10 T | ] I3 I1

Source: Authors calculations from data obtained from Malawi Investment and Trade Centre.

* Few companies registered in 2011 and 2012 because of the political instability that
Malawi experienced. Major donors left following poor governance concerns leading
to the weakening of the Malawi currency, the kwacha and then the head of state died
in April of 2012.

b Manufacturing over the years has been in the following areas(shoes, textiles, feeds,
sandals, cooking oil, soft drinks, disposable paper, plastic plates, furniture, tannery,
food processing, detergents and blankets.

¢ Also includes agriculture equipment.

¢ Services have been in various areas: photographs, photo studio, restaurants, Chi-
nese medicine, construction, advertising, designing, tyre retrade, and pharmaceutical.
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Annex B: Sector, Total Chinese investment and employment levels for the year

2012°
Period Sector Investment level (USS) Employment level
New(approv) | New(INA) New(approv) | New(NA)
Jan 2012 Services(consultmg designing) 100,000.00 - 100 -
April 2012 Services(Tyre retrade) - 20000000 - 20
May/June 2012 | Manufacturing{fumiture) - 300,000.00 - 25
Manufacturmg(leather tannery) | 1,000,000.00 |- i) -
Tuly August TManufzcturmg(Textiles and | - 150,000.00 - 200
2012 Garments)
Manufacturmp(plastic PVC | - 20,000,000.00 | - 14
FW)
Tnfrastructure(buildings. roads 200,000.00 - 45 -
and borsholes)
September 2012 | Services(hardware and general | 22 000,000.00 | - 30 N
shops)
Manufacturmp{Plastic(FVC), 20,000,000.00 | - 14 -
footwear
Manufacturing(textiles md | - 150,000,00 - 200
garments)
TOTALS 43,300,000.00 | 21.250,000.00 | 279 479

Source: MITC, 2012

¢ From January to September 2012, US$ 43,300,000.00 was approved under the col-
umn ‘new approved’ with a pledge of creating 279 jobs. US$ 21,250,000.00 with a

pledge of creating 479 jobs has not been approved.
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