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Abstract

This research project is an investigation of the rise of China and policy implications for the Mekong
Region. It argues that the Mekong countries have been proactive in reacting to the economic and
political challenges stemming from China’s rise without being overly hostile, reactionary or protectionist
against China in a conscious effort to achieve a more balanced power relations in the region and to
enjoy economic prosperity with China. With this context in mind, the research examines the history of
China-Mekong relations, the impact of China’s rise on the issues of investment, trade, foreign aids
and Chinese migration in the Mekong Region. It also attempts to unpack China’s policies and

strategies toward the Mekong Region at the present and future trends.
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Background

Because the main theme for this workshop is the foreign aids and land concession, |
started to search the related information. Although there are many kinds of materials
referring to China’s foreign policy, there is no consensus of what purposes of China’s
engagement with foreign countries, especially toward the Southeast Asian countries.
Some argue that China is a revisionist state trying to challenge the hegemony of the
United States in Asia. Others say that China is really competing with Japan in order to
gain much influence in the region while still some just maintain that China’s strategy
toward neighboring countries is only to survive its domestic stability and to win the
friendship with Southeast Asian countries.

While anything may go, the position of this study is based on the premise that
China’s foreign policy is the extension of its domestic politics. And because | am a realist
in terms of international relations study, therefore, the approach or theory adopted here is
the neoclassical realism.

Basically, neoclassical realism conceptualizes power as a means to an outcome, not
an end in itself. For neoclassical realists, the dominant pattern of behavior that arises
from the exercise of power — that is, the foreign policy outcome, or the dependent
variable of its causal chain — is “influence-maximization.” This represents a key
innovation, and stands in contrast to the power-maximization of offensive realists and
security-maximization of defensive realists. Generally, neoclassical realists agree with the
classical realist dictum that interests are defined in terms of power, and that as the latter
increases, the former expand. Thus, for neoclassical realists, because increased resources
often give rise to greater ambitions, states are influence-maximizers, not
power-maximizers. At the same time, neoclassical realism posits that, as Randall
Schweller says, “complex domestic political processes act as transmission belts that
channel, mediate, and (re)direct policy outputs in response to external forces (primarily
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changes in relative power).”

Once understanding my theoretical basis, the title of my study is “China’s
Economic policies toward the Riparian Countries of Mekong River” and the research
result is divided into ten parts in the following:

. The foundation of China’s Regional Engagement since 21 Century
I1. China’s Perspective and Needs

I11. China’s Interest in Regional Energy Resources

IV. China’s Roads to Influence

V. China’s Foreign Aid Policy

VI. China’s Foreign Aid in Southeast Asia

VII. China’s Aid and Investment in Cambodia

VIII. Economic Land Concessions in Cambodia

IX. Foreign Direct Investment (FDI) in Land in the Lao PDR

X. Conclusion

Research Findings: An Excerpt

China’s Economic Policies toward the Riparian Countries of Mekong River

. The foundation of China’s Regional Engagement since 21* Century

In the fall of 2002, the Sixteenth Party Congress was held, and the ‘fourth generation’
leadership, after those led by Mao, Deng, and Jiang, began to move onto center stage and
to take over the formulation of Chinese domestic and foreign policies. The new
Secretary-General, Hu Jintao, delivered the Sixteenth Party Congress Report.

While saying that “We will continue to cement our friendly ties with our neighbors and
we will continue to enhance our solidarity and cooperation with other Third World
countries,” Hu put forward an important phrase, “yu lin wei shan, yi lin wei ban” (Z2#E£%
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?—, » ZEREEL %), that is “becoming friends and partners with neighbors.” Clearly, the
document put much emphasis on the importance of developing relationships with
neighboring countries.

The next year, Premier Wen Jiabao attended the China—ASEAN summit, which took
place in Bali, Indonesia. In his speech at the ASEAN Business and Investment Summit

on 7 October 2003, Wen added six more Chinese characters to Hu’s above-mentioned
guidelines: “mu lin, an lin, and fu lin.” (4 - 5" 7= d@y##) The so-called “mulin” means
to build an amicable neighborhood; “anlin”, to build a tranquil neighborhood; and “fulin”,
to build a prosperous neighborhood.

Premier Wen explained:

“To build an amicable neighborhood means adherence to the Chinese philosophy which
emphasizes benevolence, good neighborliness and harmony. Guided by the principles
that all countries, big or small, are equal and that one should live amicably with its
neighbors, China is ready to work together with its neighbors to foster stable and
harmonious state-to-state relations in the region.

“To build a tranquil neighborhood is to actively maintain peace and stability in the region,
to consistently enhance mutual trust through dialogue and cooperation, and to settle
disputes through peaceful negotiations, thus creating a peaceful, tranquil and stable
regional environment for Asia’s development.

“To build a prosperous neighborhood is to step up mutually beneficial cooperation with
the neighboring countries, deepen regional and sub-regional cooperation, and vigorously
facilitate economic integration in the region, thus achieving common development with
other Asian countries.”

Altogether, the new Chinese leadership uses 14 Chinese characters which are at the
core of China’s Asia policy.

I1. China’s Perspective and Needs

China is interested in building infrastructure and capacity to continue to feed its
economic growth. Furthermore, the skyrocketing price of oil is also exacerbating China’s
need and reliance on energy resources. These energy needs were the motivating factors
behind China’s decision to harness the hydropower of the Mekong River.
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China is currently building a series of dams on the Mekong River to meet its growing
need for energy. By the time China finishes these dams, the power from the Mekong will
provide approximately seventy percent of the electricity needed to sustain the nation at its
current usage.

China has a strong interest to cooperate with the Mekong Basin States for economic and
political reasons.

These interests stem from China’s desire to be both a regional leader in Asia as well as a
world leader and global power. To advance these interests, China has been economically
“playing nice” in the area. China is beginning to understand that their legitimacy as a
leader in the area could be undermined by being uncooperative with the other states in the
region.

China may undermine its cooperative image that it is attempting to portray by forcing
their will in damming the Mekong River and ignoring local treaties and other
international law conventions that regulate the Mekong’s use.

China has improved regional and worldwide perception of itself through its recent
economic moves to cooperate in the region. The most recent cooperation between China
and the Mekong Basin States is the free trade agreement that China recommitted itself to
at the Southeast Asia Summit.

This agreement has been built on the back of other acts, which demonstrate China’s
economic cooperation with the region.

For example, China has showed its friendly demeanors toward the regional states:
forgiving one billion dollars of Cambodian debt, providing preferential tariff treatment to
products from Cambodia, Laos and Myanmar, and cooperating with the Mekong Basin
States in creating an agreement to develop local transportation, an information
superhighway, and power trade.

Moreover, China signed an agreement with the Mekong River Commission to provide

hydrological information about the Mekong River to the Mekong Basin States in 2002,
and has engaged in cooperative behavior in South Asia to help overcome local rivalries
and to position itself as a driving force in defining the economic rules of the region.



There are two theories of why China was eager to have economic cooperation with the
region.

One is that China has decided to put aside local rivalries for the sake of regional stability.
Another is that China believes that cooperation with the region and the Association of
Southeast Asian Nations (“ASEAN”) gains greater influence and bargaining power with
the West. As long as China continues to cooperate with the region and the international
community, it is unimportant why China is motivated to cooperate.

On November 4, 2002, China and ASEAN signed the Agreement on Trade in Goods of
the Framework Agreement on Comprehensive Economic Co-operation, (the “ACFTA
Agreement”), which reconfirmed the commitment for a ASEAN-China free trade
agreement (“ACFTA”) by 2010. In fact, this agreement paved the way for China to
develop its economic infrastructure.

Another important indication of China’s willingness to cooperate is its “two corridors,
one ring” agreement that was entered in 2004, which proposed to blend the economic
efforts of the areas surrounding China and Vietnam.

This agreement lays out three areas where industry and labor are divided: “first, the Pearl
River Delta, electronics, telecommunications, and services; second, Yunan and Guanxi,
labor and capital-intensive industries; third, Vietnam, consumer market—Ilinking China’s
southern provinces of Yunan and Guanxi with Vietnam.”

The tripartite agreement between China, Vietnam, and the Philippines, which encouraged
cooperation in gathering data and searching for oil in the South China Sea, is another
example of China’s cooperation.

China, Vietnam, and the Philippines signed this agreement in 2005 as part of the
aftermath of the 2002 Declaration on Conduct of Parties in the South China Sea, which
China and ASEAN executed.

In short, the signing of ACFTA, the China-Vietnam *“two corridors, one ring” agreement,
and the tripartite agreement reflect that China has an interest in the stability and economic
viability of the region.

It also demonstrates that China is willing to coordinate economic development efforts by
dividing labor and production. The Mekong Basin States would benefit from providing
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labor and services to Chinese corporations. In other words, lower transaction costs in
dealing with these nations are also an incentive for China’s cooperation.

Key areas of functional cooperation include energy, security, trade and investment,
infrastructure development (road connection), financial assistance, and people diplomacy.

China’s charming aid diplomacy has gotten effective strong political support from the
region especially Cambodia.

Regarding the joint development of the Mekong River, China has been actively engaged
with the Mekong countries especially after Chinese representative attended the Mekong
Summit in Thailand in 20009.

At the meeting of Mekong leaders in April 2010 in Thailand, China agreed to provide
hydro-meteorological data concerning the operation of its dams on the mainstream
Mekong during the current dry season.

In June 2010 China allowed experts and policy makers from the Mekong region to visit
the hydropower dams located in Yunan Province in order to increase mutual
understanding and to.

In June 2010, China provided a training course on flood and disaster management for the
Mekong countries.

In general, China is strengthening dialogue and partnership with the Mekong countries in
managing regional public goods.
I11. China’s Interest in Regional Energy Resources

China is a huge importer of oil and its ability to secure oil, natural resources, and other
energy resources will provide China with a desired step toward energy independence.

There are three possible sources of energy that may attract China to the bargaining table:
first, the South China Seas dispute; second, the Gulf of Thailand dispute; and third,
undeveloped hydropower in Cambodia.

The first possible source of energy to be discussed is the South China Sea dispute, which
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involves some of the Mekong Basin States.

This dispute is complicated by the large number of parties that assert rights and claims to
the oil in the South China Sea. China’s most compelling claim to being a part of the
South China Sea dispute is through the Paracel and Spratly Islands. China’s claim to these
islands is undermined by its dispute with Vietnam over the ownership of the Paracel and
Spratly Islands.

A joint negotiating bloc made up of the Mekong Basin States and China may convince
China to negotiate and be advantageous to all.

The second energy interest is found in the Gulf of Thailand where a relatively
undeveloped area has the potential for large reserves of oil and natural gas. The dispute
centers on potential oil and natural gas reserves in an Overlapping Claims Area (“OCA”),
to which both Thailand and Cambodia have claims.

This dispute is important to both Thailand and Cambodia because escalating the dispute
may destabilize the region.

In 2007, Cambodia announced that it would triple the size of their navy to protect the
production of the oil in the area. Seeking a cooperative agreement for the development of
these oil and natural gas fields will be important in furthering the region’s energy
independence along with maintaining regional stability.

The third energy interest lies in Cambodia. Cambodia has the potential for harvesting
hydropower. In addition, Cambodia may encourage China to negotiate by licensing
Chinese companies to design and build the dams and surrounding infrastructure in
exchange for its cooperation.

Sharing technology and industry expertise will mutually benefit Cambodia and China.
The development of the Mekong Basin States’ hydropower potential will provide more
regional energy independence breaking down China’s and the Mekong Basin States’
reliance on foreign power sources.

IV. China’s Roads to Influence

China’s development of regional logistic networks is driven by both the fear of losing
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influence to other powers and the desire to create an open economic order in pursuit of
Chinese interests.

China has made impressive progress in unlocking its hinterland to neighboring countries.
By 2007, it had opened road transport at more than 60 border gates, paved 140 routes to
neighboring countries, and signed 10 bilateral and three multilateral agreements.

Starting in the south, the provinces of Guangxi and Yunnan have been turned into
interfaces with ASEAN. Vietnam will be linked up to the Chinese market with two new
railways.

The construction of a first track from Kunming, the Yunnan provincial capital, to Hanoi
started in 2006. The second track from Nanning, capital of the Guangxi Zhuang
Autonomous Region (equivalent to a province), to Hanoi was approved in 2009.

Both provinces concluded ambitious transportation agreements with Vietnam, and plans
were made to augment the number of bilateral roads from 14 to 28.

Yunnan in particular is positioning itself as a logistic hub. The objective is to arrive at an
“eight entries and four exits” (ba rujing, si chujing) matrix, with domestic linkages to the
cities of Chengdu, Nanning, Guiyang, and Lhasa, and new exits to Vietnam, Thailand via
Laos, and Bangladesh via Myanmar.

Between 2001 and 2007, about 1,500 kilometers of highway and 1,300 kilometers of
railway were added in Yunnan, most leading to border crossings. From there, China has
upgraded two highway sections to Myitkyina and Bhamo in Myanmar. China financed
preparatory studies for a new highway and a railway from its border to the Burmese
economic center of Mandalay.

In 2008, China completed the Third Route (R3) in Laos, which was partially funded by
Beijing and connects Yunnan with Thailand. In addition to roads and railways, Chinese dredging in the
Mekong River has made the river navigable up to the Chinese border for ships with a capacity up to

2,000 tons (except for a short period in the dry season.)

In 2006, China started exploring the options for an oil and gas pipeline to the coast of
Myanmar. The main incentive was building a more-effective supply system for the
provinces of Yunnan and Sichuan. In 2008, an agreement was inked to build the pipelines,
a gas collection terminal, and an offshore port for oil tankers near to Sittwe in Rakhine
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State.

Even airports have been an important part of China’s networking power. China has
helped to build airports in Cambodia, Laos, Sri Lanka, Pakistan, and Mongolia. But more
importantly, it has been vigorously promoting regional air services.

At Beijing’s initiative, working groups on regional air services were set up between
ASEAN and the Shanghai Cooperation Organization (SCO) in 2004 and 2007.

Since 2008, China has pushed for the China-ASEAN Air-Transportation Agreement
(AC-ATA), an “open skies” regime with the ASEAN countries.

The aim is not only to promote economic exchanges but also to allow Chinese carriers to
gain a larger market share in the region, to make them more competitive vis-a-vis peers
from Singapore and Malaysia, and to gain experience to become global leading players.

China also founded new direct-financing mechanisms with its Asian partners. The most
notable examples are the China-ASEAN Fund on Investment Cooperation and the
China-ASEAN Loan Program, both launched at the Asian Economic Ministers’ Summit
in Bangkok in 2009.

The fund, worth $1 billion (to be expanded to $10 billion later on), is a private equity
source to support infrastructure, energy, and construction in ASEAN member countries,
as well as backing technical cooperation between China and ASEAN members. The loan
is to be divided among ASEAN countries for the development of infrastructure in the
region.

In 2000, China proposed that GMS members—Laos, Myanmar, Thailand, and
Vietnam—increase the navigability of the Mekong River, which flows from Yunnan all
the way to southern Vietnam. Three years later, China hammered out an Agreement for
Facilitating Cross-Border Transport of Goods and Services.

Its comparatively strong position in terms of know-how and research permitted China to
dominate planning on technical committees, especially in the case of the GMS. Chinese
officials also have a strong presence at the secretariat level of the sub-regional platforms.

China now has specialized offices for all sub-regional programs. As a form of public
diplomacy, China has financed large conferences and business forums that focus on
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options for expanding trans-regional transportation grids.

China has thus become the main driver of regional and sub-regional initiatives on
transport, but it has cleverly left the ownership to others.

The Chinese approach enabled international organizations to move ahead with their
pan-Asian agendas, while these bodies in turn allowed the Chinese government to
develop cross-border linkages without straining its financial resources or raising any
suspicions of a new kind of mercantilist railway diplomacy. But Beijing still stresses that
its growing financial support strengthens regional integration within the ASEAN.

V. China’s Foreign Aid Policy

Foreign aid, also referred to as development assistance, is one of the most common
instruments used by governments to achieve foreign policy goals, especially since the end
of World War Two. Aid can attain many forms — mostly it comprises the transfer of
money, goods or services from one country to another.

Military assistance and food aid are among the earliest forms of foreign aid. In the last
decades aid projects with the ultimate goal of improving the infrastructure in the recipient
country have become increasingly common.

The general purpose of China’s foreign aid is: promotion of economic development and
welfare in poor countries. Yet, China operates under a set of “rules” of foreign aid, which
is also known as the Eight Principles for Economic Aid and Technical Cooperation to
Other Countries.

These eight principles, introduced in 1964 by Premier Zhou Enlai, are still an essential
element of China’s foreign aid policy today. In brief they are:

1. equality and mutual benefit of donor and recipient country have to be ensured

2. non-interference in internal affairs and respect for the state sovereignty of the recipient
country by not attaching any conditions to aid

3. interest-free or low-interest loans are dispensed

4. the main purpose of aid is to foster self-reliance of the recipient country

5. this is ensured by supporting projects that yield quick results in order to increase
revenues and accumulate capital of the recipient country
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6. development projects are carried out with Chinese quality equipment
7. technological assistance and professional training of local workers is provided

8. Chinese aid workers implementing the project locally are required to submit to the
local standard of living in the recipient country.

To uphold the Eight Principles the Chinese government provides a range of instruments
to mediate its engagement in developing countries — economically and politically.

This means Chinese economic programs are not aid in the pure sense. Instead many PRC
economic investments in developing countries can be considered as foreign aid rather
than direct investment, as they are secured by bilateral official agreements, do not impose
real financial risks upon the Chinese companies involved and do not result in Chinese
ownership of foreign assets.

Chinese aid is mostly bilateral (by China to a specific recipient state). The Chinese
government includes all the following actions in its foreign aid: credits for exports of
donor goods into the recipient countries, funding for cultural exchanges, and remittances
or private charity. But China provides little military or security-related assistance.

The Chinese government published it’s first white paper on China’s foreign aid policy in
April 2011. According to this white paper, there are three types of financial resources for aid:
grants (gratis aid), interest-free loans and concessional loans, which are defined by the white
paper as follows:

1. Grants finance the construction of hospitals, schools and other medium and small
projects of social welfare. Grants also facilitate technical cooperation and emergency
humanitarian aid.

2. Interest-free loans are used to help the recipient country construct public facilities and
launch projects to improve people’s standard of living. They have tenure of 20 years,
including five years of payment, five years of grace and ten years of repayment.

3. Concessional loans are provided for large and medium-sized infrastructure projects as
well as for projects generating both economic and social benefits for the recipient
country and incur interest payments. The current interest rate of China’s concessional
loans is between 2% und 3% with a period of repayment of 15 to 20 years (including
five to seven years of grace).

Chinese foreign aid is structured according to a complex top-down management system
involving several ministries and institutions.
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At the top level is the State Council making major policy decisions. Aid budgets, cash
grants above US$1.5 billion, all aid projects above RMB100 million (about US$12.5
million), aid to “politically sensitive” countries and any requests exceeding the annual
foreign aid budget have to be approved by the State Council.

Reporting directly to the State Council are three ministries involved in managing China’s
foreign aid: the Ministry of Commerce (MOFCOM), the Ministry of Finance (MOF) and
the Ministry of Foreign Affairs (MFA).

Besides these, the China Export-Import Bank (Exim Bank) is involved. Multilateral and
bilateral aid are managed separately. The Ministry of Finance is mainly responsible for
allocating donations to multilateral organizations, like grants to the UN agencies.

Further, it manages cancellations of foreign aid debts owed to China. It also drafts the
annual aid plan together with the Department of Aid in the Ministry of Commerce and signs
off any changes made to this plan.

The MOFCOM manages and executes bilateral foreign aid policies, issues grants,
interest-free loans and coordinates with China Exim Bank on concessional loans.

According to MOFCOM, the ministry has a mandate to “formulate and implement
China's foreign aid policies and plans, facilitate the reform on foreign aid provision
modalities, compile foreign aid programs, select foreign aid projects and organize their
implementations”.

These activities, as well as budgeting and data collection are mainly undertaken by the
Department of Foreign Aid in the Ministry of Commerce.

The loans issued by the Exim Bank directly finance projects carried out by Chinese
companies and are not managed via accounts controlled by host governments. This
procedure should guarantee the “economic benefits and the safe return of loans”.

Besides the three main ministries, functional ministries, such as the Ministry of Health
and Education, deploy staff for technical advice and are involved in training local staff in
recipient countries.

Due to the dispersion of responsibilities the system requires several interlocutors in
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different locations. The fact that aid management spreads across all these ministries
makes reporting and analyzing of aid more difficult.

Information on the volume and distribution of Chinese aid is therefore hard to identify
and was long kept a state secret. Various sources (mostly of Western origin) have put the
figures on Chinese aid commitments somewhere between US$1 billion and US$3 billion
annually.

Research of the NYU Wagner School revealed that the PRC’s foreign assistance and
government-supported economic projects in Africa, Latin America, and Asia amounted to
US$27.5 billion in 2006.

This high discrepancy in the projections of the volume of Chinese foreign aid has several
explanations. Firstly, no clear borderline between aid and commercial activities such as
trade and investment exists.

As a result, projects may be counted as aid that were actually FDI. Furthermore, Chinese
material and labor might have not been included in some calculations.

The secrecy of the Chinese government regarding aid volume has also several domestic and
international motives.

First, the Chinese government does not want to find itself under unwelcome pressure from
recipient countries demanding more or the same amount of aid that other countries receive.

Second, an officially confirmed amount of aid could provoke domestic criticism. China is
giving substantial aid to foreign nations while the homeland itself suffers from a low standard
of living. China is still a developing country, with per capita Gross Domestic Product (GDP)
in 2010 only around $4000. Disclosing too many details of its multi-million-dollar aid
projects could provoke political controversy.

Third, the Chinese themselves are unaware of the exact amount of aid given to developing
countries, as their aid is a mix of concessional loans with trade and investment financing.

China does not keep data on its assistance. Aid is part of larger packages of investments and
trade deals with recipient governments. Even Chinese labor is considered part of aid. China is
comparatively unorthodox in record keeping, as it is not used to Western levels of
transparency, in general.
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Fortunately, the release of the PRC foreign aid white paper in April 2011 has disclosed
information on the volume of aid, despite the above-mentioned reasons for secrecy, and
provided the world with the first official data on Chinese foreign aid.

According to this document, China has provided a total of RMB256.3 billion (~US$40
billion) in aid to foreign countries since 1950, including RMB106.2 billion (~US$16.3
billion) in grants, RMB76.54 billion (~US$11.7 billion) in interest-free loans and
RMB?73.55 billion (~US$11.3 billion) in concessional loans.

Chinese aid has gone to 161 countries in total, of which 30 were in Asia, 51 in Africa, 18
in Latin America and the Caribbean, 12 in Oceania and 12 in Eastern Europe.

About 80% of Chinese aid goes to Asia and Africa, which are the main areas of interest to
China.

While the release of the white paper has improved the information base on which
research may be conducted, the structure of China’s foreign aid is still difficult to
ascertain.

China’s foreign aid is partially driven by Confucian values. Confucianism covers values
and ideas regarding human relationships, social structures, virtuous behavior, and work
ethic.

The main Confucian belief in the context of foreign aid today is that the supreme goal of
government is to achieve a universal world of peace and harmony (da tong shijie <[A]
) by good governance. The mechanism for developing this universal community is to
build relationships with other communities, more or less powerful than China itself.

Five basic forms of human relationships in Confucianism come into play: (1) ruler to
ruled; (2) father to son; (3) husband to wife; (4) elder brother to younger brother; and (5)
friend to friend.

The relationship between China as a donor and the recipient country is considered as a
friend-to-friend relationship. In other words, Chinese foreign aid is an act of friendship
with the overarching goal of achieving global harmony.

In the context of this friendship the ideal ruler governs according to moral standards of
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benevolence toward the common people and hence will be able to maintain harmony in
the family, stability in a kingdom and peace in the world.

Relationships are in continuous development and need to be constantly cultivated. Here
the Chinese concept of guanxi (Ej% ) — most commonly translated as

“relationship” —comes into play. It holds that constant investment in relationships leads to
trust.

In essence, Chinese are striving towards superior government and would feel
embarrassed if their way of governing would involve naked self-interest. This ideological
thought is reflected in the approach towards Chinese foreign aid.

Confucianism is at the root of the definition of Chinese foreign aid (as evident in the
above-noted Eight Principles which also have a socialist base), reflecting the moral and
idealistic elements of China’s foreign policy thinking.

Such thinking is familiar from the perspective of traditional Chinese morality. Hence, the
Confucian framework influences the way Chinese foreign aid is practiced.

Another pertinent aspect of Confucianism is that it holds that leaders should rely on the
education of people to reinforce and further develop human ethics. This approach
correlates with Chinese foreign aid policy.

Further, Confucian thought provides the background for the concept of win-win
cooperation and of mutual benefit.

China’s aid to developing countries is driven by a variety of motives, of which there are
three main categories:

1. Economic motives: the securing of natural resources, such as oil, gas, but also copper
and other minerals as well as breaking into new consumer markets and hence
increased trade;

2. Political motives: the establishment of strategic diplomacy;

3. Ideological motives: formerly spreading the communist ideals, nowadays spreading
Chinese values and hence increasing China’s soft power — though less intense

compared to religious ideology or the West’s quest of spreading and strengthening
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democracy globally.

Simply put, economic and commercial interests are at the heart of Chinese aid motivation.
Primarily, the need for natural resources and raw materials (petroleum, minerals, food
and fiber) drive China’s foreign aid today. After surpassing Japan in 2003 and the US in
June 2011 China is now the world’s largest energy consumer, with a 19% share of the
global total.

Two-thirds of China’s oil is imported from the Middle East. Beijing has started to search
for new oil suppliers. Most of them have been found in Central Asia, Latin America and
Africa; this is also where most of China’s aid goes.

Another objective of China’s foreign aid, which is closely linked to its commercial
benefit, is opening up new export markets for Chinese products and helping PRC
companies to invest and set up manufacturing plants in foreign markets. Hence, foreign
aid can be considered as a means of conducting business.

The third major objective of China’s foreign aid is linked to strategic diplomacy. Here
China follows objectives concerning its standing in its own region — East Asia and
Central Asia — but also global diplomatic strategies. The central regional objective of
China’s aid is the isolation of Taiwan.

Besides Taiwan, an impetus for Chinese aid provision is to garner support in international
organizations, such as the United Nations.

China wants to position itself as a strong power in the international community, and
increase its structural power and its legitimacy. In this respect, aid projects should bear
witness to China’s influence as a leader in the developing world. The public relations (or
propaganda) value of aid becomes apparent.

The fourth overarching motive of China’s foreign aid is the improvement of the
appreciation and esteem of Chinese culture and values. China seeks to expand its
international influence and with it its soft power (ruanshili,fi{ € ]7) through aid. The
win-win approach, as well as the idea of a “harmonious world” spreads Confucian values
and principles.

Chinese foreign aid policies do not involve conditionalities that typically accompany
Western aid concerning human rights performance, economic management or state
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sovereignty of the recipient country.

The 2011 white paper identifies eight forms of foreign aid.

First, complete projects comprising productive (infrastructure) or civil projects are the
major form of China’s foreign aid.

According to the white paper, China had provided concessional loans to 76 countries,
supporting 325 projects, of which 142 had been completed by the end of 2009.

The entire operational process of these projects from draft to construction is supervised
by the donor and handed over to the recipient country after completion.

The first complete projects of post-war reconstruction and economic development were
undertaken in Vietnam and North Korea. Later, this form of foreign aid expanded in scale
and it now accounts for 40% of China’s foreign aid expenditure.

A second form of aid occurs as goods and services. In the 1950s and 1960s the first form
of Chinese foreign aid constituted donations of medical devices, food, office equipment
and technical products, such as civil aircraft and locomotives. These helped recipient
countries in developing their local industries.

Third, aid is given in the form of technical cooperation, which includes technical
guidance on production as well as training managerial and technical skills of locals in
order to strengthen the self-development capacity of recipient countries.

A fourth form of aid is human resource development cooperation. Through bilateral and
multilateral channels China runs research and training programs for government officials
and education programs for developing countries.

In 1998 the Chinese government began to run seminars for officials. By the end of 2009,
about 120,000 trainees, including interns, managerial and technical personnel and
officials, had attended 4,000 training sessions.

Currently, 10,000 people in developing countries receive Chinese training every year.

Beyond the now officially reported managerial training, China also teaches Chinese
history and culture.
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Fifth, China provides fixed and mobile medical clinics and equipment as well as medical
personnel. By the end of 2009 China had sent 21,000 medics to developing countries
treating 260 million patients.

Sixth, emergency humanitarian aid is provided on a bilateral basis to regions that suffer
from severe natural or humanitarian disasters. In 2004 China donated over RMB700
million (~US$110 million) worth of aid to countries hit by the tsunami. Countries like
Ecuador, suffering from dengue fever or Mexico, which had to fight influenza A (H1IN1)
have also been granted aid.

Seventh, China is sending volunteers to developing countries, such as Laos in order to
provide services in the fields of Chinese language teaching, traditional Chinese medicine
treatment, computer skills and many other areas.

Besides volunteers, China provides financial support to students from other developing
countries coming to China. This method is mainly driven by the motive of culture and
value dissemination to enhance mutual understanding.

Eighth, debt relief is an important form of Chinese aid. China cancels government debts
of heavily indebted least-developed countries which have diplomatic ties with China.

By the end of 2009 China had relieved 50 countries from Africa, Asia, Latin America, the
Caribbean and Oceania of their debt to the PRC (debts totaling RMB25.58 billion,
~US$4 billion).

In addition to the above-mentioned eight strategies, the expansion of economic and trade
relations with developing countries is also treated as a special form of aid. Since July
2010 China imported goods from 33 Least Developed Countries (LDCs) without
imposing any tariffs.

Another method of aid is the cooperation with developing countries in agricultural
production. In the next five years, China plans on dispatching 3,000 agricultural experts
and technicians to developing countries dealing with projects in agricultural planning,
hybrid rice, aquaculture, farmland water conservancy and agricultural machinery.

A form of aid, which is neither included in the white paper on foreign aid, nor mentioned
by officials, but which still represents an important tool of China’s aid giving is military
cooperation. The focus of military support, especially to Central Asia and Africa, has
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been on providing training programs, basic equipment and arms sales.

However, China does not give cash aid. Cash aid to developing countries is only provided
as a rapid response to emergencies. Any cash aid exceeding US$1.5 million has to be
approved jointly by the Ministry of Foreign Affairs, the Ministry of Finance and the
Ministry of Commerce.

The method of China’s foreign aid goes beyond practical implementation processes and
includes, for instance, the above-noted concept of guanxi.

Exchanges of favors amongst members of the guanxi network are not solely commercial,
but also social, involving the exchange of gifts. Chinese officials visit recipient countries
regularly and, even today, offer gifts to the governments of the countries they are visiting.

VI. China’s Foreign Aid in Southeast Asia

A major part of China’s foreign assistance activity in Southeast Asia is in infrastructure,
natural resources, and energy development. Securing energy resources in the region not
only helps meet China’s growing energy needs but addresses security concerns as well.

In 2003 Chinese President Hu Jintao identified “the Malacca Dilemma,” noting that if
““certain major powers” (referring to the United States) were bent on controlling the strait,
China would have no independent source of energy except for what it could get over

land.

Achieving diplomatic and strategic goals are a central focus of China’s foreign aid in
Southeast Asia.

As the U.S.-China Commission noted in its 2010 Annual Report to Congress, China has
three main objectives in Southeast Asia:

(1) increasing its influence in the region so that it can maneuver more freely to achieve
wider political, economic, and security goals;

(2) portraying itself as a peaceful neighbor;

(3) isolating Taiwan and deterring Southeast Asian nations from engaging with what China
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considers a rogue province.

Beijing is a primary patron of Myanmar (Burma), Cambodia, and Laos, and “provides an
implicit security guarantee” to these countries.

From the US perspective, Chinese aid has the potential to undermine U.S. interests in
promoting democracy and human rights in the region.

For example, in 2003, China provided Myanmar with a $200 million loan after the United
States imposed sanctions against Myanmar for human rights violations. In December
2009, Chinese Vice President Xi Jinping signed a deal with Myanmar for a
1,240-kilometre pipeline to bring crude oil from western Burma to southern China.

A few days after signing the pipeline deal with Myanmar, Xi traveled to Cambodia to
announce $1.2 billion in aid and loans for Cambodia. Only one day prior to Vice
President Xi’s arrival, Cambodian authorities forcibly deported 20 Uighur asylum seekers
to China.

The NYU Wagner School estimated that Beijing’s reported economic assistance and
related investments in Southeast Asia was $36 million in 2002, $644 million in 2003,
$1.2 billion in 2004, $4.2 billion in 2005, $2 billion in 2006, and $6.7 billion in 2007,
largely consisting of loans and investments in natural resource development and
infrastructure.

Chinese aid to Southeast Asian nations appears to have grown since 2007. In 2009, China
pledged $1.2 billion in aid and loans to Cambodia, replacing Japan as the largest provider
of assistance to that nation.

Western donors responded by assuring Cambodia of $1.1 billion in aid in mid 2010, up
from the previous year's $950 million.

As part of the 2009 China-ASEAN Investment Agreement, the Export-Import Bank of
China created a private equity fund, with the goal of raising $10 billion to finance
infrastructure development in Southeast Asia.

These funds will go toward infrastructure projects in mainland Southeast Asia, such as
the construction of harbors in the Mekong River subregion and railways and highways
that connect Vietnam and southwestern China.
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China also has plans to develop the Nanning-Singapore Economic Corridor, which would
will begin in Nanning in China and run through Vietnam, Laos, Cambodia, Thailand,
Malaysia, and Singapore by railways, expressways, waterways and air routes.

As part of this effort, in December 2010 China announced the construction of a $7 billion
high speed rail line in Laos, to be mostly constructed by Chinese firms, which is expected
to be completed by 2015.

In January 2011 the construction of another part of the corridor, a $3.05 billion rail line
from Singapore to China, running through Vietnam, was also announced. These routes
are intended to further interconnect Chinese and Southeast Asian markets.

China has also financed projects in maritime Southeast Asia. In the Philippines, the
Export-Import Bank of China lent $500 million to rehabilitate the Philippine National
Railway’s north line.

In addition, China and Indonesia agreed to allocate $1.8 billion of preferential export
buyers’ credits to finance power plant and toll road construction in Indonesia.

As China quickly expands its influence in Southeast Asia, not all of its foreign aid efforts
have gone smoothly.

Several of its agreements for joint infrastructure projects with mainland Southeast Asian
governments contain provisions for upwards of 30,000 Chinese workers and their
families to be settled on special “*plantations’” in the region, which has caused local
concern as this deprives local workers of employment opportunities on these projects.

In other instances, Chinese projects may unintentionally contribute to instability that
negatively impacts China and the beneficiary nation.

In late June 2011, Kachin nationals (indigenous people in North Myanmar who have a
tenuous and deteriorating relationship with the government) protested in front of
Myanmar and Chinese embassies abroad and called for a halt to the building of a series of
dams in Northern Myanmar by Chinese power companies.

About 30,000 people have been displaced in Northern Myanmar after fighting broke out
between the Kachin Independence Organization and the Myanmar Army near China's
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Dapein Dams. While disputes between the Kachin people and the Myanmar government
predate this dam construction, this Chinese project may be exacerbating tensions and
increasing violent incidents in the region.

With China building an increasing amount of Vietnam’s infrastructure, and currently
providing about 6 percent of the countries supply of electricity, former Viethamese
officials have expressed concern that dependence on China could make it more difficult
for Vietnam to resist Chinese aggression.

While Vietnam will likely put national security and sovereignty interests ahead of foreign
aid from China, the ability of Beijing to influence Southeast Asian leaders will continue
to grow along with its foreign assistance.

VII. China’s Aid and Investment in Cambodia

During the last two decades of the past century, Cambodia was among the top ten
recipients of approved Chinese foreign direct investment.

In 2008 and 2009, Cambodia received more than twice as much Chinese investment as
neighboring Vietnam and more than four times as much as neighboring Thailand.

The People‘s Republic of China (PRC) has provided the largest share of foreign direct
investment in Cambodia since major inflows began in 1995, investing more than $6.5
billion, comprising nearly a quarter of Cambodia‘s aggregate FDI.

In addition, China topped the list of aid pledges to Cambodia for 2009 and pledged $1
billion for 2010.

Foreign investments in Cambodia‘s controversial hydropower sector are all by Chinese
state owned enterprises, and much of the funding comes directly from China‘s central
government.

Leaders from the State Council, the highest executive body in China, visit Cambodian
leader Hen Sun to jointly announce these investments.

Recent Chinese hydropower projects dwarf prior years‘ total inflows of FDI. These
investments have the potential to allow Cambodia to export electricity and lower prices
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dramatically in a country with some of the highest electricity rates in the world.

In 2006, Chinese firms began filling a vacuum left by private Western and Japanese firms
and multilateral organizations unwilling to enter the controversial and risky hydropower
sector. In that year, Sino-Hydropower invested $280 million in the Kamchay hydropower
station, the largest foreign investment in Cambodia at the time, equal to over 60% of the
previous year*s total.13 Other massive projects, in both dollar terms and size, have
followed, as shown in Table 1.

Table 1: Chinese Hydropower Projects in Cambodia

Project Year Size Cost Investor/Operator Comments
Kirirom | 2002 12 $24 China Electric Power  $15 million loan from China
MW million  Technology Import &  EXIM bank
Export Corporation
(CETIC)
Kirirom 3 18 $40 CETIC
MW  million
Kamchay 2010 193  $280 Sino-Hydropower 44 year payment guarantee;
MW  million Hun Sen and Wen Jiabao at
signing; Will flood 2,000
hectares of ‘protected’ forest
in Bokor National Park
Stung Atay 2012 120 $199 Yunnan Corporation Will flood part of the Central
MW  million  for International Cardamom Protected Forest
Techno-Economic
Cooperation (CYC)
Stung 2014 338  $495 Michelle Corporation 30 year BOT; National
Russey MW  million Assembly passed law covering
Chrum losses for duration due to
Krom ‘political instability’
Stung Tatay 2015 246  $540 China National Heavy 37 year BOT; National
MW million  Machinery Assembly passed law covering

Corporation
(CNHMC)

losses for duration due to
‘political instability*
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The story of Chinese hydropower investments in Cambodia reads as follows.

Chinese state owned banks provide aid to Cambodia. These funds are to be paid to
Chinese firms involved in the organization, supervision and construction of these projects.
Cambodia then guarantees these firms against financial losses for decades.

The direct beneficiaries of the financial flows are the Chinese state owned firms. These
enterprises, facing decreasing domestic opportunities, export their technology to a less
developed country, obtain initial payment from the Chinese government, and receive
guarantees against operating losses from the Cambodian government.

The Chinese and Hun Sen conflate *aid” with ‘loans’. The Chinese actually provide are
low interest loans, not aid. Thus, the Cambodian government is borrowing money from
Chinese state banks to give to Chinese state owned companies.

The logic of Chinese support for hydropower investments in Cambodia: China‘s strong
support for Cambodia‘s domestic hydropower development over the past couple of years
is a complex interplay of entrepreneurial initiative on the part of Chinese State Owned
Enterprises (SOEs), backing by Chinese financiers including China Exim Bank, and
high-level political support.

For example, the Kamchay project highlights the involvement of the executive leadership
of both countries, the crucial role of Chinese financial support, and the guarantee against
losses due to political risk provided by Cambodia.

Chinese Premier Wen Jiabao and Cambodian Prime Minister Hun Sen were both present
for the signing of an agreement regarding the Kamchay hydropower project. Chinese
government subsidies and Cambodian government risk guarantees were likely necessary
for the Kamchay project to be “financially viable’.

In 2006, the National Assembly of Cambodia passed legislation guaranteeing payment to
Sino-Hydropower for the 44 year life of its build-operate-transfer (BOT) hydropower
agreement with the Cambodian government.

Similarly, in early 2009, the Assembly passed a law guaranteeing the China National
Machinery Corporation and the Michel Corporation against losses caused by political
instability on their total investment of $1 billion dollars in the Stung Tatay and Russey
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Chrum Krom dam projects, respectively.

These dams will be located in, and flood, protected forests. They will be operated by the
Chinese firms for several decades before being sold to the Cambodian government, the
nature of a BOT contract.

In fact, Cambodian ministries could have given this guarantee but the Chinese insisted on
legislation being passed, so that this law could be used as leverage to force any future
government to repay.

Given the high upfront costs, funded by the Chinese, the great length of the
build-operate-transfer (BOT) contracts, and the uncertainty over who will succeed
Cambodian leader Hun Sen, the Chinese perhaps felt that any leverage the law may give
the Chinese investors in the future was worth the low cost of getting a law passed in a
rubber stamp legislature.

China would seek the risk guarantee prior to the investment being established, after
which their bargaining power would decrease. However, ex-post bargaining is not a
problem for Chinese firms because China is more powerful than the developing countries
in which China‘s SOEs invest.

In reality, China dominates developing countries in agreements and specifically invests in
them because they have greater bargaining power, as exemplified by long-term
guarantees on the hydropower projects.

Chinese bargaining power is even greater prior to fixed assets being put in place. Thus,
China and its state owned firms seek risk guarantees prior to providing aid to and
investing in Cambodia.

China‘s aid and investment are closely linked. Massive amounts of aid (grants or loans) are
provided to Cambodia, but this aid is earmarked for the construction of dams by Chinese
firms.

For example, in April 2006 Premier Wen Jiabao offered Cambodia $600 million in aid, half
of which was to be used to fund hydropower construction in Cambodia by Sinohydro,
China‘s (and the world*s) largest hydropower firm. Hun Sen specifically thanked Wen for
offering aid with ‘no strings attached’.
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China has a ‘comparative advantage’ in dealing in the Cambodian environment as China can
offer aid/loans without conditions.

Cambodian leaders frequently praise China in this regard. Minister of Commerce Cham
Prasidh said, “China has proven different from other donors. They don’t impose
conditions....Others say, “You have to do this with human rights, you have to do that with
democratic reforms”. China doesn‘t do that*.

Following a donors meeting in December 2008, Finance Minister Keat Chhon announced
that China had topped the pledges of foreign aid and noted that Beijing’s aid was
unconditional, unlike assistance from the rest of the donors.

Prime Minister Hun Sen has also lauded the Chinese: “Normally, Chinese aid comes with no
condition imposed, based on our need.... without attaching any condition such as telling us to
do this or that before they provide us (the aid)”.

One U.S. embassy staff in Phnom Penh lamented that China provides aid with “few strings
attached’.

Nevertheless, Chinese aid does come with one condition: it is used to fund projects supported
by the Chinese and built by Chinese firms.

The strings that are not attached are those pulling for greater transparency, rights, or
economic reforms. The strings attached to post cold war Western aid pull for reforms; those
attached to current Chinese aid pull open doors for Chinese investors.

Chinese aid activities not only cover hydropower projects, but also include loan projects

which are executed on government-to-government bases. An Illustrative example is
Chinese road-building projects in Cambodia shown in the following diagram.
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Loans are provided in response to formal requests from the Cambodian government
conveyed through diplomatic channels. Loan agreements are duly signed and delivered
between the Cambodian MEF (Ministry of Economy and Finance) and an aid agency of
the donor country (for example, Chinese Export—-Import Bank or Neighboring Countries
Economic Development Cooperation Agency (NEDA).

Chinese companies, which maintain close contacts with Cambodian line ministries, make
the first move to promote Chinese loan financing schemes, consulting on candidate
projects directly with the line ministries. The list of candidate projects prepared by line
ministries is then submitted by the MEF to the Chinese government (MOFCOM) through
the Economic and Commerce Counselor Office and the Chinese Embassy.

After China has examined the list of requested projects, inter-governmental framework
agreements for concessional loans between the MEF and the Chinese government are
concluded. According to the framework agreements, the MEF signs loan agreements with
the Chinese EXIM Bank, which is in charge of providing concessional loans as
authorized by the government of China.

The fact that private Chinese companies in project identification played the leading role
and that the Chinese Ministry of Commerce and the EXIM Bank (whose main function is
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to promote Chinese commercial interests abroad) handle these loan schemes, strongly
suggests that this institution is designed for the pursuit of Chinese economic
interests—the main pillar of China’s aid strategy.

VII1. Economic Land Concessions in Cambodia

Since the early 1990s, the Cambodian Government has conceded large tracts of land to
private companies for investment in plantations and large-scale agriculture.

Over 943,069 hectares of land in rural Cambodia have been granted to private companies
as economic land concessions, for the development of agro-industrial plantations.

The Cambodian Land Law, promulgated on 30 August 2001, authorizes the grant of land
concessions responding to either social or economic purposes. The Land Law also
envisages “other kinds of concessions”, including mining, fishing, industrial development
and port concessions, which do not fall within its scope.

Land concessions must be based on a specific legal document, issued by the competent
authority prior to the occupation of the land, and must be registered with the Ministry of
Land Management, Urban Planning and Construction.

Economic land concessions can only be granted over state private land (i.e. all land that is
neither state public land nor legally privately or collectively owned or possessed under
the Land Law), for a maximum duration of 99 years. These concessions cannot establish
ownership rights over land. However, apart from the right to alienate land,
concessionaires are vested with all other rights associated with ownership during the term
of the contract.

Economic land concessions shall not exceed 10,000 hectares, and concessions granted
prior to the passage of the Land Law are to be reduced to comply with this limit, although
an exemption may be granted if the reduction will compromise exploitation in progress.
Article 59 further prohibits the grant of concessions in several locations, jointly
exceeding the 10,000 hectare size limit, in favor of the same person(s) or different legal
entities controlled by the same person(s).

The Sub-Decree on Economic Land Concessions, signed by the Prime Minister on 27
December 2005, determines the criteria, procedures, mechanisms and institutional
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arrangements for granting economic land concessions; monitoring the performance of
economic land concession contracts; and reviewing the compliance with the Land Law of
concessions granted prior to the effective date of the sub-decree.

Economic land concessions are defined as a mechanism to grant state private land for
agricultural and industrial-agricultural exploitation. The purposes for which they may be
granted include investment in agriculture, rural employment and diversification of
livelihood opportunities, and the generation of state revenues.

According to information provided by the Ministry of Agriculture, Forestry and Fisheries
in early 2007, from 1992 to 31 December 2006, the Royal Government of Cambodia
granted 97 economic land concessions in 16 provinces and municipalities of Cambodia.

Of this number, nine concessions had been agreed to in principle by the Council of
Ministers, covering an area of 64,208 hectares, but contracts had not yet been signed.
During this period, the Ministry stated that the contracts of 30 companies had been
cancelled, covering an area of 265,230 hectares. However, only five of these companies
had in fact signed contracts with the Ministry, and others had merely received letters
agreeing in principle to the grant of concessions.

As of 31 December 2006, 59 concessions remained, covering an area of 943,069 hectares
in 15 provinces. This constitutes approximately 5.2% of the total land area in Cambodia,
and 14.5% of all arable land in Cambodia.

Province No. of companies No. of concessions Area covered
(hectares)

Stung Treng 10 10 179.899
Kompong Speu 8 9 90,256
Kratie 7 7 64,373
Ratanakiri 5 5 53.747
Kompong Cham 5 5 12,070
Kompong Thom 4 4 35,561

Koh Kong 3 3 79.300
Kampot 3 3 36.200
Siem Reap 3 3 19,235
Mondulkiri 2 2 17.600
Oddar Meanchey 2 2 16.000
Sihanoukville 2 2 12,800
Pursat 2 2 141.963
Kompong Chhnang 1 | 176,065
Battambang 1 1 8,000

TOTAL 58 59 943,069
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A list of all economic land concessions, with their full names and localities, is set out in
Annex 1.
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Thirty-six of these 59 concessions have been granted in favor of foreign business
interests or prominent Cambodian political and business figures, including senators and
oknhas (“Oknha” is a title given to ‘any generous person’ who contributes $100,000 to
the State, either in cash or materials. The title is bestowed by the King, at the request of
the Royal Government of Cambodia).

These statistics exclude smaller economic land concessions granted at the provincial level,
for which information on numbers and ownership has not been disclosed.

Yet the benefits for rural communities are not apparent, nor is the contribution to state
revenues. As noted by the World Bank in its Poverty Assessment 2006, poverty is an
overwhelmingly rural problem, with 91 per cent of the poor living in rural areas.

Rural poverty risks becoming an even more serious problem in Cambodia if communities
continue to be deprived of their land and sources of livelihoods.

The impact of economic land concessions includes the following:
1. Encroachment on agricultural and grazing land
2. Loss of access to forests and non-timber forest products
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3. Displacement
4. Impact on areas of cultural and spiritual significance
5. Environmental destruction

Economic land concessions have had a devastating impact on non-indigenous and
indigenous communities alike, but indigenous communities, whose rights to collective
ownership of land are protected under Cambodian law, are particularly vulnerable.

IX. Foreign Direct Investment (FDI) in Land in the Lao PDR

Lao PDR has emerged as a bulk supplier of agricultural commodities (cassava, feed and
corn) and industrial tree crops (rubber, teak, eucalyptus and acacia). The past few years
have seen a proliferation of large-scale land concessions, mostly to Chinese, Thai and
Vietnamese investors, to develop export-oriented agriculture and forestry projects.

Land (including forest land) has become an important resource for industrial use and
commercial crop production, and demand for land has been dramatically growing.

In the forestry sector, investment (including forest land use investment) in crop and tree
plantations, especially large scale investment in the form of state land concessions is
rapidly increasing and various conflicts related to land use and concessions have been
reported.
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Control over land became a new magnet for private investors. Food and financial crises
combined have turned agricultural land even more into a new strategic asset. Chinese
officials visited Vientiane in November 2008 seeking to lease 1 million ha for rice, and
Middle East states tried to secure 200,000 ha for their own food production.

National governments and corporations seeking agricultural concessions in Lao PDR are
not a new development, but the large increase in interest during the past few years has put
these investments in the spotlight.

Concession refers to a type of investment whereby land is transferred to companies who
are responsible for all their investment and cultivation/construction. Large concessions
are usually the preferred form of investment since it maximizes company control over the
land.

In the 2nd tree plantation boom in the 2000s international companies started buying up
existing concessions for paper production. Since then large concessions have been
handed out for rubber, maize, Jatropha, sugarcane, cassava, agro-wood and other cash
crops.

Most FDI in Lao PDR still goes into the resource sector, particularly hydropower and
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mining (about 80% of total FDI). However, FDI in non-resource sectors has increased
since 2008 compared to previous years.

Major FDI to Lao PDR in recent years comes from the region, mainly from Thailand,
China, Vietnam, Australia, India, Japan and
Korea.

In 2008, China had invested the most, taking over the top spot which was held by
Thailand until 2007. Vietnam also passed Thailand to take second place (Vientiane Times,
2008).

About one third of private foreign investment in Lao PDR comes from Thailand; the
modern economic sectors and trade in the capital city as well as in the Mekong basin are
operated by Thai companies.

The economic relationship between Lao PDR and Vietnam is expanding. Vietnamese
enterprises are investing in hydroelectric, mining and industrial tree plantations in Lao
PDR.

In 2007, China made pledges of trade and investment in Lao PDR worth USD 876
million and direct Chinese investment was approved at USD 1.1 billion by August 2007.

Currently many Northern provinces are, for all intensive purposes, economic zones for
the Southern Chinese province of Yunnan. Contract farming, especially for rubber
plantations, forms a considerable part of the business ventures.

The massive expansion of rubber plantations vis-a-vis Chinese companies in Northern
Lao PDR stems from a mix of market demand and land constraints in China and political

incentives from both the Lao and Chinese governments.

In Vientiane Province, 102 projects of 237 are financed or co-financed by foreign
investors. 57 out of these projects are 100 ha or even larger.
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In Vientiane Province alone, land concessions of 391,709 ha were granted. 293,487 ha
land were granted to foreign investors or Joint Ventures (counted are only projects with a
size of 100 ha and more).

Most important is the mining sector with 267,381 ha, whereby already one single
company, namely Phou Bia Mining Company Ltd (an Australian Company, which
recently got a financial boost, because a Chinese Investment Bank bought 19% of the
shares) alone has conceded an area of 260,000 ha, equalling to 66% of the total
concession area in Vientiane Province.

Within the agricultural sector land concessions of 12,114 ha are granted for the
production of agro-fuel (mostly Jatropha projects), 7,290 ha for rubber production and
5,093 ha for other wood production. Concession areas for food production are counting
for 1,079 ha only. Some projects are concerning other activities as tourism counting for
530 ha in Vientiane Province.

In Vientiane Province, besides Australia who is engaged in mining activities, the
investing countries are mainly neighbouring countries such as China, Vietnam, and
Thailand, but also South Korea. China and South Korea are mainly involved in food
production, probably for export reasons.

In other provinces, Japanese investors like Oji Paper or Indian Birla are big, both
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focusing on pulp wood production.
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The guidelines for granting land concessions or leasing contracts are not clearly defined
and guidelines for the selection of land for concessions are not developed yet.
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In combination with misuse of power and corruption on all levels, concessions are
sometimes given without respecting the people’s rights to live on these lands or are even
granted twice, resulting in an increase in land conflicts.

Forests are often substituted by plantations, meaning that an important source of income
(in terms of NTFPs, non timber forest products), especially for the poorest, is lost,
causing an increase in food insecurity. In general, there is no or insufficient compensation
for loss of access to land/forests.

X. Conclusion

At Vietnam’s Ministry of Transportation in Hanoi, an official confirmed that transport
via the railway between China and Vietnam has expanded from 1.4 million tons in 2000
to 6.2 million tons in 2007.

He stated the following:

“The new corridor has permitted the Chinese better access to our coal, iron, and apatite [a
phosphorus-rich mineral used in fertilizers]. The situation is pretty much that lorries are
leaving our country with all kinds of bulk and that trains arrive with steel and containers
with all kinds of manufactured goods. We expect capacity to increase further to 10
million tons, mainly because [the corridor] reaches into a very important iron mining area
in Lao Cai [Province] and the bauxite mines in the center.”

The Mekong River underwent a similar transition. The number of ships sailing it
increased from 77 in 1999 to 172 in 2008, each carrying up to 500 tons or 20 small
containers. Chinese companies own more than 90% of the vessels.

Although large companies have increasingly transited their goods via waterways, the
various new roads from China to Myanmar and Laos have caused a massive influx of
small traders while boosting trade in timber.

Cross-border imports to China of round wood from Myanmar and Laos grew from about
8,000 tons in 1999 to 90,000 tons in 2008. Roads also stimulated investment in
agriculture and natural rubber; cross-border imports of the latter from both countries
increased from 30 tons in 1999 to about 40 tons in 2008.
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China has performed well compared to its main competitors. Between 1999 and 2008, it
implemented the largest domestic road and rail network expansion of all Asian countries.

The density of the transportation network in China’s border provinces has grown much
faster than in the Indian border states or the Russian Far East.

China has also been more successful in connecting to other countries. China foresees that
shipping via the Mekong River to Thailand will be 86,000 tons of goods.

China has thrown all its weight on the construction scale and has often avoided
complications with contractors by having the infrastructure installed by Chinese
companies.

It has become clear that new logistic arteries have facilitated China’s strengthening its
economic position in its neighborhood. Markets that used to be inaccessible are now
directly connected to China’s rapidly growing economy.

The evolving traffic via Chinese trade ports shows that Beijing is well on its way to
achieving two of its main objectives: to gain access to vast natural resources and to tap
the modest but important potential of nearby consumer markets.

Thus far, the Chinese strategy of 14 Chinese characters (525! k‘ff 5+ IPICIN v 3
P#b ~ Hiz) toward the riparian states of Mekong River as a tool for achlevmg its
economic goals seems to be successful.
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1. Summary of research sub-project

This research sub-project “The Growing Presence of China in Vietnam and Its Influence”
is part of the project entitled "Variegated Dragon: Territorialization and Civilizing
Mission in Southeast Asia™, led by Prof. Dr. Yos Santasombat, Chiang Mai University,
funded by the Thai Research Fund, Thailand.

The research aims to better understand the nature, extent and impact of China’s expanding
presence in Vietnam in particular and the Mekong region in general. The focus of study is
on China’s investment, trade, economic aid and migration to Vietnam, their consequences
and the local reaction.

The Chinese economic role in Vietnam raises the important questions for research. It also
suggests that the Chinese economic expansion needs to be carefully examined from
different perspectives, not only economic view alone. Based on this point of view, my
research seeks to explore the following issues:

- The extent and nature of Chinese economic flows into Vietnam.

- The trade flows and the key sectors driving trading relationships on both sides.

- The Chinese investments, trades, economic aid and their relations with the

patterns of dependency.

- The migration from China to Vietnam.

- The increasing influences of Chinese culture in Vietnam

- The policy implications, particularly in regard to public policy, focusing on the

recent debates about the growing role of China in Vietnam in term of threat,

challenge or opportunity.
The research aims to capture some of the complexity of the rapidly emerging phenomena
of Chinese influence, and so will adopt a multi and interdisciplinary approach. Impacts and
motivations will be analyzed from various disciplinary perspectives: economic, social,
political and institutional. The research will view China’s influence from international and
regional perspectives, though much of the country specific analysis will focus upon
impacts at local levels, particularly for the poor, marginalized and vulnerable. The impact
of China upon the livelihoods of poor women, and ethnic minorities in particular will be a
key focus for the research, and poverty, gender and ethnic minorities will be cross cutting
themes throughout.



The research will seek to engage the views of a range of stakeholders, including
Government officials, (from both the case study countries, and Chinese officials based in
region), informed observers from the international community, members of the large
Chinese East Asian diasporas, business people, representatives of organized labor, local
civil society groups, and local people and officials affected by Chinese projects or
investments.

As planned, the fieldwork will be conducted at several places but priority is on China’s
Investment Projects in provinces of Quang Ninh, Lang Son & Lao Cai bordering with
China, construction works carried out by Chinese contractors in Hai Phong, Thanh Hoa
and the Central Highlands. Apart from these intensive case studies, the visits to various
Chinese investments projects in different places will be made, aim at obtaining a broader
view of Chinese investments and their socio-political and economic role in Vietnam.

2. Study team

- Nguyen Van Chinh: Principle investigator
- Nguyen Thu Thuy: Research assistant

- Nguyen Thi Le: Research assistant

- Phuong Hien: Translator and secretary

3. Research Activities

3.1. Major concerns for the research from September 2011 to March 2012 are land
concession projects granted to Chinese companies and economic aid to Vietnam. Efforts
were made to collecting and analyzing various sources of information in order to
understand:

- The nature of Chinese investments in land, the patterns of land concession
projects granted to Chinese companies and its impacts on livelihood of local people

- The flow of China’s aid to Vietnam and the relationships between the two
countries after the normalization of relation between the two countries in 1991 up to
present day.

The available literatures regarding these two topics have been collected to obtain a
historical and comparative perspective.

3.2. We began research activities with a desk review of literatures related to the main
theme of China’s aid to the world in general, to the Mekong region and Vietnam in
particular. This task of study mainly took place in Hanoi, at national libraries and archives,
research institutes, as well as with the governmental institutions working on issues of
economic aid and foreign direct investments to gather concerned information. In this
regards, we have looked further into the historical perspective of China’s aid and
territorialization, try to understand if there is any relation or connection between the past
and present. A chronicle of aid and investments from China to Vietnam was sketched to
guide our view and help explain the recent development from a historical perspective.
Since there have been no official statistics and documents on China’s aid to Vietnam, we
have to work directly with the responsible institutions under the Ministry of Planning and
Investment, Ministry of Industries and Trade, Ministry of Environment and Natural



Resources and a good number of governmental bodies. Though we did not receive much
support from these bodies, we could finally obtain the necessary figures to have a general
picture of Chinese aid and land concession projects in the last few decades.

Some sources of information on China’s aids from China Embassy to Hanoi were also
documented out to obtain an overall look for the topic under study.

As we found it, all activities regarding the foreign aid to Vietnam is placed under the direct
management by the governments, among which MPI & MOF are main responsible
institutions. In the mean time, land concession projects are managed by Ministry of Natural
Resource and Environment and provincial government with land concession projects. Like
China, foreign aid and land concession project are considered a kind of state secret in
Vietnam. No comprehensive data on these matters are available publicly. Furthermore,
sources of information on China’s aid are much more sensitive as the Vietnamese social
groups against dependency on China are on increase. During our field work trips to
provinces of Lang Son and Quang Ninh to investigate for impact of land concession
projects to local people and unfortunately, we did not get the support from local authorities
It took us some months to get information and the result were not so encouraged. That is
why in this presentation, we will focus on China’s aid while the follow-up on impacts of
land concession projects to Chinese companies in Lang Son and Quang Ninh is still in
progress.

In our study on China’s aid to Vietnam, we mainly use the following sources of data:

- Intelligent sources of CIA and Vietnam government on value and volume of
Soviet and Chinese aid to North Vietnam during the wartime.

- Reports by the government and ministries concerned such as MPI and MOF and
drops of information released by Chinese Embassy

- Public media and secondary sources such as research papers

- Statistics by international organizations including OECD & WB.

- Fieldwork data

As report earlier, we start with a desk-review study a bulk of literature regarding China’s
aid, particularly the on-going debates on this theme by different sources of publication. We
then met with responsible institutions and individuals, among them experts, government
officers and some completed projects supported by China’s aid in Hanoi and Hai Phong to
understand how the aid was used, its effectiveness and impacts.

3.3. Based on the information collected from various sources, we are able to divide China’s
aid into three major periods for study, the first period from 1955 to 1975, the second one is
between 1976 to 1990, and the third in from 1991 up to present day. The analysis result
seem to indicate that China’s aid to Vietnam has its own characteristics: The two first
periods, China’s aid to Vietnam was mainly driven by political interests while the third
period is oriented by economic gains. It is hard to say that China’s aid is similar to the
ODA definition by OECD and DAC countries. Below | will present some initial major
findings and plan to follow-up our research.

4. Major findings



4.1. Research backgrounds

Our main concentration is on the China’s aid to Vietnam since the normalization between
two countries in 1991 but the historical records are analyzed to obtain a comparative view.
We are seeking the answers for the following questions:

- What is the scope, types, allocation and conditions of China’s aid and what are
characteristics of China’s aid to Vietnam?

- How do we understand the nature of China’s aid and what is motivation behind
these aid grants?

- What is the impact of China’s aid for Vietnam’s development and what are
criticism, issues and concerns regarding China’s aid to Vietnam.

4.2. Three major stages of China’s aid provision are featured by guidance of top leaders
such as Zhou Enlai, Deng Xiaoping and Jang Zemin.

1950 — 1978:

Zhou Enlai‘s 8 principles:

. Treat with equality and mutual benefit

. No strings attached

. Providing aid with interest-free and low interests

. Help recipient country go their way of self-reliance & independence
. Less investment and rapid effect

. Providing the best equipments & goods produced by China

. Guaranteeing the technical support by training personnel

. Providing Chinese experts
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1978 — 1993:

Deng Xiaoping’s readjudment:

1. Emphasize on cooperation with developing countries
2. Treat equality & mutual benefit

3. Diversity in forms & practical results

1993 to present:

Jang Zemin’s emphasis

1. Based on true friendship

2. Treat with equality, respect and non-interference
3. Mutual benefit, common development

4. Strength consultation, close cooperation

5. Future orientation

4.3. From a status of country receiving a huge amount of ODA from OECD, and continue
to be receiving ODA from the world, China has gradually emerged as a source of foreign
aid to the developing world, particularly to Africa, Asia, and South America.

Three types of foreign aid are now defined (PRC, 2011):
— Grant (aid gratis): used for building hospitals, schools, social welfare, and
emergency humanitarian aid.



— Interests-free loans used for construction of public facilities and launch
projects to improve people’s livelihood.

— Concessional loans: to help undertake productive projects generating both
economic and social benefits, infrastructure projects, complete plant,
mechanical and electrical products, technical services and other materials.

» Types of grant and interest-free loans are provided through state finances and
concessional loans are administered by China EXIM Bank.

* By the end of 2009, China had provided a total of 256.29 billion Yuan in aid to
foreign countries, including: 106.2 billion Yuan in grants, 76.54 billion Yuan in
interest-free loans and 73.55 billion Yuan in concessional loans.

4.4. The following tables will give an idea on the geographical distribution of China’s
foreign aid funds to the world in 2009 (Table 1) and sectorial distribution of concessional
loans from China (Source: White Paper on China’s Foreign Aid, Beijing April 2011)

4.5. The available sources of information and analysis seem to indicate that China has
made a great effort to use economic fund to neighboring countries to develop the
infrastructure system that connecting Chinese economic centers to the world. The
following map sketched by Holdslag show a clear plan of China’s developing regional
corridors (See: Jonathan Holdslag: China’s roads to influence. Brussels Institute of
Contemporary Study, Vol. 5 (7), Sept. 2010).



4.6. As reviewing literature on China’s aid, we are able to group the on-going debates on
three major groups of opinions. Following is summary of those arguments.

Debate 1 represented by Moises Naim (2007); Sara Lengauer (2011), seeing China’s
foreign aid as “Rogue Aid”. Their argument is as follows:

China’s aid is not based on the need in the developing countries but motivated by
its national interests and advance an ideological agenda.

China relies on aid as a tool to advance its interests abroad: strategically allocating
its aid in order to get easy access to natural resources and bribe countries to gain
their support in international politics.

China’s aid undermines Western donors’ efforts to promote the worldwide spread
of democracy and rule of law.

Rogue aid providers like China couldn't care less about the long-term well-being of
the population of the countries they "aid“ but represent a threat to healthy,
sustainable development.

Debate 2 represented by Sven Grim & all. (2011), Jonathan et al. (2011), which see
China’s foreign aid as “lack of transparency”:

China’s Comprehensive data on its annual foreign aid is not fully released.

Hard to know how it is used and difficult to monitor and evaluate.

Aid figures are sensitive issue in China and not available publicly.

China’s aid does not follow the international standards (statistics, untying of aid,
procedures) set by OECD — DAC and it does not seem to become the member of
this organization.

China’s aid supports regimes with poor human rights records.



» Irresponsible: China’s aid is not managed by results, evaluated outcomes and
impact of aid. Conducting assessments on impact for both sides is un necessary.

Debate 3 represented by Axel Dreher & Andreas Fuchs (2011 & 2012), seeing China’s
foreign aid as an alternative source for western donation. In their view, “Nothing to fear
China’s aid”:

- The verdict that China’s foreign aid is ‘rogue’ seems wide of the mark because
there is little hard evidence on what determines the allocation of China’s aid.

- China’s aid allocation decisions are shaped by politics but these motives is not
exceptional. Both China and DAC donors use aid for strategic reasons but China
communicates more openly that its aid serves mutual benefits.

- China’s aid is perceived as a welcome alternative to Western donors with their
bureaucratic procedures and detailed policy conditionality.

- China’s focus on infrastructure projects which might foster developmental needs
largely neglected by DAC donors.

4.6. China’s aid to Vietnam viewed from a historical perspective and comparative (1955 —
1975):
e 1955 - 1975: Major sources of foreign aid to Vietnam during the wartime were
from Soviet and China, both in kind and cash.
» Total amount of cash received by B29 (secret body managed foreign aid) was
678,700,000 $US.
e Total goods received was 2,362,581 ton, equal to 7 bill $USD, more than a half was
military aid.
* Most of China’s aid during this times was weapon, military ordnance &
equipments, foods
Statistics on China’s aid to Vietnam 1955 — 1975:

Period Total Army  Weapons & From Soviet From China From others

(in ton) ordnance equipments
1955 - 60 49.585 4.105 45.480 29.996 19.589 n.a
1960 - 64 70.295 230 70.065 47.223 22.982 442
1965 - 68 517.393 105.614 411.779 226.969 170.798 119.626
1969 - 72 1.000.796 316.130 684.666 143.793 761.001 96.002
1973 - 75 724512 75.267 49.246 65.601 620.354 38.557

(Source: Vietnamnet, 13/04/2005)

China’s aid to Vietnam 1955 — 1975 can be characterized by the term “politics come first”:
» From 1965 to 1973, about 300,000 Chinese army men were sent to Vietnam, along
the border provinces, to build road, military bases and fight American.



China rejected Vietnam to transport Soviet’s aid through China territory by railway
and airway.

Vietnam requested only military aid, not army as the presence of Chinese army in
the border caused great concerns for national sovereignty.

During 1975 — 1992, aid from China was blocked up by political conditions:

Between 1975 and 1992, China’s aid to Vietnam was cut because of politic
disagreement.

China’s aid to Vietnam was reduced in 1975 since Vietnam refused to join China
against the Soviet.

China’s aid was fully stopped in 1978 when Vietnam was accused as ungrateful
wretch.

The condition set by China to aid Vietnam was that it has to stop to get Soviet’s
aid.

May 1978, China claimed to cut all of promised aid to Vietnam and drew their staff
home. Railway & airway connection Hanoi — China was ceased.

Additional Information (political context):

US President Nixon’s visit to Beijing & the China-US agreement in 1972 alerted
the break between Vietnam and China.

19 January 1974 China attached and occupied the Paracel Islands (Hoang Sa in
Vietnamese).

17 February 1979, China attempted to “teach Vietnam a lesson” by attaching the
whole border.

14 March 1988, China’ navy attached Johnson South Reef (Gac Ma in Vietnamese)
in Spratly, killed and arrested 90 army men, occupied the island since then.

4.7. China’s aid to Vietnam, 1992 — present is featured by political interest and economic

gains:

1991: China — Vietnam secret summit in Chengdu, Sichuan agreed to normalize the
relationship after nearly two decades of political tensions.

1992: China signed a package of 20 $US million as aid to Vietnam, opened a new
era of relationship between two countries.

Up to present day, China continues to provide aid to Vietnam.

The aid has been on increase in scope and levels, representing the symbolic
meaning of eco-politic ties between the two nations and two communist parties.
Forms of China’s aid in the last 20 years were diverse, ranging from non-
refundable aid to interest-free and low interest loan.

China’s aid is mainly used for upgrading the old economic bases it supported
before 1979 and the new investments such as copper and bauxite mining, thermal
power plants and infrastructure contracted by Chinese companies.

Aid from China functions as an important channel to promote its foreign trade and
investments and prioritizing economic gains.

Year Projects Amount Type of Aid
($US & CNY)
1992  Economic and technical cooperation $US 20 mill Interest-free loan



1993
1994
1999
2000
2001
2002
2005
2005
2006
2006
2007
2007
2007
2010

2010
2011
2012

Renovate steel and fertilizer factories
Broaden manufacturing bases in the North
Training CPV staff and business managers
Build power plants and copper mining
Develop copper mining of Sin Quyen
Economic and technical cooperation
Modernization of railway signal system (1)
Modernization of railway signal system (2)
Build thermal power plants

Build the plastic factory

Build the urban railway Ha N6i — Ha Béng
Develop rural communication sytem

Build the fertilizer factory

Build the Viet-Sino Friendship Palace in
Hanoi
Build thermal power plant Vinh Tan 2

Develop infrastructure system
Training the staff for CPV in China

$US 55,2 mill
CNY 200 mill
CNY 20 mill
$US 300 mill
$US 95 mill
CNY 100 mill
CNY 550 mill
CNY 530 mill
$US 850 mill
CNY 50 mill
$US 300 mill
$US 107.8 mill
$US 400 mill
CNY 200 mill

$US 300 mill
$US 300 mill
300 scholarships

Interest-free loan
Concessional loan
Aid gratis
Concessional loan
Concessional loan
Concessional loan
Concessional loan
Concessional loan
Concessional loan
Concessional loan
Concessional loan
Concessional loan
Concessional loan
Aid gratis

Concessional loan
Concessional loan
Aid gratis

* Most of China’s aid to Vietnam fall into the type of concessional loan, managed by
China EXIM Bank with the bank interest of 3%/year for a period from 5 to 20
years.

» Asa principle, the project using China’s concessional loan have to use Chinese
technology, machines and equipments supplied by Chinese partners. This helps
explain why Chinese contractors prefer EPC contract.

» China government keeps the right to appoint the Chinese contractors to implement

the projects it aids instead of inviting competitive-based tenders.

* The training projects using China’s aid must be conducted in China, by Chinese
partners.

Most of valuable mineral reserves include copper (53 million tons), molybdenum (15
million tons), apatite and iron (2.5 billion tons) are located in Lao Cai province bordering
with China. There are 150 mines in this province exploiting various minerals, using
China’s concessional loans and sell raw materials to China.

4.8. As we found it, most of China’s aid to Vietnam was linked with EPC contracts granted
to Chinese companies. China’s aid always comes along with some constraint conditions.
» According to Vietnam MOIT, 90% of EPC contracts (engineering, procurement
and construction) of Vietnam’s major projects are implemented by Chinese
contractors. Most of these used concessional loan borrowed from China EXIM



Bank, and China government appointed Chinese contractors to implement the
project.

About 30 Chinese companies are acting as EPC contractors for 41 Vietnamese
projects, including 12 in power projects, seven in the areas of industry and services,
five in mining, five in chemicals and four in petroleum.

Most of these EPC projects with Chinese firms are upstream or related to the
national energy security, focusing in the areas of power, mining, petroleum,
metallurgy and chemicals (MIT, 2010).

Name of Chinese companies Year & Name of EPC Projects Project value
(in US$ mill)

Shanghai Electric Group Co., Ltd. 2007: Quang Ninh 1&2 thermal p. plant 900
(SEC) 2009: Vinh Tan 2 thermal power plant 1,3 bill.
China Dongfang Electric Co. 2009: Hai Phong 1 thermal power plant 500
(DEC) 2010: Duyen Hai thermal power plant 1,4 bill.
China Huadian Engineering Co.  2010: Kien Luong 1 coal-fired p. plant 2,0 bill.
Ltd. (CHEC)
China Aluminum International ~ 2008: Alumina bauxite complex in L.Dg 466
Engineering Company 2010: Alumin bauxite in Dak Nong 499
Wuhan Engieering Co (WEC) 2009: Ca Mau fertilizer complex 575
Wuhan Kadi Power Chemicals Co
Ltd. China 2010: Quang Ninh thermal power plant 645
ZTE Corporation Shanghai Telecom and railway signal system 2,1 hill.

Looking into the current state of China’s relation to ASEAN, we found that China’s aid is
often used as a political tool. China leader used aid to Cambodia to create advantage for
their territorial dispute in South China Sea in ASEAN summit, Cambodia Mar 2012. Hu
Jintao’s official visit to CPC Mar 2012, pledged to double bilateral trade to $5 billion and
announced fresh aid, asked close economic ally Cambodia not to bring issues of the South
China Sea to the ASEAN summit talks. In response, PM Hun Sen “shared China’s belief
that the issues should not be “internationalized”

4.8. Concluding remarks:

China’s aid to Vietnam has been on increase in volume and scope since 1993. It
represents the political — economic ties between Vietnam and China, particularly
the constraints between two communist parties.

China’s aid shaped by political orientation, and used as a political tool to serve

diplomacy strategies. Isolating Taiwan, splitting up ASEAN community, dealing
with South China Sea dispute, solve problems with Chinese Muslim Uighurs
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asylum seeker and driving CPV into China’s orbit can be seen as successful cases
of using aid as political tool.

* Most of China’s aid to Vietnam is in the form of concessional loans with various
constraints and conditions, which aim to gain more benefit for the aid provider.

» China’s aid is usually accompanied with strict conditions such providing
technology, equipment, and management which is deemed to be the causes that
limit the economic effectiveness of aid.

« Case of copper mining and processing of Sin Quyén Complex is an example of
limits of China’s aid. This complex used technology provided by Beijing Dongxing
Nonferrous Metals Co. Ltd. but could not produce standard copper for the world
market. The only market accepts its product is China where absorbs most of raw
material from the region at low price.

* While the flow of China’s aid is appreciated as Vietnam is in shortage of capital for
investments, using it effectively is a big challenge. The dream of Vietnam to use
ODA as an important source of sustainable development is far-fetch.

5. Assessments and the next steps of research

Major research activities carried out in the last 6 months, including the literature reviews,
statistic data collection, field trips and interviews have provided with a huge volume of
data and need time to analyze them in a conventional way. Apart from this task, the
findings reported above also indicate that the study on China’s aid need to be furthered,
particularly the relationship between the today practices of trade and making donations to
other nations/neighboring countries and Chinese traditional business culture. There are at
least two major concepts that can help shed light into the nature and characteristics of
China’s aid. They are guanxi and tributary system.

In their long history, the Chinese has developed an important system for managing foreign
affairs with neighboring countries, known as The Tributary System. This could be seen as
an effective mechanism for exacting compliance from neighboring states and peoples on
important matters of political, defensive, economic, and diplomatic concern to China.
According to this system, the Chinese Emperor received acknowledgement of their
superiority, at least nominal, and assurances of the vassal states' good behavior. The tribute
bearers obtained insurances against Chinese aggression, the possibility of protection
against other enemies, access to Chinese goods, and a significant profit through the
exchange of presents itself . In other word, one can see the Chinese historical tributary
system a type of “protectorate” which is re-used in recent years as an instrument of
political expediency.

The Chinese concept of “guanxi” can stand for any type of relationship, which literally
means "relationships”, and is also understood as the network of relationships among
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various parties that cooperate together and support one another. "Guanxi" is said an
important Chinese business element and vital to any successful business strategy in China.

In my view, these two traditional concepts are essential to understand the way how China’s
aid is conducted in practices, which is different from the Western conventional definition
of ODA.

Apart from the need to intensify the research on China’s aid in relation with their
traditional business culture, in the next six month period, we also aim to conduct a study
on Chinese cultural expansion to the Mekong region, and the local response to
development. The study proposes to approach various sources of literature but go beyond
the statistical data, it will also aim at investigate the local response from the grass-root
level.
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Bilateral relations between China and Cambodia

Chinese present in the Kingdom since thousand years ago. They generally are city dwellers,
recognized as good at doing businesses. Cambodia’s closer relations with China began on July 19,
1958 when the government of King Norodom Sihanouk recognized the People’s Republic of China
and established an enduring personal relationship with the Chinese Premier, Zhou Enlai.

The King’s Government supported “one China Policy”. The King helped break China’s isolation in
the 1960s by campaigning at the United Nations (UN) for the expulsion of the Republic of China
(Taiwan) and the seating at the UN of the People’s Republic of China. Significantly, during the
1950s and 1960s, Premier Zhou Enlai and President Liu Shaoqi visited Cambodia few times, while
Prince Sihanouk visited China 6 times.

In 1970s, China hadn’t good relations with the US-based regime led by General Lon Nol. But it
kept relations with resistant movement group, which had base along Cambodia-Thai border, fought
against the US- based government. By 1975, the movement took control over the country. China
offered the largest aid package, totaling about $1billion for national defend and also sent thousands
of Chinese advisers to Cambodia to assist development plan of Pol Pot’s goverment. Chinese
ambassador to Cambodia and his colleagues just left Cambodia early morning of 7" January 1979
for Bangkok across Battombang, just few hours before Viethamese troop-based movement covered
Phnom Penh (Yun Shui, Chinese diplomat ).

For the period of 1979-1989, there was no tie with Vietnamese-based government of Cambodia.
Yet Sino-Chinese were strictly prohibited to practice their culture and limited social and economic
activities. However, During the 1970s and 1980s, Prince Sihanouk had long stays in China, which
led to higher level of relationship and trust between Cambodian royal family and Chinese senior
political leaders. That is a platform of maintaining good relations with several generations of
Chinese leaders.

After signing the Paris Agreements of October 1991, China came back to Cambodia, initially very
discreetly, but in a full force in July 1997 after the political tension and armed conflict happened in
Phnom Penh capital city. By this time, P.M. Hun Sen began to embrace China due to he sees as a
means of bringing economic development to Cambodia. Then China has become a major source of
foreign assistance and investment in Cambodia. Since 1990s, Sino-Cambodian relations turned to a
new phase of development. Leaders of the two countries maintain frequent contacts and exchanges
of visits. The Cambodian P M visited China frequently and came back with bilateral agreements and
pledges of Chinese grants to Cambodia. In 2000, President Jiang Zemin paid a state visit to
Cambodia. Both sides signed the Joint Statement on bilateral cooperation, confirming further
development of closer and stable traditional, neighborly and friendly relations between the two
countries in the new century.

Significantly, King Norodom Sihamoni’s first overseas trip after reigning was to China in August
2005. The King met with Wu Bangguo, China’s Chairman of the Standing Committee of the
National People’s Congress in Beijing. Wu stated that China and Cambodia has enjoyed more than



2000 year history of friendly exchanges. The King also stated that the history of Cambodia-China
friendship is long lasting and goes deep into the heart of the two peoples.

In November 2002, Premier Zhu Rongji visited Cambodia. The Chinese Government declared to
cancel all Cambodian debts. Zhu suggested maintaining high-level contacts and exchanging of visits;
strengthening mutually beneficial economic cooperation; identifying key areas for functional
cooperation. The leaders of the two countries agreed to take agriculture, development of human
resources and infrastructural construction as KEY AREAs for cooperation between the two
countries.

In April 2006, Premier Wen Jiabao visited Cambodia. Cambodia and China signed several bilateral
agreements and a treaty of “Comprehensive Partnership of Cooperation”. China pushed forward
its financial aid assistance and encouraged Chinese investments in Cambodia. During the visit,
Cambodian Prime Minister Hun Sen stated that China was a Cambodia’s “most trustworthy
friend”. At that time, China pledged USD 600 million in financial assistance to Cambodia

End of 2010, PM Hun Sen paid five days official visit to China, met with Chinese Premier Wen
Jiabao, President Hu Jintao and top lawmaker Wu Bangguo. Besides Beijing, Hun Sen also visited
north China's port city Tianjin and east China's Jiangsu Province. The two countries agreed to
establish a “comprehensive strategic partnership of cooperation”. Both sides signed 13 deals on
cooperation in areas such as energy, infrastructure, finance and consular affairs, but neither side
supplied details.

Chinese and Cambodian leaders pledged to further enhance bilateral ties. Chinese President Hu
Jintao said when meeting with Cambodian Prime Minister Hun Sen on 15 Dec 2010 in the Great
Hall of the People That "The establishment of this “strategic partnership” brings new opportunities
for the development of bilateral ties. China will maintain friendly exchanges with Cambodia at all
levels, strengthen mutual support on major issues of concern, and deepen exchanges on experiences
in managing state affairs and will always support Cambodia to take its own development path. China
will also expand bilateral cooperation in areas such as trade, investment, finance, infrastructure
construction, agriculture and energy, increase bilateral trade, enhance cultural, technological
and youth exchanges, and maintain the two countries’ coordination on regional and
international affairs”. In response to President Hu, PM Hun Sen said that Cambodia-China
relations have entered a new stage after the two countries agreed to the “comprehensive strategic
partnership of cooperation”. Cambodia will abide by the “One-China policy” and work with
China to further promote bilateral ties.

Chinese president Hu Jintao was visiting (4day state visit to Cambodia from March 30 to April 2,
2012). The Gov’s spokesman, the minister of Mol; politically said that "We are very pleased to
welcome his visit to Cambodia. The visit will reflect the spirit of mutual understanding, respect and
cooperation”. The visit would show that even though China is a powerful country, it has always
sought friendship relations with all countries in the region and the world. "China always treats
Cambodia as an equal friend without thinking that Cambodia is a small country”. He added that the
visit would also demonstrate China's attention and commitment to strengthen closer ties with
ASEAN countries. Meanwhile, the minister reiterated that Cambodia always sticks to “one-China
policy”, seeing both Taiwan and Tibet as a part of China.

In terms of economy, the spokesman said that Hu's visit would encourage more Chinese investors
and other foreign investors to Cambodia as they would trust in Cambodia's sound economic and
political stability. "We hope that during Hu's visit, many cooperation agreements will be signed".
The diplomatic ties between Cambodia and China have been bridged for more than 60 years during
the age of former Cambodian king Norodom Sihanouk and former Chinese leader Zhou Enlai, and
the ties have been gradually fostered. "Until now, our bilateral relations have reached the level of the
comprehensive strategic partnership of cooperation”.



Following good relationship between the two countries from past to present, Chinese investment is at
top. The Cambodia Development Council reported in 2011 that China was the first investor in
Cambodia with the investment capital 8.800 million in total 1994-2011. 90% of this investment
capital was licensed between 2000 and 2011. This large amount of the investment has been described
that Chinese investor have been flexible in lobbying and negotiation for investment licenses from the
Cambodian authorities. They have also been familiar with the Cambodia’s situation and many
Khmer-Chinese speak Chinese language. On this other hand, China is the most important assistant
actively in the development of roads, bridge, and irrigation system and hydro-electric dams.... . By
2011, more than 1,500 kilometers of roads and three long bridges of 3.1 kilometers have already
been constructed with loans and grants from China, PM Hun Sen said.

Furthermore, China plans to provide loan about $767M (62%) of the 2012 national budget of
Cambodia. The 2012 budget plan shows that Cambodia has planned to request for credit from
development partners with a mount of $1,225M. Recently, Cambodia has submitted a proposal for 7
projects with the cost of 500Million to Export-Import Bank of China, PM said (at groundbreaking
NR. No.6). PM emphasized that Cambodia’s ability to tap loan from China. “ Some countries say
that it is difficult to use China’s money, But | would respond that if you want to learn how to use
China’s money, come to meet me and | will help to teach you” added that “China is faster [at issuing
loans] and is not complicated with the processing”

However, Cambodia is concerned as it has too much debt from one country (CHINA). Two-third of
Cambodian’s total estimated debt of 3.3 billion is already from China. If Export-Import Bank of
China approves the Cambodia the additional $500 Million in new loan, the total amount of
borrowing from China this year will exceed $800M. That is far beyond the target of $400M outline
in the government’s 2011-2018 debt strategy (Cambodia Daily, 15 Feb 2012). IMF, WB and some
economists raised concern on this debt. Economists concerned that so much money from one source
[China] could offer China unprecedented influence over the country.

“In principle, it is not good for a country to borrow mostly from just one country. They will need to
diversify lenders,” said by Hiroshi Suzuki, Chief Economist at the Business Research Institute for
Cambodia. Suzuki added that most loan from China have an average interest rate 2% and mature in
20 years. By contrast, Japan, S. Korea offer with 0.01% interest rate and mature in 40 years.
Stephen, CEO of ANZ Royal Banks, also said that taking on china as such an influential lender does
not come without strings attached. He said “China clearly wants INFLUENCE here [Cambodia] and
are offering remarkable perks to do it. In some ways, it is limits Cambodia’s independent and it’s a
significant factor,”

LLand concessions

The history of Economic Land Concessions (ELCs) in Cambodia dates back to French colonial
times. The first land concessions in French Indochina were initiated by decree in 1874 that enabled
colonial authorities to grant ‘unoccupied’ land to concessionaires under condition that it is under
complete cultivation with three years. In 1899, the Governor-General of Indochina issued a
legislative order that regulated the allocation of rural land concessions to French nationals. By 1925
105,000 ha of land concessions had been awarded to rubber companies in Cambodia and Cochin
China.

Land concessions experienced a renaissance in the early 1990s, when post-conflict Cambodia was
rapidly transferred from a centrally planned to a free market economy and Royal Government of
Cambodia (RGC) opened the door for both local and foreign private investment in the natural
resource sector. After the first general elections in 1993, the RGC created more than 30 forestry
concession zones covering about 6.5 million hectares and privatized those zones for exploitation.
The top five concessions accounted for a net forest loss of more than 163,000 ha in the period from
1996/97 to 2002 (Mc Kenney et al. 2004). Private forest concessions were cancelled in 2002, one
year after the enactment of the Land Law of 2001, and reverted back into state property under the
newly introduced legal category “state public land”.



After a short period of enhanced forest control under the Forest Administration, a new boom of
Economic Land Concessions (ELCs) started with the enactment of Sub-Decree 146 on Economic
Land Concessions (RGC 2005) and a strong emphasis of the RGC on the promotion of agro-
industrial plantations. According to Article 5 of Sub-Decree 146, the evaluation of ELC proposals
shall be based on the following criteria: (1)increase in agricultural and industrial-agricultural
production by using modern technology; (2)creation of employment; (3) promotion of living
standards of the people; (4) perpetual environmental protection and natural resources management;
(5) avoidance or minimizing of adverse social impacts; (6) any linkages and mutual support
between social land concessions and economic land concessions; and (7) processing of raw
agricultural materials (RGC 2005). In reality, however, the criteria 2-6 appear to play a minor role
in the evaluation process, and these criteria are also not part of the model contract provided by the
Ministry of Agriculture, Forestry and Fisheries (MAFF), the government entity that officially
oversees the granting of ELCs.

Private investors in several Asian countries have been strongly encouraged both by their own
governments and by the Cambodian government to tap into the lucrative ELC market. Chinese,
Vietnamese and Korean investors, in particular, have heeded these calls since the mid-2000s.

There is a strong discrepancy with regard to the information provided on the number of ELCs and
the area covered. According to a recent World Bank publication on global land acquisitions and
leases, Cambodia had 61 Economic Land Concession projects operating on 958,000 ha in 2010
(Deininger and Byerlee 2011). The English website of MAFF claims that “at the present, there have
been 85 contracted and validated [ELC] companies with total land area of 956,690 ha located in 16
provinces” and that “until April 2010, the Ministry of Agriculture, Forestry and Fisheries (MAFF)
requested to the Royal Government of Cambodia for contract cancelation of 41 companies with
total land area of 379,034 ha” (MAFF 2012). Yet the Cambodian League for the Promotion and
Defense of Human Rights (LICADHO) holds that by February 2012 more than 2 million ha of
ELCs were allocated.

Many ELCs have been granted on indigenous land, although “indigenous community property” was
introduced as a new legal category under the 2001 Land Law and special procedures for granting
community titles were devised in the Sub-Decree on Procedures for Registration of Land of
Indigenous Communities (RGC 2009). ELCs have also been identified as a major driver of
deforestation. Many ELCs have been allocated in forested areas or on land formerly granted as



forest concessions, in violation of the Sub-Decree on the Management of Forest Concessions
(United Nations 2007).

Increasingly, concessions are also granted in wildlife sanctuaries and national parks that are under
the jurisdiction of the Ministry of Environment. In May 2011, the Minister of Environment
responded in a letter to widespread criticism about the government’s granting of a total of 17
economic land concessions in 110,000ha of protected areas around the country between February 1
and April 1, 2011. He defended the decisions by stating that the concessions would in fact help
preventing illegal logging in the protected areas. He further claimed that it is local people that are a
threat to forests rather than concessions, writing that “traditionally— besides doing poor agriculture
with low yields — they enter the forest in the nature protection zones to collect forest products or to
clear forestland to do swidden farming or illegally log trees”.

In response to growing international and domestic criticism of the practice of granting ELCs, the
Cambodian government has adopted a new land policy rhetoric in the Land Policy Declaration of
2009 signed by the Prime Minister which states that “[I]Jand distribution shall ensure equity, social
stability, food security and facilitate investment based on the natural characteristic, type and quality
of soil for sustainable socio-economic development, prevent land concentration and promote
productive and effective use of land.” In January 2012, the Prime Minister was also quoted in local
media saying that he would take back land concessions if the violence continues. Yet, a recent
World Bank study on the rising global interest in farmland concluded for the case of Cambodia that
“public information on economic land concessions remains incomplete, and many environmental
and social impact assessments, if conducted at all, involve little community participation or fall
short of international best practice”.

Impact of ELC on local people and Natural

Resources and Environment

3.1 ELC in Kratie as a research site

Kratie Province is located in Northeastern Cambodia, with a distance from the capital Phnom Penh
of about 340 km by road. The province is divided into one township and five districts with 46
communes (sangkats) and 183 villages. A high proportion of the people in these villages depend on
the forest for much of their livelihoods (McKenney et al. 2004). The area of the province is 11,094
km2 with a total population of 319,124, of which 25,604 belong to indigenous groups according to
the national census of 2008 (Schliesinger 2011). The province is divided North-South by the Mekong
River and its narrow floodplains. Most of the province consists of undulating uplands, including
lowland/upland mosaic and upland forested areas. Kratie is classified as a rural province-with 70%
of the province*s population working in the agricultural sector-and one of the top eleven forested
provinces of Cambodia. According to a report of the Kratie Provincial Department of Agriculture,
Forestry and Fisheries (KPDAFF), 30 large-scale and 19 small-scale 5 Economic Land Concessions
(ELCs) were registered in the province as of 30 December 2010, covering a total area of 244,844.3
hectares (Table 1) or 22% of the provinces territory (KPDAFF 2010). The majority of the large-
scale ELCs have been leased by foreign investors (primarily Vietnamese and Chinese) for a period of
70 years, while most small-scale ELCs have been allocated to Cambodian businessmen.

Number of Economic Land Concessions in Kratie Province

Nationality No of Company Total area (ha)
Large scale
Vietnamese 10 73,686.00
Russian 1 15,165.00
Chinese 9 66,782.63




Korean 3 21,822.00
Indian 2 16,892.00
Khmer 4 28,929.21
NA* 1 7,000.00
sub Total A 30 230,306.84
small scale

Vietnamese 3 2,763.39
Russian 1 987.00
Khmer 15 10,787.00
sub Total B 19 14,537.39
Grand Total 49 244,844.3

3.2 Impact on Villagers’ Livelihoods and Strategies of Resistance

Many studies included a recent World Bank study (on the rising global interest in farmland
concluded for the case of Cambodia) found that “public information on economic land concessions
remains incomplete, and many environmental and social impact assessments, if conducted at all,
involve little community participation or fall short of international best practice”. Land disputes
have sharply trended upwards since the mid-2000s. 282 ongoing cases of land disputes were
recorded in 2010 by the NGO Forum (NGOF 2011). More than 220,000 people had been affected by
land evictions and land disputes in 2010.

ELCs have also been identified as a major driver of deforestation. Many ELCs have been allocated
in forested areas or on land formerly granted as forest concessions, in violation of the Sub-



Decree on the Management of Forest Concessions. Increasingly, concessions are also granted in
wildlife sanctuaries and national parks that are under the Ministry of Environment. In May 2011, the
Minister of Environment responded in a letter to widespread criticism about the government’s
granting of a total of 17 economic land concessions in 110,000ha of protected areas around the
country in 2011. He defended the decisions by stating that the concessions would in fact help
preventing illegal logging in the protected areas. He further claimed that it is local people that are a
threat to forests rather than concessions, writing that “traditionally—besides doing poor agriculture
with low yields—they enter the forest in the nature protection zones to collect forest products or
to clear forestland to do swidden farming or illegally log trees”.

Kbal Dam Rey Commune is located 55km northeast of the provincial town Kratie. It covers an area
of 407 km? and has had permanent settlements since the 1940s. The commune comprises five
villages, namely O Tanoeung, SreSbov, Cham Horb, O’ Po and SreTreng village. O Tanoeung
village was selected for this case study as it was directly affected by an Economic Land Concession
in 2006. At the time of the main fieldwork in 2007, O Tanoeung comprised 130 households. This
number had increased to 144 households by the time of the follow-up research in February 2012.
Local people do not have any formal land certificates, since Kratie Province is one of the eight
provinces in Cambodia where systematic land registration® has not yet started (MLMUPC 2011). The
livelihood of the villagers is primarily based on wet-rice cultivation, fishing, raising free range
animals, collection of non-timber forest products and seasonal off-farm work. In 2007, the villagers
cultivated 106.7 hectares of wet-rice fields and an additional 7.4 hectares of scattered upland
swiddens (chamkar).

The surrounding forests have always been an essential feature in the patterns of life of the villagers
and continue to be of fundamental economic, cultural and social importance. Forest resources
provide the villagers a means for diversifying their livelihood activities to supplement rice
production. Villagers who face land and food shortages and have few alternative livelihood
opportunities can collect a range of forest resources for their household’s subsistence. In this manner,
the forest resource base serves as an essential safety net for the villagers. However, by February
2012, the number of Economic Land Concessions in Kbal Damrey commune alone had increased
from 3 in 2007 to 9, of which seven are large-scale.

O Tanoeung villagers have been engaged in community forest initiatives since the mid-2000s. The
issue of forest protection had been emphasized in the commune development plan (2003-2005) upon
request from villagers of all five communities under the KbalDamrey commune in order to curb
illegal logging in the area. It was also prioritized in the commune investment plan (2005-2007),
propagating training courses in community forestry. In O Taneoung village, the forest protection
initiative was supported by a local NGO, Community Economic Development (CED), from 2005
onwards with the aim of establishing a community forest. In February 2006, the Natural Resource
and Environment Management project of the Seila program provided financial support to the
commune to implement a community forestry project covering 1,468 ha, only three months before
three foreign companies started to claim a substantial part of the commune’s land.

In March 2006, three foreign companies—Green Island Agricultural Development (Cambodia) Co.,
Ltd; Global Agricultural Development (Cambodia) Co., Ltd, and; Asia World Agricultural
Development (Cambodia) Co., Ltd—were granted a total amount of nearly 30,000 hectares of
forestland (MAFF, 2007). O Tanoeung villagers were directly affected by the Global Agricultural
Develop mentcompany which infringed on the western part of the village’s territory.

Economic Land Concessions (ELCs) exceeding 1,000 ha need to be authorized by the national
government and investors need to approach the Cabinet of the Prime Minister to request the
permission for establishing a large ELC. In the case of the three companies that established ELCs in
Kbal Dam Rey commune, the Prime Minister issued three letters (No. 1529, 1530, 1531), all dated




on 22 December 2005, to order the Ministry of Agriculture, Forestry and Fisheries (MAFF) to
conduct a study on the requested areas of 10,000 ha each. The Minister sent a ‘national study team’
of five officials to Kratie Province to conduct a survey of the requested land areas through a mission
letter (No. 103), dated 6 January 2006. Following a meeting with the Kratie governor and
representatives of other provincial departments on 9 January, a ‘provincial study team’ was formed.
The following day, the team split up into two groups that surveyed the forest situation, landscape
characteristics, soil quality and local land use and completed their mission by 12 January. Approval
signatures of all relevant local authorities, including the Sambo district governor and the commune
leader of KbalDamrey, were obtained by 13 January and the provincial governor sent the location
maps for all three proposed areas with the signatures to the Minister of MAFFalong with a letter (no.
23, dated 16 January 2006). The Minister of MAFF recommended to the Prime Minister in a letter
(no. 466 KSK, dated 31 January) that sufficient land was available for the three concessions.

Responding to the report and recommendation letter of MAFF, the Prime Minister’s cabinet issued a
letter (no. 227 SCN, dated 9 February 2006), to accept the MAFF’s recommendation. Following this
letter the Minister of MAFF wrote a letter (no. 687 KSK, dated 10 February 2006) to request the full
delegation of power from the Prime Minister for signing the ELC contracts with the three companies,
which he approved in a letter (no. 15 SBT, dated 17 February 2006). The Minister of MAFF and the
three recipient company owners signed the contract on 15 March 2006, effectively according the
latter a 70-year lease, i.e. a de facto unconditional land use right until the year 2076, after an
approval process that took less than three months.

The three companies started to implement their concession projects in May 2006, affecting the three
communes KbalDamrey, O Kreang and Rorlaus Meanchey. According to interviews in 30
households from O Taneoung village, the Global Agricultural Development Company had appeared
in the community without any prior notice. Villagers unanimously stated that none of them had been
consulted or informed about the planned concession beforehand. Only when the company started
clearing the land, villagers became aware of the fact that the company was encroaching into the
village territory, as reflected in the following quote from an interview:

“The forest clearing activities startled us, and we were wondering what those activities were aimed
at. Where were they coming from and who allowed them to cut trees?” (Mr. P., O Taneoung villager)

The initial impact on the livelihoods of OTanoeung villagers was substantial. Parts of the villagers’
wet-rice fields were located in the concession area and were thus claimed by the company. Many
cattle owners lost access to traditional pastures in secondary forest areas. At least six calves died in
2007 after falling into the trenches dug by the company in the process of demarcating the boundaries
of the concession. The company also violated regulations in the 2001 Land Law that stipulates that
roads or waterways used by local people cannot be blocked by a concession. It established a toll
booth along a road that had been customarily used by villagers and charged them a fee for using it.
Road users were also required to register their names and provide fingerprints, raising suspicions
among the villagers that the company may use the name lists for other purposes. The concession also
blocked the stream flow of local creeks that provided freshwater for household consumption, fishery
activities and villagers’ rice fields. But most importantly the concession infringed on the forest areas
that were essential for local people’s livelihoods. 855 ha of the planned community forest of 1,468 ha
were located within the boundaries of the concession.

“Krom Hun Chin (Chinese company) is clearing the forests. Forests no longer exist, and our lives
will face difficulties in the near future. Our children will not see and know all trees and wild animals
in this area. If the government sold land to the Chinese, what can we do? We are ignored and
excluded”(Mr. S., O Tanoeung villager).

Villagers had been warned by a local official not to use force against the concession making
reference to the legality of the land deal obtained from the highest government level. “If you go



together to resist the company, you will get hurt and arrested, because the company comes with
permission from Samdek P.M. Hun Sen” (O Taneoung villager, quoting a local official).

“[Economic Land Concessions] are a national policy to develop the nation and to reduce poverty. We
cannot do anything against the upper level government officials’ decisions.”(Commune official).
Nevertheless, a large group of villagers decided to take collective action against the company and
went to the land clearing site to stop the land grab by the ELC.

“Although the government sold this whole region to you, we will not allow you to take our
farmlands. If you still attempt to do so, we will burn those machines”. (O Taneoung villager,
confronting the land clearing team of the company).

Facing the pressure of the villagers, the clearing team temporarily suspended land clearing and
trench digging activities and instead focused on the construction of company offices and wood
processing factories inside the concession area. In subsequent months, some villagers shifted to more
clandestine forms of resistance by destroying parts of the company’s teak seedlings and cutting wood
in the concession area during nighttime.

In January 2007, the deputy provincial governor agreed to attend a meeting aimed at settling the
dispute between the three companies and affected communities. This followed an incident in
neighboring Cham Hor village where a family’s hut in a rice field had been burned when company
workers were burning grass to clear the forest. The villagers then went to the Green Island
Agricultural Development company’s office to request a stakeholder meeting that included the
provincial and district authorities to address their concerns. Concerned about losing their land,
around 200 villagers from O Tanoeung, SreShov and Cham Hor communities joined the meeting.
The deputy governor was accompanied by company representatives, the district governor, other
government officials (e.g. from the forestry office) and several armed police and military forces. In
the meeting, villagers demanded the companies to withdraw from the three communities.

The provincial deputy governor argued that the companies had received permissions by the national
government to establish the three Economic Land Concessions to develop tree plantations and wood
processing factories. He claimed that the government granted only “state land” to the companies, not
villagers’ farmland. The deputy governor further suggested that those lands were “degraded” forest
areas that were of “no use” for local people, therefore “the companies will help to develop local
infrastructure and provide jobs to the local people in order to reduce poverty in the region”. He
emphasized that “in the future Cambodia will export wood products and get US-Dollars in return”.
Yet, the villagers maintained that most of the area was not “degraded” and “non-use”, but rather
“old-growth and dense forest”, locally known as prey chas, rich in biodiversity and valuable timber.
This narrative was underscored by the commune land use and natural resource map of 2006 which
had been developed by the community forestry project under government and NGO support and had
identified more than 50,000 ha of the commune territory as ‘dry evergreen broad-leafed forest,
deciduous forest, and mixed forest’ (KPD-LMUPC 2006).

O Tanoeung villagers also rejected the ‘poverty alleviation” and ‘job creation’ narrative of the
provincial deputy governor as fictitious: “Poverty in this community can be reduced, whenever the
people have land for rice cultivation. In the future, the members of each family will increase and they
will need land for rice production. But the companies now took over all reserve land, thus how can
the new members acquire land, when they need it? If they do not have land, how will poverty be
reduced?” (Ms C., O Tanoeung villager).

In personal interviews during the household survey, villagers reiterated their strong determination
that they would not work for the concessionaire, equating life as a plantation worker with *slavery’.

“The Chinese came to take over Khmer land and required Khmer people to work for them as slaves;
even though we may die, we will not work for those land robbers.” (Mr. S., OTanoeung villager). “I
will never work for this Chinese company, and | will not allow my children to work for it.” (Mr. S.



M., O Taneoung villager). “Perhaps the government wants the people here to be slaves for foreigners
on their own [Khmer] land rather than letting them work independently.” (Mr. T.,O Tanoeung
villager).

O Tanoeung villagers negotiated with the company to reclaim their wet-rice fields and to have the
concession boundaries moved at least 500 m from their plots. Ultimately, the concessionaire offered
to release all wet-rice fields, but insisted to move the ELC boundaries only 100 m from the farmers’
fields. “I am lucky that the company left this part of the land. At the beginning, it attempted to take
the whole area. Having this plot of land is better than losing all. 1 am not happy with this, but I
cannot do anything because the government allowed this company to take this land.”(Mr.Y., after
having reclaimed part of his land).

Local and international NGOs? that wanted to help the affected villages in KbalDamrey commune in
their fight against the three concessionaires faced severe restrictions and pressure from companies
and provincial authorities in the second half of 2007. The provincial governor issued a letter in
August 2007 to stop an NGO network from operating in the province, on the grounds that it was not
registered with the Ministry of Interior.

In 2010, the community forestry initiative in O Tanoeung was finally approved, but only on the area
of 613 ha that were located outside the boundaries of the Global Agricultural Development
Company. As of February 2012 no activities were recorded in the concession, apart from a small
cleared part of land that was subcontracted to a Khmer businessman in Kratie town for growing
cassava. Commune officials talked about rumors that the concession of the Global Agricultural
Development had been cancelled by the government and transferred to a Korean investors, but they
have not seen any legal documents.

By February 2012, the number of Economic Land Concessions in Kbal Damrey commune had
increased to nine, of which seven are large-scale. An increasing number of villagers were involved in
illegal logging as collection of non-timber forest products in the concession areas is no longer
possible. In O Tanoeung village, members of at least 10 families had to work as seasonal laborers for
farmers in other communities in order to sustain their livelihoods.

‘dependency indicators’ from the bilateral

relations
Infrastructures:
— Hydro- power (Dams:1 completed, 3 under construction, some under plan)
— Roads (Chinese roads)
— Bridges (Chinese Bridges)
Employment= Chinese investment provide job opportunity
(garment factories, especially= southland rural poor girls are working in those factories, even salary
is low [$61/month])
Market: Tax free for 418 items of Cambodian products to Chinese Market
Finance: The Cambodian Government always depend on loan and grant from China in development

In conclusion, the two counties, China and Cambodia have a good tie result from “political and
economical” inter-dependent. Cambodia needs assistance [Money] without conditions Human
rights, Good governance, and transparency as what western concern. China sticks on the will of not
“interfere internal politics”. Yet China needs “One-China policy” support from Cambodia and
Natural resources (mine, forest, land, water). As Cambodia’s location is heart of ASEAN location
and rich of Natural resources but weak management, China would come to tap benefits through
producing products in Cambodia to export to China, 9 ASEAN Nations with “Zero Tax” and also




export to Japan, S. Korea, India under Free Trade Agreement between ASEAN n Association and
these countries.

Following the bilateral relations and Cambodian government’s commitment of promoting agro-
industry, many Chinese investors put their capital into Economic Land Concession sector. This ELC
promotion creates problems for Cambodia poor and natural resources and environment for the
country in particular and for the world in general. ECL depended on reports and fiend evidence
affect on local people’s livelihoods, community-based resource management initiatives and
ecological integrity in the less populated provinces of the country. The indiscriminate allocation of
ELCs has led to enclosures of communally managed land, dispossession of small peasants and
overlapping claims over private leasehold, community forests, indigenous territories and state land.
Since no single piece of farmland has been officially titled in Kratie Province to date, all natural
resources are “state land” by default, and farmers and local communities are not considered as legal
landholders. As a consequence, government entities do not feel legally obliged to negotiate with
farmers prior to granting concessions and may only involve in cases of acute land disputes between
concessionaires and communities after the concessions are implemented.

Therefore, ELCs can be considered as a measure of “allocative efficiency’, ELCs help develop the
national economy, they provide commodities for export, and enhance government revenues. ELCs
help restore non-use land and degraded forest areas; create employment opportunities for local
people and diversify the local economy& ecology. In contrast perception, ELCs have been
considered that they infringe on villagers’ farmland, communal pastures, community forests and
public infrastructure. In addition, ELC approval processes have been found that lack of transparency
and accountability; no environmental and social impact assessment are conducted prior to the
implementation of ELCs
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I. About Land Concession

On May 9", 2007, the Vientiane Times’ headline read: “Govt suspends land

concessions, The PM said he had once seen a photo of a coconut tree plantation in

Borikhamxay, where investors had cut down large areas of natural forest.” And to highlight

the story:

“Prime Minister Bouasone Bouphavanh announced yesterday that his
government would stop approving land concessions for investors on and
indefinite basis, or until a more comprehensive strategy could be devised.”
(VT 5/9/2007: p.1)

Abrupt as the announcement may look like, it was preceded by the report of the day

before, “Authority voices concern over land concessions”, which included the following

remarks:

“Director General of the NLMA’s Department of Land Policy and Land
Use, Mr. Mouphan Mahaphan, said on Monday that foreign investments
were constantly increasing, and the authority was having difficulty in
keeping up. ...



‘We sometimes just try to speed up investment, causing us to neglect the
correct procedures for approving investment, which should include
considering the interests of local people and the suitability of growing these
[rubber] trees,” Mr Nouphan said. ...

The government is encouraging investors to implement its ‘2+3 policy’ to
ensure investment is beneficial to investors and local people, as well as to
the country in general. Under this policy, investors must provide funding,
technical training and a ready market while villagers provide their land and
labour. ...

Minister and Head of the National Land Management Authority, Mr.
Kham-ouan Boupha, ... emphasized that the enforcement of laws regarding
land use and management was ineffective, causing confusion for local
people and negatively impacting on the Party’s leadership.” (VT
5/8/2007:p.1-3)

According to these reports, it was apparent that since the economic transformation of Lao
PDR in the late 1980s’, foreign investments that involved land concession had been
expanding at a scale and speed that exceeded what could be accommodated by the legal
and administrative systems of the government. By July 6™ of the same year, Deputy
Director of thePolicy and Inspection Department of the NationalLand Management
Authority,Mr. Ounheuan Xayachakthat,was quoted by Vientiane Times as saying: “before
land concessionscould resume, the governmentwould need a new set of regulations,
consisting of eightdecrees involving variousministries and sectors, and thisprocess would
take at leastthree years.” (VT 7/6/2007: p.1) However, in effect, it seemed that during this

period of time, only land concession cases that involved more than 100 ha were suspended.

By the spring 2009, officials were reported that they were “convinced various
loopholes in land concessions will be addressed after the Presidential Decree on Land
Leasing and Concessions comes into force at the end of this year.” (VT 4/3/2009: p.3) On
June 16, Vientiane Times reported that the government had resumed land concessions:
“Policy and InspectionDepartment Deputy DirectorGeneral Ounheuan Xayachak said
yesterday the governmentpromulgated a PrimeMinister’s decree on state landleases and
concessions lastmonth. This would allow localand central administrationsto resume
approval of landconcessions of more than 100hectares.” (VT 6/16/2009: p.1) In the same
issue, the report said that, according to the prime ministerial decree:

“Investors who request a concession on an area of more than 150 hectares

must make an agreement with the National Land Management Authority.

For land that is less than 150 hectares in area permission must be sought
from the provincial land management authority. After suspending land



concessions last year, the government this month signed the first
concession agreement for 10,000 hectares with Thai investors for sugarcane
cultivation.” (VT 6/16/2009: p.3)

However, two weeks later, on July 2" news came that the government had again
suspended large-area land concessions:
“The government has againsuspended large-area landconcessions after
deciding itis still not ready to continuewith the policy.

According to a pressrelease from the GovernmentSpokesperson, the
cabinetdecided to suspend concessionsof land more than 1,000hectares in
area after hearinga report from the Ministryof Agriculture and
Forestryabout the situation regardingland concessions and leasesfor
investors wanting to set upindustrial tree plantations.

The government expectedto resume concessions aftercompleting surveys
aroundthe country to identify landaccording to its suitabilityor various uses,
the mediarelease noted.

However, if an urgent casearises, with an investor needingmore than 1,000
hectares ofland to carry out a business,the sectors concerned willadvise the
cabinet in makinga decision.

For land of less than 1,000hectares, the sectors concernedare advised to
seek advicefrom the prime minister anddeputy ministers, according tothe
press release.” (VT 7/2/2009: p.1)

Interestingly, what was implied in the last two paragraphs indicated that the door
was virtually open for land concession cases, large or small, at the discretion of concerned
authorities. Although by the end of 2009, the government issued an “Executive Decree on

Land Lease and Concession Fee Rates of State Land”, but no new regulation regarding the

criteria for granting permission per se was announced. Thus in a report written in 2010,
Miles Kenney-Lazar (2010: 8) said: “Frequent fluctuations of government policy and
discourse can make it difficult to understandthe current state of land concessions in
Laos. ...[D]espite the moratorium, concessions have been granted as the primary form of
investment inland-based resource extraction and development in Laos.As of 2011, one
report in Vientiane Times claims: “There are currently more than 2,000 land concession
project nationwide, but many are ineffective. Many investors sign contracts for a land
concession with the intention of selling the project to other investor.” (VT 4/272011: p.2)
And, according to UNDP Laos Resident Economist Robert Glofcheski, “the government
has already granted over 1.6 m hectares in land concession to foreign
investors.” (VT6/2/2011: p.15)



Against this backdrop, if we outline the major investment projects, which involve
Chinese capital and Lao land concession in the past decade, we can not see any significant

change in direction or momentum because of the moratorium.

Table 1: Major Land Concessions to Chinese Investment Projects

Project Name Starting Year Land Area Duration Remarks

Golden Boten, SEZ 2003 1,640 ha 30 yrs

Sino-Laos Potash

Mining 2004 22.5 ha 50 yrs

Sapphire Mining 2006 800 ha

Rong Xiang Rubber 2006 2,407 ha

San Jiang Shopping

Mall 2007 1.74 ha

Zhongxing Telecom Assessing 50,000
Equipment (ZTE) ha, prospecting
Cassava Plantation 100,000 ha for
(for biodiesel) planting; 480 ha
plant facilities

That Luang Marsh In exchange
Development Project 1,600 ha later for financing
2008-09 | reduced to 200 or 50 yrs the 25" SEA
600 ha Games
Stadium

Golden Triangle, SEZ 2009 10,227 ha 99 yrs

Eucalyptus

Plantations 2010 30,000 ha 50 yrs

Don Chan Island 2011 25 ha 50+40 yrs

VITA Park, SEZ 2012 110 ha 75 yrs

Source: (1) Vientiane Times (2001-2011) essays; (2) Website of the Economic and
Commercial Counselor’s Office of the Embassy of People’s Republic of China in the
People’s Democratic Republic of Laos; (3) Various internet sources.




This table is certainly not a complete listing of all the projects of Chinese
investment in Laos that involve land concession. The listed projects are, however, by far
among the most reported non-hydro-power projects by the media. This is either because of
the locations (e.g. city center of Vientiane Capital), visibility (scale of enterprise or felt
relevance with people’s daily life) or sensational news value (e.g. Golden Boten and

Golden Triangle) of the projects.

I1. The Don Chan Island Development Project

Located at the Central Vientiane Capital, the Don Chan Island project has received
considerable news coverage even before its groundbreaking in 2011. It is generally
understood that an area of 25 hectares on Don Chan Island in That Khao Village,
Sisattanak District, Vientian, has been designated by government to be developed into an
area that includes a five-star hotel, supermarket and rental properties. The project also
includes 50 villas-style houses toaccommodate foreign dignitaries attending the Asia
EuropeMeeting (ASEM), which will be held inVientiane in November of 2012,

Currently on the construction site, three teams of workers can be seen carrying out
various tasks. According to two workers, there are two teams recruited from China by the
contractor, CAMCE Investment (Lao) Company. Most workers of the Chinese workers
are from Shantong Province, Northern China. They live in company housing that looks
like a military camp; have their own cooks who prepare meals with foodstuff shipped in
from China. There is a third team of workers on the site that consists of local workers and

is assigned relatively unskilled tasks.

On the other hand, the current (or soon-to-be-former) residents on the island will
be resettled to the Dongbanxay area in Xaythany District, about 18 km from the city center.
According to the government, most of the villagers do no own title to the land they are
using. Since the area has long been designated for city development. The compensation
program is to give each household a 20x40 square meters plot in the resettlement area,
plus cash compensation of up to US$9,000 for building of new house. According to
Vientiane Times, the And the livelihood of the villagers on the island will certainly be lost.



Photo 1: Chinese Workers on Don Chan Project Construction Site

Photo 2: Chinese Workers” Camp at Don Chan Construction Site

Photo 3: Soon to be Resettled Don Chan Villager House



I11. Major Cases of Chinese Aid to Laos

Table 2: Major Cases of Chinese Aid to Laos

Project Name (E)

Location

Contractor

Budget

National Culture hall

Vientiane

?

Kunmin-Bangkok
highway Laos PDR
section 69.44 km

Yunnan Road & Bridge
Construction Co. Ltd

RMB 249m

Mekong waterway
regulation works

From China-
Myanmar
border No.
243 mark
toHouayxay,
Laos, total
length 321
km

?

US$ 5m

Ban Xang Khong
wharf

Luang
Prabang

RMB 0.5m

Sino-Lao Friendship
Hospital

Luang
Prabang

Yunnan Construction
Engineering Group Corp
International Engineering
Department

Patuxay Park
renovation (Music
Fountain)

Vientiane

The Guangdong No. 3
Water Conservancy and
Hydro-electric
Engineering Board

Lan Xang Ave. Vientiane The Guangdong No. 3 RMB10 m 2004
renovation Water Conservancy and

Hydro-electric

Engineering Board
Firework on the 30th | Vientiane ? RMB1m 2005
anniversary of Lao
PDR national day
Rehabilitation Oudomxay ? US$ 0.5m 2007
Center in Oudomxay
Food donation US$ 0.5m 2008
through WFP
Reception Center of | Vientiane China Friendship 2008

State Head & State
Founding Training
Center Laos

Development International
Engineering
Design&Consult
Corporation




Sino-Lao Friendship | Luang Yunnan Construction RMB 10m 2008
Hospital expansion Prabang Engineering Group Corp
International Engineering
Department
The 25™ SEA Games | Vientiane Yunnan Construction US$ 100m 2008
Stadium Engineering Group Corp
International Engineering
Department
Bridge connecting Houayxay, China RailwayNo.5 US$ 20m 2009
Chiang Khong Bokeo Engineering Croup Co.,
(Thailand) and Ban Ltd.
Houayxay (Laos), on
Asian Highway 3
Lao Agricultural Oudomxay Yunnan Products Import RMB 40m 2009
Technology add Export Co., Ltd
Demonstration
Centre
Na Tuey to Pa Mong The Yunnan Sunny Road | RMB 270m 2009
highway northern and Bridge Construction
section repairmen 78 Company
km
Channel 3 station of | Sivilay Fujien Construction US$10 m 2009
the Lao National village, Engineering Group Corp. | (China
Television Saythany Government)+
district, 1 billion kip
Vientiane (Lao
capital government)
Typhoon Ketsana US$0.2 m 2009
Relief
Luang Prabang Luang China CAMC Engineering | US$86.4 m 2010
Airport renovation Prabang Co., Ltd.
Repair and upgrade | Vientiane Jiangsu Jiangdu US$1.37 m 2010
the National Culture Construction Group Co.,
Hall Ltd.
Construction of a ? US$7.9 m 2011
police command
centre
Provision of ? US$1.56 m 2011
equipment for drug
control
Provision of security ? US$470,000 2011
equipment
Construction of ? 2011
transmission lines
from Xeset
hydropower project t
0 Saravan province
Improvement of Vientiane ? 2011

power lines in
Vientiane
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Lao International Vientiane China State Construction US$70.3 m 2012
Convention Center Capital International (loan) (23m)

(150m yuan)
A bridge across the | Pakbaeng, ? US$50 m 2012
Mekong River (the Oudomxay
5th over Mekong)
Xiang Kouang Phonsavan China CAMC Engineering | US$ 80.9147 | 2012
Airport extension Co., Ltd. m
project

Source: (1) Vientiane Times (2001-2011) essays; (2) Website of the Economic and
Commercial Counselor’s Office of the Embassy of People’s Republic of China in the
People’s Democratic Republic of Laos; (3) Various internet sources.

IV. Major Cases of Chinese EPC Contract in Laos

Table 3: Major Cases of Chinese EPC Contract in Laos

Company Name (E) Project Owner Project Names (E) z%‘;;an? Financer | Years
Transtech Engineering Export to Laos US$8 m 1992-
Corporation Construction Equipment 2005
Transtech Engineering . 1992-
Corporation Export to Laos Vehicles UsS$2.8m 2005
Transtech Engineering . 1992-
Corporation Export to Laos Tires US$8.7 m 2005
Transtech Engineering 1992-
Corporation Export to Laos Cements US$16 m 2005
Transtech Engineering Export to Laos Structural 1992-
Corporation Steels US$8.6m 2005
Transtech Engineering Export to Laos Small 1992-
Corporation Machineries US$4.68 m 2005
China Tianjin
International Road section from
Economic & Technical Nasenphan to Veun Kham US$10.043 m 1996
Cooperative Corp

The road section from
China Road & Bridge Chong Mek on the
Corporation Thailand border to Pakse US$6.910 m 1996

(39 km)
China Road & Bridge Road reconstruction of
Corporation ADB7A. ADB8B US$16.13 m 1996
Huawei Technologies | Lao Telecomm GSM contract with Lao
Co. Ltd. Co. Ltd Telecomm Co. Ltd Us$2zm 1999
China Gezhouba E:Ac:m?r%yn?gation A 24 km road linking
Group Corporation, ' remote Attapeu and US$5.2 m ADB 2002

Transport Post .
CGGC - Sekong Provinces.
and Construction

To deploy a national

ZTE Corporation Sky Telecom Co | ~py\ 1A 2000 1X EV-DO 2005

Ltd

network
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China International

Nam Mang 3 — Khoksaad

Water & Electric Corp E!g:strlcne du — Thanaleng — Naxaython g(]:rr:]a 2005
(CWE) 115 kV Transmission
. Ban Jiangxai (Pakse) —
China-East Resources Electricite du Ban Na — Ban Hat China
Import & Export Co. | s (Thakho) 115 kV Exim 2005
(CERIECO) e
Transmission
Millicom Lao
(operates under
the brand name
"Tango" and is a
Huawei Technologies Loeltr\]:/:eer?w?ncom To built and deploy their 2005
Co. Ltd. . entire GSM network ?
International
Cellular (MIC)
and the
Government of
Lao P.D.R)
to deploy a national
ZTE Corporation Sky Telecom Co | 1A 2000 1X EV-DO 2005
Ltd
network
China North Industries | Electricite du l):,(:;;t)nl —1)1(§slf\t/2 - China 2006
Corp. (NORINCO) Laos g-. Exim
Transmission
Yunnan
Construction China
N The 25" SEA Games
(E:nglnleetrlng t(_3rou|p Stadium (Natioanal US$ 79.96m Devflop_ 2008
orp Internationa Stadium) men
Engineering Bank
Department
China Gezhouba - .
Group Corporation, ELE(:;II’ICIIG du Lrac?eF;etma%a hydropower US$ 206 m tc):ahr:ﬁz N | 2000
CGGC proJ
Northern rural village
power grid restructuring
project eight provinces in
. northern Laos (including
China Gezhoubg Electricite du Huanphanh, Xieng banks in
Group Corporation, . US$4lm . 2009
Laos Khoung, Oudomxai , China
CGGC
Louang Namtha,
Vientiane, Phongsali,
Bokeo, the VIENTIANE
Cap)
Construction of 74 bailey
bridges, including bridge
CAMCE Investment design, goods supply, US$58.9m 2010
(Lao) Company o ;
civil construction and
installation
China Gezhouba Electricite du
Group Corporation, HLG project 2010

CGGC

Laos
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CAMCE Investment

Don Chan Island Project | US$180 m 2011
(Lao) Company
China Gezhouba Ministry of Public .
Group Corporation, Works & :52%3:?‘ dagcr)gil CI;iiCJnad 1c 2012
CGGC Transport )
China North Industries Mln_lstry of Xebangfa! n_ver_basm US$1.5
Corp. (NORINCO) Agriculture and farmland |rr|gat|qn and billion
' Forestry of Laos flood control project
China North Industries Eﬁng'gﬁéer of XESET 2 Hydropower US$135 m
Corp. (NORINCO) Mini% Station Projec

Major telecommunication
equipment provider for
Alcatel-Lucent the Lao government and
telecommunication
companies in Laos

The supply of Intelligent
Network solutions and

Huawei Technologies

Co. Ltd. Handsets and Terminals
Huawei Technologies Implementation of the
g Lao Telecom CDMA network for Lao
Co. Ltd.
Telecom
China Henan

International
Cooperation Group
Co. Ltd (CHICO)
CHINA-GEO
INTERNATIONAL
ENGINEERING
CO,LTD

China Power
Engineering
Consulting Group
Corporation (CPECC)

Source: (1) Vientiane Times (2001-2011) essays; (2) Website of the Economic and
Commercial Counselor’s Office of the Embassy of People’s Republic of China in the
People’s Democratic Republic of Laos; (3) Various internet sources.

EPC stands for “Engineering, Procurement and Construction” type of contract.

V. New and Proposed Chinese Institutional Presences in Northern Laos

The September 22, 2009, Vientiane Times carries a rather curious report of a
different kind of “Chinese” related investment. On the front page, under the headline
“Govt grants first private hospital licences”, the news reads:

“... a Lao-Chinese businessman woul use US$4 million to build hospitals

in Bokeo and Oudomxay provinces, where demand for healthcare is high.

Each hospital will have 36 beds and be equipped with modern
equipment, offering better services to people living in the two border
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provinces. Both local and foreign doctors will work at the hospitals, official
said.

Bokeo Health Department Deputy Director, Dr. Keokham Siritham,
said the investors would target Chinese business people working in the
province, and Lao people with higher spending power.

“There are a lot of Chinese business people in Bokeo who need
high-quality healthcare,” he told Vientiane Times.

At present they have to make the journey back to China or go to
Thailand for the treatment they need.

[Ministry of Health’s Curative Medicines Department Director General,
Professor Dr Sommone Phounsavath] said he was not concerned the two
private hospitals would lead doctors employed in public hospitals to seek
higher-paying jobs in the new facilities, leaving state hospitals with a
shortage of personnel. ... ‘Some doctors will leave the public hospitals, but
not a significant number, as the new hospitals won’t have many vacancies,’
he said.” (VT 9/22/2009: p.1)

As of 2012 April, no report indicating that the two proposed hospitals have been
materialized. According to a Taiwanese medical doctor in Vientiane, there is certainly the
demand in the area because of the growing Chinese population in the northern border
provinces. In the case of Bokeo, it is closely related to the opening and operation of
Golden Triangle Special Economic Zone. However, as far as he knows, the private
hospital proposal is still at the stage of “investment attraction”. The major obstacles
include the shortage of well-trained personnel in both professional and administrative
domains. And the possible competition with the provincial hospital is still a real issues that

need to be addressed.

On the other hand, what has been materialized is the founding of a new Chinese

school in Muang Xay, Oudomxay. According to an official proceeding published for the

occasion of “The 5™ Convention of the Global Unified Chinese Organizations from Laos,
Cambodia, Vietnam” in Vientiane, Bei-Liao (Northern Laos) School in Muang Xay was
founded in 2006. In 2011, the school has 438 students, which consist of 402 Lao PDR
citizens (including Laotian of Chinese descent), 24 Chinese, 9 Vietnamese, 1 French, 1
Czech and 1 Malaysian. The faculty includes 8 Chinese language teachers and 11 Lao
language teachers. The significance of the founding of Bei-Liao School is twofold: on the
one hand, it is the first new Chinese school in Laos in fifty years; on the other hand, it is

presently the northernmost Chinese school in Laos.
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Table 4: List of Chinese Schools in Laos

School Name Location Founding Years

Chong Te School Xepone, Savannakhet 1931

Leu Du School Vientiane, Capital 1937

Hua Qiao School Pakse, Champasak 1937

Xinhua School Luang Prabang 1946

Hua Qiao School Thakhek, Khammouane 1957

Bei Liao School Muang Xay, Oudomxay 2006

Even though the proposed “New Private Hospitals” have yet to be materialized, the
emergence of such specific demand, together with the founding of the northernmost
Chinese school in Oudomxay, indicate the formation of more or less “settled” Chinese
communities in northern Laos, as can be seen in the map: (red squares stand for “proposed
or functioning new Chinese institutional presence”, red circles stand for “old Chinese

institutional presence)

Map 1: Institutional Presence of Chinese Communities in Northern Laos
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The older institutional presences of Chinese community in Laos are mostly
concentrated in the cities of central and southern Laos. This is due to the fact that most of
these Chinese populations are “secondary migrants” (and/or their descendants) from
Vietnam, Cambodia and Thailand, after their forefathers from Southern Chinese provinces
had established themselves in the three coastal countries. Their institutional presence,
therefore, follows the same pattern of general “Oversea Chinese in Southeast Asia”.
Temple, cemetery and school are the three core mechanisms of social production and
reproduction. The new institutional presence of Chinese in northern Laos comes into being
in a very different historical, geo-political and regional economic context. It will be

interesting to following the development with more detailed investigations.
VI. Interaction between the Old and New Chinese Communities in Laos

The growth of Chinese investments and business in Laos inevitably gives rise to
the question of the relationship between the new and the old Chinese communities in the
country. It is not unreasonable to hypothesize that the new Chinese business community
would utilize the resources of the old Chinese to establish their venture, either in terms of
language translation, social connections or risk evaluation and management. In other
words, is the new Chinese business persons following to some extend the century-old

pattern of the “Oversea Chinese” in establishing themselves in Laos. On the other hand,
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one also wonder whether the rise of China as a undeniable regional (or on the road to be
global) power has already provided the new Chinese businesses with enough backing and
that makes connection with the old Chinese community, as a supporting system,

unnecessary.

During the 2012 Chinese New Year, the Youth Lion Dance Troop of the Chinese
Association in Vientiane visits the Sanjiang Shopping Mall as a routine of New Year
celebration. This is also meant to be a showing of cordiality between the two communities.

However, from interviewing members of the Old
Chinese community, one receives responses that are
far from warm hearted. Most people consider the
“new comers Chinese” to be “keeping to
themselves”,  “already  having capital and
governmental backing”, “not needing us much”, and
“working from 7 am to 7 pm and then closing their
door to watch Chinese TV.” The donations credit tablets in front of all the temples and
Leu Do School in Vientiane also show that the new Chinese business community is
largely giving only token donation to these institutions. There are a few key members of
the Old Chinese Community who present themselves as functioning “middle persons” and
welcome business inquiry from the new comers. But the magnitude of their “middlemen-

ship” can only be unveiled through further investigation.

There is another paradoxical situation, not only exists between the old and new
Chinese communities but also among the so-called “Old Chinese” themselves. Along with
Vietnam and Cambodia, Laos experienced a massive exodus of its population in the mid
and late 1970s’, after the revolution. Among the people who fled the countries were large
numbers of Chinese. They subsequently form considerable communities in foreign
countries that include Taiwan, Australia, France, Canada, Macau, Japan and the US.
Psychologically, most of these peoples retain rather strong connection with their
respective “Indo-China homelands”. The stories of each family behind this second-
diaspora, however, were often too traumatic and varied to warrant any simple summary.
Those who chose to stay made the decision for different reasons, from ideological to
practical. And there happened many different kinds of property and estate transference

between those who fled and those who stayed, ranging from entrusting to usurpation. In
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the past decade there were also waves of these re-emigrated Indo-China Chinese returning
to the area for newly opened business opportunities.

In 2011, “The 5™ Convention of the Global Unified Chinese Organizations from
Laos, Cambodia, Vietnam” was held in Vientiane. The convention was chaired by the
incumbent chairman of the Chinese Association in Vientiane, Mr. Lin Zhe-min. Over
2,000 participants from 17 countries took part in the event. Deputy Prime Minister
Thongloun Sisoulith of Lao PDR and Chinese ambassador to Lao PDR were present at the
opening ceremony. Dr. Thonglounpledged in his speech to provide more facilities to

overseas Chinese who will invest in Laos.

Taking advantage of this “Global Convention”, oversea Leu Do School Alumni
Association also visited their alma mater and hold meeting with the current school
administrators. That meeting turns out to be anything but pleasant. The Alumni
Association manages a fund from alumni donations and is made available for the school
should there be the need and upon the submission of proposal from the school
administration. The newly appointed chair to the school board, however, assumes a rather
high profile and refuses to follow the financial protocol laid down by the Alumni
Association yet insists in receiving the fund. This newly appointed school board
chairperson is a new Chinese immigrant from Teochew and claims to have very good
connection with the Chinese embassy. The meeting turns out to be a confrontation
between a group of nostalgic and yet management-minded alumni and a high-handed

Chinese embassy-backing administrator.

The appointment of this school board chair is actually in line with another
appointment by the incumbent chair of the Chinese Association of Vientiane. Two years
ago the chair Mr. Lin appointed a former Chinese Embassy employee as the secretary of
the Association. This appointment raised a lot of eyebrows among the members of the old
Chinese community, but it also represented an understandably inevitable strategy for the
community to build up close relationship with the Chinese Embassy, and the politico-

economic strength it stands for.

VII. Conclusion
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In this progressive report, | include three tables that outline the general picture of
the involvement of Chinese enterprises in FDI, land concession and EPC contract projects
in Laos. These will provide a chart for further investigation, in terms of both analysis of
overall pattern and the selection of in-depth case study. The emergence of institutional
presence of Chinese communities in northern Laos and the noticeable wind-changes in the
power relations inside the “Old Chinese Community” indicate that the increase of
influences from China through its participation in GMS project is gradually changing the
ethnoscapes (Appadurai 1996) of Laos.
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The Making of Extraterritoriality and Commodifying Sovereignty: A Chinese-Lao
Collaboration

Pinkaew Laungaramsri
Introduction

In July, 2008 a master plan for the development of Northern Laos was released. Drafted
by the Yunnan Province Development and Reform Commission and implemented by the
provincial Land and Resources Research Office, the 2008-2020: Planning for Industrial
Economic Development and Cooperation in Northern Part of Lao People’s Democratic
Republic or known as the North Plan The North Plan was submitted and accepted by the
Chinese Ministry of Commerce and Lao Ministry of Planning and Investment Development in
2008.

The aims of the plan are to develop a set of strategies to “speed up industrial
development, foster backbone industries, improve economic returns, reduce and eliminate
poverty, so as to promote sustainable and fast socio-economic development, establish scientific
industrial train of thoughts, speed up foreign opening and cooperation, which will be critical for
promoting prosperity of North Laos, and narrowing the gap with Central and South Laos (p.2).

The designated areas of the plan includes three development corridors: from China to
Thailand, from Boten to Luang Prabang, and from Thailand to Vietnam. The key focuses are
development activities including electricity industry, agriculture and agro-industry, in which roads
and railway construction are undertaken by Chinese companies.

According to the plan, it is envisaged that by 2015, the GDP of North Laos will be close
to 2.2 billion USD, and the per capita GDP will exceed 800 USD. In the period of 2008-2015,
the average annual GDP growth rate will be over 9%. The industrial structure will be constantly
optimized, agriculture and rural economy will develop in an all-round manner, and the
processing and conversion rate of advantageous agricultural products will exceed 30%. The
added value of energy and mining industries should account for more than 15% of GDP, the
average annual growth rate of mining output value will be more than 17%, while that of
electricity industry shall be over 15%, a hydropower-based electricity supply system shall basically
take shape, and the backbone industry of electricity will start to be established. A batch of
advantageous enterprise with known brands and competitiveness at home and abroad will come
into being. Poverty reduction is progressive, the rate of poor households will drop to 10%, the
rate of poor villages will drop to about 20%, and the poor population will decrease, too. By 2020,
the GDP of North Laos the GDP of North Laos will reach 3.5 billion USD, and the per capita
GDP will exceed 1,200 USD. In the period of 2016-2020, the average annual GDP growth
rate of North Laos will be more than 10%.

Ambitious as it were, it remains unclear as to how this plan will be materialized and where
the source of investment would be. However, it does provide a direction of how China and
Chinese investors position themselves in the mission to transform the “underdeveloped”
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borders of Laos into a prosperous area. Interestingly, as one scholar has pointed out, the
regional development plan proposed by the Yunnan counterpart seems similarly copied from
China’s Great Western Development policy aiming at reducing regional disparities, of which
Yunnan is a beneficiary (reference?). It should also be noted that the plan itself reflects what has
already been operating in northern part of L.aos where two special economic zones were granted
to Chinese developers. On the Lao-Chinese border of Boten-Mohan, Luang Nam Tha province,
a 99 year lease for the Boten-Dankham special economic zone was granted to a Chinese
company, Fokhing with a total investment value of US$130,000,000 with a projection towards
US$ 500,000,000 in 5 years, in a concession area of 1,640 hectares.

On other side of the border between Thailand and Laos, a large scale Golden Triangle SEZ in an
area of 827 hectares has been granted to another Chinese developer, Kings Roman group. The
total investment value is $US 3,000,000,000, in a 75 year lease to develop the northern Lao
border into a multi-purpose economic, trade, and tourist zone.

In their article, ‘Dams, Casinos and Concessions: Chinese Megaprojects in Laos and
Cambodia’, Chris Lyttleton and Pal Nyiri investigate the emergence of Chinese expansion of
large scale development in Laos and Cambodia. In Cambodia, Laos, and elsewhere, dams, casino
entertainment complexes, agri-business, etc., are owned by Chinese companies. Massive flow of
Chinese capital into this region and other places has been made possible by land concession
policy in many countries designed as the key engine for fast-track economic change. Control of
vast area of land from the national territory, influx of Chinese workers and entrepreneurs,
privilege of Chinese currency, language, and other facilities over local and national provision, and
unclear enforcement of legal jurisdiction, all of these have led the two authors to suggest that the
model of China’s concession can be seen as a contemporary version of “soft extraterritoriality”,
the colonial form of control over resources and people while being exempt from the jurisdiction
of local law. Albeit different from the treaty port model experienced by the Chinese during the
colonial era, the concession practice and the exercise of extraterritorial right have been revised
and revived by China as an effective tool of economic modernization towards the economically
weak country.

b

The use of the concept extraterritoriality (#nsuenemuva) to explain the Chinese strategy of
economic advancement in the globe raises two important points for consideration, especially in
relation to the question of how this colonial conduct is still possible in the neo-liberal era. First,
it indicates the peculiar characteristic of the expansion of Chinese investment which has not only
penetrated the market economy of its counterpart, but also has an impact on the political and
judicial practices. Second, it demonstrates the shifting state practice towards flexible



experimentations with sovereignty where different modes of (de)territorialization and legal
compromise/exempt are applied to the requirements of economic modernization.

In the case of Laos, special and specific economic zones can be seen as one form of self-
imposed extraterritoriality tailored to foreign investment by the Lao state. However, this paper
argues that the making of extraterritoriality in the neo-liberal era is not a one way exercise of
power, but requires certain sets of collaboration in order to make this outmode scheme sound
and legitimate. At discursive level, large-scale concession is rendered necessary by both the
investors and recipient state through the discourses of civilization and underdevelopment.
Although the Chinese investors and the Lao government are located in different position within
the patron-clientage relationship, they both co-produce the similar narratives of backward
hinterland of Lao border and modern progress to be brought by the Chinese civilizing mission.
At political level, the legal compromise in the special zone is essential for both Lao state and
Chinese counterpart. For the Lao government, flexible sovereignty, or commodifying
sovereignty (or in Ong’s term graduated sovereignty) allows new economic possibilities to
reshape/transform the wild zone and its people into a productive resoutce, the process of re-
territorialization that needs much capital to achieve. For the Chinese investors, extraterritorial
rights are the cheapest and fastest way towards resource control and extractions, and to turn the
wild area into the most profitable one. But the thing is what is planned is not necessary the same
thing as what has turned out to be. Ironically, the experiences of SEZ at the northern Lao
borders have become even more wild than expected.

This presentation comprises three main parts:

Lao-style SEZ

Commodifying Sovereignty and Discourse Coalition: We will turn the wild frontier into a
modern city.”

3. When the wild has become even more wild

N —

1.Lao-style SEZ

The idea first came from China, the Shenzhen Special Economic Zone.
But we do it according to Lao experience.

(Kheungkham Keonuchan, Director of Planning and
Evaluation Division, the Secretariat to NCSEZ)

The idea of SEZ in Laos was originated in 2000 with the help of JICA who undertook a
feasibility study of the potential area for the establishment of SEZ in Savannaket province (along
the route no. 9). The first SEZ, Savan-seno was established in 2003, followed by Boten-dankham
in 2007, and Golden Triangle in the same year. Since 2007, ADB has also provided several
technical assistance special funds to improve SEZ management, legal and regulatory framework,
institutional capacity, as well as identifying target and production chain business opportunities.
According to the SEZ secretariat office, special and specific economic zones are “forms of
economic development which indentified specific locations to attract both domestic and foreign
investors by offering tax and duty incentives in order to promote infrastructure development,
services, production, skill development and technology transfer”.

The Lao government define special economic zone as “the space or area specifically designated
and created to promote, support, facilitate, and grant special right to investors for business
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enterprise.” The special economic zone is determined to be developed into a new and all-round
modernized town where communities are involved in the development. The zone is managed by
two sets of committee: the Administrative Committee and the Economic Executive Board which
work together and have full authority to manage the SEZ. Normally the chair of the Economic
Executive Board is the zone developer. (2 types of investment: 1. Govt 100%, 2. Joint venture
between govt. and private).

A specific economic zone is however defined as “an area under government decree or law which
is different from other area so as to accelerate the development according to the designated
objectives”, including industrial zone, processing zone, tourist area, free trade zone, high tech
park. The definition of specific economic zone is further described by the SEZ office as “the
area designated by the government as zones of industry, export-oriented production, tourist
industry, duty free, technological and information development, border economic development
and so on”. Names of special economic zones are created in accordance with specific
characteristics of each zone’s development, production, and service which are different from
each other. Each has its own administrative council. There is a clear demarcation of the zone and
no people live in this area”. Specific economic zone has only one board--the Economic
Executive Board, which means provincial governor has more role in the administration compare
to the structure of the special economic zone.(3 types of investment: 1.govt 100% 2.Joint
venture between govt and private) 3. Private 100%).

The power to grant right to SEZ is centralized, while the privileges for investors are high.

Lao National Committee of Special Economic Zone (LNCSEZ)

Deputy Prime Minister Chair
Minister of Government Office Vice Chair
Minister of Planning and Investment Vice Chair
Minister of Industry and Trade Vice Chair
Minister of Public Works and Transportation Vice Chair
Minister of Finance Member
Minister of Justice Member
Minister of Publication, Culture, and Tourism Member
Provincial Governors Member
Minister of Defense Member
Minister of Peace Restoration Member
Minister of Foreign Affair Member
Minister of Labor and Social Welfare Member
Minister of Natural Resources and Environment Member
Head of NCSEZ Sectetariat Office Member
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Privileges on SEZ Development

- Receiving full rights in the development and management of the SEZ;

- Autonomous economic and financial management in an independent manner;
transparency and accountability;

- Determining rental fees for land, real estate and other assets within its jurisdiction;

- Entitle to other incentives as defined in relevant laws.

- Duration of lease is considered on a case by case basis, starting from 45 years with 2
times renewable, and not exceeding 99 years.

- One stamp system under smaller administration but wider society unit

In practice , the developer of the zone not only has the power to approve investment projects in
the zone but also has the right to set up security systems through the help of the government. As
Zhao Wei, developer of the GoldenTriangle states “In #his special economic gone, onr company is
responsible for attracting investment. In terms of force, regulation, foreign affair, we collaborate with the Lao
government. The government has set up an administrative board for us. But in terms of economic, they have
granted us full power to manage. We have invited specialists to develop plans and sent to the government for
inspection. We feel safe this way.”

Table 1: Approved SEZs as of 2010

Name of SEZ Year established | Province Objective Developer
1 | Savan-seno Special Economic 2003 Savannaket Trade, setvice, Government
industrial park
2 | Boten Dankam Special 2003 Luangnamtha Service, trade Chinese
Economic
3 | Golden Triangle Special 2007 Bokeo Service and trade | Chinese
Economic
Vientiane Industrial and Trade | 2010 Vientiane Trade, service, Taiwanese
Area Capital industrial park Chinese
Phoukiew Specific Economic 2010 Kammuan Trade, Service, Laotiane
Zone Industrial Park
Saysettha Development 2011 Vientiane Trade, service, Joint-venture
Capital industrial park between Govt-
Chinese
Table 2: Investment Value
Name of Proposed Actual Concession | Numbers | Labor Tax Proposed
SEZ Investment Value Area (ha) of revenue(kip) | tax
Value ($US) ($US) registered revenue
companies ($US)
Savan-seno | 73,656,500 9,047,683 954 29 99,600,000
Special
Economic
Boten 103,000,000 130,000,000 | 1,640 700 2,000,000
Dankam
Special
Economic
Golden 86,600,000 602,000,000 | 3,000 2,000 230,600,000 | 2,000,000
Triangle




Special
Economic

Vientiane
Industrial
and Trade
Area
(Nonethong)

43,000,000

110

50

Phoukiew
Specific
Economic
Zone

708,000,000

4,046,766

4,850

total

1,014,256,500

745,004,499

10,554

2,847

329,600,000

4,000,000

The goals between 2010-2020 are as follow:

Set up 25 SEZs in 41 areas (there are already 5 approved SEZs, 5 in the process of
contract signing, 10 on feasibility study, and 21 in the process of seeking potential
1nvestors)

Create job opportunities for 50,000 people, each SEZ will create jobs for 2000 people.
Mobilize foreign investment for infrastructure construction in Laos. The total value is
$US 3,000 million.

Will create annual income per year for labor in SEZ: $US 120 million or $US

2,400/ petson/year

Will support investment and tourism in a wider scope

Chinese comprises the major investors in Lao SEZ who contribute the highest value of
investment. For the Lao government, they are perceived as serious investors who have real

money (Hi3uuig) and have an intension to invest. Although the SEZ in Laos started at Savan-sena

with the Thai investment, the development has been unsuccessful. Compare to the Chinese,
Thai businessmen are speculative, if not brokers. It can be said that Chinese are the one who
help make SEZ materialized. It is no surprise why the Lao government has put its highest
hope/faith in China to help bring progress into SEZ, making it the express way to turn Laos
towards economic prosperity. Indeed, it we look at how some of Chinese- run SEZ has
developed, we can understand why the Lao is very impressed by its progress.

The Evaluation of Socio-economic Development and Management of SEZ in 2000-2011

“SEZ development has been well-taken off by developers, especially the infra-structure development in the
far remote area. The construction of roads and buildings in Golden Triangle and Boten-dankham SEZs have been
successful beyond expectation of what has been planned. 1t has bronght a new feature to the rural area. The transportation
is now convenient. The zone has created a number of new job opportunities for local people. The
developers have delivered tax and other revenues to the government according to the contract. They have
also turned the messy swamp area into a new modern city.” (emphasizes added)

Boonpen Munphosai
Minister of Government Office, Vice Chair of NCSEZ,
October 18, 2011

“The Golden Triangle SEZ development includes the construction of the 46 km Betong-Nam
Kueng-Ban Mom road, 6 km. embankment project and completion of 114 houses for the new
Ban Kwan village (for resettlement). It has installed the transportation and communication
systems, street lights, etc. The zone has developed agriculture with participation from people. At
present, it is in the process of building a modern rice mill. Other activities focus on tourism. The
investor has been developing the Lanchang tourist area and Suvankhomkham Old City which will



be in collaboration with the Ministry of Publication, Culture and Tourism. An 18 hole golf
course and an international airport are under-construction.”

Chair, Administrative Board, Golden Triangle SEZ

18 October 2011

“On 16 January 2012, The signing agreement ceremony for building the
airport was signed in Vientiane by The Lao government and The Chinese
company. Minister of Public Works and Transport Mr. Sommad Pholsena
and Vice Governor of Borkeo province Mr.Khamking Euaymanihak
represented the government to sign the agreement with company
representative Mr.Zhao Wei.The signing was witnessed by Deputy Prime
Minister Somsavat Lengsavad and other government officials.Under the
agreement, the developer will initially cover the cost of construction of the
airport, with the Lao government paying back the money at a later date.”
(http://www.sncsez.gov.la/en) 20 March 2012

An Airport at Golden Triangle SEZ. The plan to expand the runway is underway.

In fact, the Chinese entrepreneurs are not just favored by the Lao state, but they have become

the economic model for ASEAN!



The lines at bottom read: The First
who Formed ASEAN Economic
Model, Chairman of Golden Triangle
Economic Zone and Kings Romans
Group—Mzr. Wei Zhao

2.Commodifying Sovereignty and Discourse Coalition: “We will turn the wild frontier
into a modern city.”

Some opinions posit that special economic zones will create unequal economic balance due to the
implementation of different policies towards investors within and outside the zones. This kind of opinion
might be right in the short term. But in the long run, if we have an appropriate mechanism and
administration, special economic zone development will be the key engine to accelerate development,
connecting [Laos] with regional and international economy, creating employments, and bring poverty
eradication into a wider scope.

Boonpen Munphosai
Minister of Government Office, Vice Chair of NCSEZ,
October 18, 2011

In making extraterritoriality possible in the postcolonial period, both Lao state and
developers have joined hand in hand to create their collaborative justification. Narratives about
how poor and backward it is in the border area of Lao have been constructed, shared, and made
legitimate to support the necessity of SEZ. For the L.ao government, it is the area beyond their
economic capacity to do any change. As Kheungkham Keonuchan, Director of Planning and
Evaluation Division, the Secretariat to NCSEZ puts it “Ihe reasons we granted right to develop the
golden triangle into SEZ are twofold: it is a far remote area and it is precarions to drug problem. When
development gets in there, people will be better off, they will be protected”(interview December 2011). The
Chinese came as an economic savior that promise to help bring Laos out of underdevelopment,
to rescue them from the state of lagging behind, and to fulfill the dream towards modernity
initiated by the founder of the modern Lao country, Kaisone promviharn. Even though it is an
unequal deal, itis the only solution as far as the Lao state see it. It is believed that SEZ is the
second best investment strategy suitable for the poor country who has very limited economic
capacity for infrastructure development. As Kheungkham argues, “#here are good results, but we can’t
deny that there will also be some impacts. But this is all with good intention. After all, everyone will mutually
benefit from this kind of development. .. [T [he government doesn’t have sufficient capital. That'’s why we have lower
bargaining power. But we have tried our best to protect the interest of people. At the same time, we need
investment. This is the reason why we have to have a special policy (ibid.)”.

In an unequal power relation between Laos and China, the Lao state has no choice but to
turn their sovereignty into commodity by granting full right of economic exploitation of
resources to the Chinese investors while depriving the right of its own citizen. The differentiated
treatment of citizens defined by anthropologist Aiwah Ong as graduated sovereignty. Discursive
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practice about backwardness, the need for development, poverty are thus the significant
mechanism that help make the process of commodifying sovereignty through self-imposed
extraterritoriality justifiable.

For Chinese investors, it is their mission to turn the backward hinterland into prosperous
country, the civilizing mission the Lao themselves cannot pursue. It is the dream As Zhao Wei,
the key developer of Golden Triangle SEZ stated in various interviews:

“Laos really lags behind. The country is poor. The people are conservative. They have seen fruit of
development in China. They thought China has many SEZs and would like to follow suit...

When I arrived here, it was a poor region. There are cotton flowers blooming everywhere. Lao people are
kind and welcoming me. But they are poor. There is nothing here. You have to sleep on a mat. In summer
season, it is so dry. I came to work here, staying with villagers, thinking about how to develop this place.
... I wanted to help them out of poverty. One day when I get old and look back here. It is the SEZ well
known throughout the world.”

Zhao Weft’s statement about Laos and its people are typical. It resonates the perception
among the Chinese officials towards the underdeveloped Lao population. As the statement in
the North Plan by the Yunnan Province Development and Reform Commission clearly stated:

“The mentalities of most people are still at the starting stage of agricultural economic development, which is unsuitable
for development of market economy and economic globalization. Their awareness of development, competition,
openness and self-reliance and hard working still need to be improved” (North Plan, p. 15).

The idea that the GMS people possess backward mentalities while their homeland are
poor and need to be transformed is central to the discourse of development in China. This type
of attitude is also endorsed by the LLao government. The discourse coalition co-produced by both
the developer and the one being developed reinforces the image of the ILao hinterland as
desolate and stagnant area unconnected with any type of market economy. For the Lao state, it is
sign of backwardness incompatible with and obstructing the dream for the new Modern Lao
country. For the Chinese, it is a challenging civilizing mission of how to turn the unknown wild
frontier of the Laos’ north into a famous and profitable region. Although the drives towards
civilization are different, both parties share the same dream of frontier restructuring towards
modernity. In the words of Zhao Wei,

“Golden Triangle is not far away from Cheng Du. I am quite interested in tourist resources in
Cheng Du. We can develop this zone into a tourist center that both send tourists to Cheng Du
and attract international tourists into this area. At the same time, I also hope that Cheng Du
would be interested in tourism in northern Thailand. We can help link all the tourist industries
together. Next year (2012), the main objectives of the zone are to build an international airport
and two 18 hole golf courses, to develop an entertainment and recreation centers on the Moo
Mien Island. These development schemes require collaborations from a number of investors. My
dream and my goal are to develop this zone into a big city, the second largest to Vientiane. When
I am old and it is inconvenient to travel, I would be able to envisage—every time people see the

cotton flowers, they will think about this zone.”

In one of his interviews, the mission to transform the wild frontier through business enterprise
is even made religious.



Lines on top read:

Doing business is like “merit making”.
Business-Society, they grow together.

The dream constructed by the Chinese developer and the Lao state is, however, not
necessary shared by local people living at the golden triangle border who are defined as
development target. Nor does the picture of poor borderland correspond with the actual reality
of the community. On the contrary, most villages along the Mekhong river at the border
between Laos and Thailand have been long established and wealthy. They are lowland
agricultural communities who have engaged in rice farming, cattle ranching, river trade, various
kinds of employment etc. for more than two centuries. More importantly, they have never seen
themselves as being poor or backward.

(Picture: Temple and houses at Ban Kwan village)

After attempting to resist the joint effort by the Chinese-Lao scheme of resettlement for more
than two years, the villages of Ban Kwan have to give up. Eatly this year, they have to hand in
their houses and properties to the company and moved to a new housing amid dirt and dusty
atmosphere far away from the river and relevant facilities for survival. Last year, the villagers
already lost their entire farm and grazing land to pave way for casino complex. The will to resist
finally confronted with the Lao government threat to use force
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Top: Resettlement site built by Kings
Roman Company

Bottom: A truck is delivering drinking
water to the newly resettled villagers

In response to my question about local perception about the Chinese Kings Roman group and
whether villagers are upset about the Chinese investor, a woman whose farmland had been
turned to pave way for a hotel complex answers with tears, “T aw more angry with our government. It
25 them who agree to hand in onr properties to the investor. The investors do their job as investors. But the
government who should have protected its citizen, betray us, reap benefit out of people’s suffering!”

3.When the Wild has Become Even More Wild

The Lao style SEZ is peculiar in several ways. On the one hand, it is a special policy of which
the stakes are high, betting the future of Laos on Chinese money. On the other hand, the player,
the Lao state, has no clue as to how the game is played and has limited power over it. What is the
trade off in this game of extraterritoriality? Is it worth the cost? Like other large scale concessions
in Laos run by foreigners, they are all experimental. As the director of Planning and Evaluation
Division, the Secretariat to NCSEZ explains, “We did not know which direction to go in the beginning.
Where should SEZ be placed? Ministry or Province? We have done trial and error for a while. In 2010, ADB
has developed a capacity building project for SEZ which has helped make the direction more clear. We have also
learned from China, Vietnam and Thailand. Now we have improved onr legal system tailored to a more efficient
process of SEZ management.”

Yet the legal mechanism developed by the Lao government only improves efficiency in
terms of management. It helps shorten the approval process with a clearer administrative
structure. And nothing else. It is worth noting that the Lao government pays no attention to the
question of quality of development within SEZ. What kind of industry is being operating within
SEZ? Where did the investment capital come from? Is the type of business in SEZ healthy to
local communities and the LLao nation as a whole? Is there any repercussion of this fast track
development? Does big Chinese money (&uu) necessary equates modernity or the ability to
bring civilization into the wild frontier? These questions have never been asked. However, over
the past year, two Chinese-run SEZs have often been the subject of speculation by the Lao people
relating to criminal activities. Indeed in Boten-Dankham SEZ, several cases of abuses, murder,
and crimes within the casino were often in the headline of news in China that significantly affected
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the tourist industry in northern border of Laos. In March this year, the Chinese developer of
Boten-dankham SEZ decided to sell his lease to other investor, the decision which has prompted
the L.ao government to step in and terminate the gambling activity at this SEZ (Vientiane Times,
March 21, 2012). According to VT Times, the L.ao government will not allow any more special
economic zones to contain casinos, after finding such operations created serious problems for
Laos, especially in regard to security (ibid.). The Lao National Committee for Special Economic
Zone has also issued a prime ministerial decree to change the status of the Boten-dankham SEZ
from a gambling town into a commercial center. It has also agreed to reclassify this special
economic zone to specific economic zone, the structure which would allow the Luang Namtha
provincial administration greater power to take care of social and security issues in the zone. The
new developer is also Chinese who has expressed his interest in turning Boten-dankham into a
tourist destination showcasing the Lue Culture. According to the news, the investor has already
successfully “put the Lue culture on stage in Xishuangbana in Yunnan province, China, and in
Chiang Mai province of northern Thailand, as a tourist product” (ibid.). Nevertheless, it should be
noted that the decision to halt casinos in special economic zones will not affect the casino in the
Golden Triangle Special Economic Zone.

The promise to turn the wild frontier into a civilized region has thus been proved to be just a
scam. The business of the two biggest SEZs run by the Chinese is gambling enterprise. It is
interesting to note that in every interview by Zhao Wei to Chinese media, the term casino ([

B [du ching] was avoided. Instead, Zhao chose to use the term bo cai (1 4w which refers to

gambling for fun for his casino while highlight other elements of tourist industry in his zone. But
in reality, both casinos in Boten and Gold Triangle gain profits from gambling. There are stories
of violent abuse, murder, and illegal punishment against tourist clients who failed to pay the debt
from gambling to the casinos. Sex industries are in the hands of mafia. In the Golden Triangle
SEZ, Chinese residents reported the selling of drugs in one of the Casino streets run by a Chinese
from Mynmar. The selling of wild animals from forests for Chinese restaurant is common.
Wildlife is put in cages in the place designated as “zoo”. Indeed, it is the special wild economic
zone, free, and independent from any state control.
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Pictures: wild animals sold to Chinese restaurant in Golden Triangle SEZ

Chinese restaurant that has wild animal menu.

Tigers (two out of seven are already dead), gibbons, bears were put in cages in the SEZ’s zoo.

To make the story more wild, on 5% October 2011, a Chinese cargo boat that transport goods
from Xishuangbanna to Chiang Saen was captured by an unknown group and 13 Chinese people on
board were killed. The bodies were dumped into the Mekong river. The causes of the murder was
speculated in diverse directions from the Thai, Lao, and Chinese sources. Later on, a group of Thai
soldiers turned themselves in to the police while the cause of collective murder remain disclosed.
However, the Chinese media reported that this was not the first incident. Robbery of Chinese cargo
boats in the Mekong river already occurred six times prior to the October murder. The Chinese
speculation of the crime focuses on the Burmese raiders who were hired by those whose gambling
business on the Burma border have lost their share to the King Romans casino enterprise. It is known
that the cargo ship from Yunnan to Chiang Saen transport woods, rocks, and consumer products to the
SEZ. The Chinese media reported that the river raid in April 2011 costs a million yuans in exchange of
lives of Chinese hostages. The Thai government officials believe that the October incident has to do with
massive of amphetamins to be transported to the Casino. Indeed, deputy prime minister, Chalerm
Yoobamroong points direclty to the Golden Triangle SEZ as the new center of drug business that
distribute drugs into Thailand. This accusation was, however, rejected by the Lao government official,
protesting that the Thai was unfair (cite Khuengkham).
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The Chinese security boats are departing from the Golden Triangle SEZ port to Xishuangbanna.

The murder incident and rumor about drug trade has resulted in the closing of the Thai-Lao
border for a brief period. After the border was re-opened, the numbers of tourists have dropped
dramatically. The business that rely on tourists such as restaurants and entertainment are falling down.
Many Chinese business within the SEZ decided to sell their lease and move out of the zones. Although
the zone developer, Zhao Wei’s wife has issued a policy to lower the rent, it did not help improve the
situation. While the L.ao government still puts high hope on the Golden Triangle SEZ, it remains to be
seen whether the future of this zone will repeat what has already happened at Boten-dankham.

Restaurants and shops are closed down in the new market of Golden Triangle SEZ.
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1. Introduction

The workshop for second six-month term of the research project namely “Variegated
Dragon: Territorialization and Civilising Mission in Southeast Asia” was fruitfully
held in Chiang Mai on 13-14 August 2011. As agreed in closing session of the Chiang
Mai Workshop, research question for the next step was proposed as, “How has China
created and expanded its national interests in the Mekong region”.

In this regard, the main theme of the next workshop is to explore foreign aid, land
concession and territorization of China in other GMS countries. Therefore, third six-

month research focuses on the following areas:

1. Bilateral relations between China and respective countries with special
emphases on foreign aid and land concession.

2. Different types of land concession, e.g. Government to government, private
sector to government, private sector to private sector, small traders to small

land holders, etc.
3. Impact of land concession (and foreign aid) on local people.

4. What can we characterized as ‘dependency indicators’ from bilateral relations
with China.

As for Myanmar, an extra bonus is to trace hidden reasons for the decision of the
president to halt Ayeyarwaddy Confluence dam-cum-hydropower project jointly
constructed by the Myanmar government and the Chinese government-backed
investment. Its consequences on Chinese investment in the future are also to be

assessed.
2. Research Work during the Third Six Months of the Project

As per proposed plan in the previous report to fulfill focusing points above, the
Myanmar researchers firstly tried to have contact persons from Chinese Embassy in

Myanmar and the government officials from concern departments. As well,



appropriate survey sites were also examined for necessary meetings with local people
to acquire information through focus group discussion and key informant interview.
And then, some selected indicators of Myanmar’s dependency on China resulted from

bilateral relation were considered to develop.

Regarding materialization of research question and related focal areas, secondary data
and information were accepted for Chinese aid, official land concession and selected
dependency indicators while primary data and information were recruited from survey

research and interviews.
3. Chinese Aid in Myanmar and Its Effects

Although Myanmar and China had government to government relationship since their
independence in late 1940s, Chinese aid flow was not leading to the government but
to the Communist Party of Burma through Chinese Communist Party. Stagnation of
China’s aid to Myanmar government at that time was resulted from nationalization of
Chinese people’s properties in Myanmar by the Socialist Government in 1962/63 and
Chinese-Burmese Riot in 1967. The situation was totally reversed after 1988 when the
military government of Myanmar took the power as well as after collapse of the

Communist Party of Burma.

Second time military coup in Myanmar in 1988 made the United States unhappy
specific sanctions began following the violent suppression of protests. Sanctions at
that time included cutoff of all military assistance and suspension of all humanitarian
aid. Then again, when military government denied to hand over the political power to
the winner party (NLD), the US forced to block all assistance from the international
financial organizations such as the IMF, World Bank and Asian Development Bank.
At the same time, other neighbouring countries such as India and Thailand supported
to the exile anti-government group by accepting to post in their territories and
providing assistance. US and many EU countries accelerated their sanctions on

Myanmar by denial of visas for senior officials in 1996, prohibition on all new



investments of their companies in Myanmar in 1997, and prohibition of trade and
financial transaction with Myanmar in 2003.

All these pressures pushed Myanmar military government to rely heavily on China to
secure military rule by obtaining military uses such as arms, ammunition, tanks,
fighter planes, vehicles, etc. China could replace the gap of aid suspended by
developed countries with financial and technical assistance to Myanmar. However,
lots of China’s assistance targeted to Chinese-invested projects or the projects directly
benefited for China. For example, Thanlyin Rail-cum-Road Bridge connecting former
capital city Yangon and Thanlyin passing across Bago River completed in 1993 was
constructed with Chinese technology and assistance including interest-free loan of
Yuan 207 million. The bridge supports direct joining to Andaman Sea which is

important for China to secure Bay of Bagel and Indian Ocean.

Due to the confidentiality, it is uneasy work to provide reliable and exact figures
about China’s aid and support to Myanmar. Some available data and information of

China’s assistance to Myanmar are as follow:

— Yuan 207 million loan for Yangon-Thanlyin Rail-cum-Road Bridge

— Yuan 36.7 million loan for installation of the Satellite Communication Earth
and Satellite TV Ground Stations in 1993.

— In 2003, a grant of Yuan 50 million and a loan of US$200 million as
preferential buyer’s credit to be utilized for building a combine harvester
plant and three small-scale hydroelectric plants.

— In 2003, a grant of Yuan 5 million for the supply of culture, educational and
sporting goods

— In 2003, China agreed to loan US$200 million for the construction of the
Yeywa hydropower plant.

Likewise, Chinese supports to various government Ministries up to 2009 are:



— Construction of 8 out of 9 new sugar mills for the Ministry of Agriculture
and Irrigation

— Construction of 20 dam-cum-hydropower projects for the Ministry of Electric
Power

— Construction of 13 out of 45 new factories for the Ministry of industry (1)

— Construction of 12 out of 21 new plants for the Ministry of Industry (2)

— Upgrading of 6 factories for the Ministry (2)

— Provision of 6 ocean-going vessels for the Ministry of Transport

— Building a dry dockyard for the Ministry of Transport

— Building 7 out of 11new hydro-electric plants for the Ministry of Electric

Power

Chinese government also provides assistance in the form of concessional loans to the
investment in Myanmar projects, all of them are operated by Chinese investors. In the
mining sector, Chinese state banks lend US$ 800 million to the China Nonferrous
Metal Mining Co. which develops the Tagaung Taung nickel deposit, largest mining
project in Myanmar. In hydropower, the massive 7,110 MW Tasang Dam on the
Salween River in Shan State, which will cost US$ 6 billion to build, is majority
owned and being constructed by the state-owned China Gezhouba Group Corporation.
In oil and gas, the state-owned China National Petroleum Corporation (CNPC) has
secured exclusive purchasing rights to the coveted Shwe gas reserves offshore of
Arakan State, and owns the majority stake in the parallel natural gas and oil pipelines

it will construct across Burma to Nanning and Kunming in China.

Regarding aid effectiveness in Myanmar, above projects are expected to benefit for
Myanmar government an estimated annual income of between US$ 1 and 2 billion for
decades. Yet, direct benefits to the general people are still controversial although

spill-over effects of infrastructure can be expected.



4. Land Concession of Chinese Investors in Myanmar

Land concession to foreign investment and activity is generally to classify three types:
Government-to-Government (G2G) land concession, Government-to-Private (G2P)
land concession, and Private-to-Private (P2P) land concession. As for Myanmar and
China case, a number of Chinese state-owned companies are doing business in
Myanmar, they are treated the same as foreign private companies, and normally do
not receive any favour from Myanmar government or Myanmar Investment
Commission. Although no Myanmar-China G2G land concession for commercial
purpose is happened, it reportedly takes place in military purpose. As claimed, the
previous Myanmar government has leased out some pieces of land of Coco Island in
Andaman Sea to China’s People Liberation Army (PLA) to station a radar base. As
well Hainggyi Island, an entry point of Myanmar to Indian Ocean, has reportedly
been installed a maritime surveillance facility by China.

Regarding G2P land concession, Myanmar government rents out the land to Chinese
companies, both state-owned and private owned, under the identical rule because, as
said above, Chinese state-owned companies are also treated as other foreign investors.
Major sectors concentrated by the Chinese state-owned companies are mining,
hydropower, infrastructure and energy. General procedure for G2P land concession is

shown in the following diagram:



Diagram (1) Procedure for G2PLand Concession

Source: Author

In order to acquire land for investment purpose, foreign company has to apply for
investment permission to the Myanma Investment Commission (MIC). In parallel, the
company has to seek land available and apply to concern ministry (e.g. apply to the
Ministry of Agriculture and Irrigation for agriculture purpose, and apply to the
Ministry of Mines for gem stone exploration) to access the land. After confirmation
for company registration and land availability, the MIC will issue investment

permission as well as concern ministry will issue approval for land acquisition.

So far P2P, from Myanmar private individual to the foreign investors, land concession
is not allowed in Myanmar although Foreign Investment Law is to be amended with
permission of P2P land lease. In recent days, unorganized market of P2P land renting
is happening as illegal inflow of Chinese investment is growing. Main areas of
unrecorded investment and illegal land concession are agriculture especially
watermelon and sugarcane cultivation, fisheries especially cold storage and marine
product processing, and manufacturing especially garment and wood-based plants.

Usual practice of P2P land concession is as shown in diagram below:



Diagram (2) Procedure for P2P Land Concession
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Source: Author

Firstly, Chinese private company seeks a counterpart to create a shadow company in
Myanmar to engage in business. Then, Myanmar shadow company assigns local agent
or local informer to find available land to operate designated business, for example
watermelon cultivation. The mother company which is owned by Chinese contributes
necessary inputs such as seeds, fertilizer and pesticide as well as technology and
management. The company employs semi-skilled Myanmar labourers with Chinese
management. Most of productions are then send back to China under the name of

Myanmar counterpart company.

According to field survey which concentrated in watermelon production, land owner
who rent his land to Chinese company to grow watermelon is happy about his land
lease. The reasons are receipt of rental fees which is higher than the amount afforded
by himself, better soil due to adequate use of bio-fertilizer by Chinese company, and
entertaining unmovable utility such as tube well. On the other hand, local watermelon
growers are unhappy as their products cannot compete with the products produced by
Chinese investor in terms of quality and price. The issue is raised in media

mentioning a dispute involving allegedly illegal foreign producers is pushing



watermelon price down. The news is titled as “Chinese growers squeeze melon

market”.

Another interesting case is land lease of farmers and orchard owners to oil and gas
pipeline construction company. Oil and gas dual pipeline will connect Kyaukpyu,
western sea entry of Myanmar, and Kunming, capital city of Yunnan Province of
China. The lands passing by pipeline are the properties of private persons and they are
compensated rental fees by pipeline construction company. In this special case, it is

questionable that such kind of P2P land concession is legal or not.
5. Dependency Indicators
5.1 Investment Dependency of Myanmar on China

As mentioned earlier, the US and western countries block Myanmar with various
sanction including investment suspension of their companies. Therefore, Asian region
become sole source of investment in Myanmar. Committed foreign investment listed

by country as at 31 March 2011 is shown in the table below:

Table (1) Cumulative Total Foreign Investment in Myanmar (by country) as at
31 March 2011

US$ Share
Million %

Asian countries 32,055.695 88.91
- ASEAN+3 31,814.938 88.24
- ASEAN 12,775.656 35.43

- China 15,911.663 44,13

- Korea 2,915.717 8.09

- Japan 211.902 0.59

- India 189.000 0.53
- others 51.757 0.14
European countries 3,568.541 9.90
- EU countries 3,471.159 9.63
- others 97.382 0.27
American countries 312.447 0.87
- United States 243.565 0.68
- Others 68.882 0.19
Island Countries 117.905 0.32




Australia 82.080 0.23
Mauritius 30.575 0.08
Cyprus 5.250 0.01
Total 36,054.588 100.0

Source: Ministry of National Planning and Economic Development (MNPED)

Out of total admitted foreign investment, the share of Asian region is highly

dominated at about 90 percent whereas about 45 percent comes from China alone.

The trend of Chinese investment flow into Myanmar and investment dependency of

Myanmar on China is as shown in Figure (1), (2) and (3):

Figure (1) Foreign Investment Inflow into Myanmar (1990-2011)
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Source: MNPED



Figure (2) China Investment Trend as Percentage of Annual FDI Inflow into
Myanmar
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Figure (3) Cumulative Total Investment in Myanmar

Source: MNPED
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In the earliest days of military government regime, Chinese investment in Myanmar
was almost nothing but, together with China’s “Go Out” policy to seek sources for
energy and industrial raw materials, its investment in foreign countries has been
growing all the time and reached the highest in Myanmar in recent days. As of 31
March 2011, China’s investment share in Myanmar was as high as 44 percent of total
FDLI. In this regard, it can be concluded that Myanmar’s dependency ratio on China in
terms of foreign investment is almost half of cumulative FDI. Generally, it seems
risky for Myanmar if something like withdrawal of China’s investment happens.
However, all China’s investments in Myanmar are indeed spent for capital
expenditure which is long-term investment and not easy to take away immediately

like portfolio investment such as asset in stock market.
5.3  Trade Dependency of Myanmar on China

Same as investment, Myanmar’s export and import, trade-related financial transaction
and general system of preference (GSP) status were strictly limited by the economic
sanctions. Therefore, Myanmar’s international trade has to rely on Asian
neighbouring countries. More than it, cross-border trade becomes important mean as
it is easier and quicker than oversea trade of the country with poor port infrastructure.
Therefore, land connected countries especially China and Thailand become major

trading partners for Myanmar.

Myanmar’s International Trade in 2010-2011 (US$ in Million)

Export Import Trade Volume Traoéc(ayos)hare
Asian countries 8,432.53 5,794.82 14,227.35 93.15
- ASEAN+3 7,414.91 5,578.14 12,993.05 85.07
- Thailand 1,520.74 1,045.05 2,565.80 16.80
- Singapore 1,337.22 1,005.98 2,343.20 15.34
- Other ASEAN 1,072.87 789.57 1,862.44 12.19
- China 1199.58 2168.57 3368.15 22.05
- Japan 237.43 256.35 493.78 3.23
- Republic of 148.39 304.23 452.62 2.96
Korea
- India 871.59 195.46 1,067.05 6.99
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- Others 2044.70 29.61 2074.31 13.58
European 160.41 22441 384.82 252
countries

- EU countries 120.88 161.98 282.86 1.85
- Others 39.53 62.43 101.96 0.67
American 2.22 64.77 66.99 0.44
countries

- United States 2.21 59.47 61.68 0.40
- Canada 0.01 5.30 5.31 0.03
Middle East 86.97 77.01 163.98 1.07
countries

- UAE 32.45 41.65 74.10 0.49
- Others 54.52 35.36 89.88 0.59
Island countries 17.75 88.71 106.46 0.70
Other countries 161.13 163.01 324.14 2.12
Total 8,861.01 6,412.73 15,273.74 100.00

Source: MNPED

Asian region is the biggest trading partner of Myanmar standing more than 90 percent

of total external trade in 2010/11 fiscal year. Among them, trade with China that

surpassed Thailand after 2009 reached to the highest of more than 22 percent.

Regarding twin components of trade, export and import, Myanmar’s export to China

was 14 percent while import from China stood at 34 percent of total export and import

respectively. Trade as well as export and import dependency of Myanmar on China

year-by-year are illustrated in Figure (4), (5) and (6).
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Figure (4) Trade Dependency on China
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Figure (5) Export Dependency on China
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Figure (6) Import Dependency on China
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Although China offers preferential tariff on export of ASEAN countries, Myanmar
was unable to increase its export to China. Instead, Myanmar’s import from China
was substantial with one-third of total official imports in these days. It is because of
Chinese manufacturers market penetration into Myanmar with low-quality cheap
products which are fitted with poor Myanmar people. Nowadays, almost all
household, consumer and industrial uses ranging from A to Z in Myanmar are the

products made in China.
5.3 Aid Dependency of Myanmar on China

Chinese aid, grant and assistance to Myanmar are less transparent. The issue may be
both sides: China may be unwilling to reveal its foreign assistance among vast amount
of Chinese people in poverty while Myanmar also may not want to disclose China’s
assistance as most of them are tied aid and/or military aid. Nevertheless, withdrawal

of multilateral development institution such as UN agencies, World Bank and ADB as
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well as suspension of bilateral development cooperation projects of the West and
Japan gave China the opportunity to assume the role of Myanmar’s largest donor of
development assistance. However, the situation is expected to change largely in the
near future as Myanmar now opens its politics and economy to the world so that both
multilateral and bilateral development agencies are affirming their commitments to

restore their assistance to Myanmar.

6. Myanmar and China up on Ayeyarwaddy Confluence Hydropower Dam
Project

6.1 Background

Ayeyarwaddy confluence hydropower dam, simply called as Myit Sone Dam, project
is located in Kachin State, northern part of Myanmar, well-known as habitat of
various biodiversity species. Previous Myanmar government and Chinese state-owned
China Power Investment Corporation (CPI) signed agreements in 2006 to start
construction of a series of seven large dams along the waterway of Mali Hka and
N’Mai Hka, which together form the Ayeyarwaddy, and at the point of their
confluence. Myit Sone and Chibwe Dams are the first construction sites among these

seven dams as shown in Map (1).
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Map (1) Location Map of Seven Dams to be Constructed in Upstream
Ayeyarwaddy

Source: Kachin Development Networking Group

6.2  Concerns of Myanmar People

Except those who are knowledgeable about the impacts of mega dam project,
Myanmar people are not very familiar with it. However, immediate effects alarm

them to become aware of Myit Sone Dam project. The impacts include:
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(a) Force Relocation: The people, particularly villagers, living within flooded
area are forced to move as their homes, farmlands and unmovable properties
are to be devastated by water storage of dam. The project compensated to the
villagers with decent houses in the other areas. However, in contrast to their
old place, there is no guarantee for their livelihoods as they become landless in
new place. About 60 villages with thousands of villagers were forced for

relocation.

(b) Impact on Livelihood: Local people have to rely on natural environment for
their livelihoods including cultivation, animal raising, hunting, fishing and
traditional medicine production. Moreover, Natural beauty of Myit Sone
induces the visitors so that tourism business is sizeable for local income
generation in this area. Flooding Myit Sone area will automatically destroy
such kinds of sources for livelihood.

(c) Safety Concern: The people in Myitkyina, capital city of Kachin State and
about, and around have bad experience of dam break. In July 2006, after
several days of heavy rain, the Ching Hkrang Dam located about ten miles
north of Myitkyina was broken by over-flood which destroy Ching Hkrang
village and killed five people. Even now, a containment wall downstream of
the Myit Sone Dam site is already creaking, and it is possible threatening the
safety of local people.

17



With educating by the experts and media to the general public about the negative
effects of mega dams, many Myanmar people realize the following anticipation up on

Myit Sone Dam project:
(a) Environmental Depletion

(b) Biodiversity Loss of the dam site which is home to thousand species of flora

and fauna

(c) Risk to Earthquake which can cause any time as Myit Sone Dam site is just
about one hundred kilometer away from Sagaing Fault Line where India and

Eurasia tectonic plates meet

(d) Threaten to Downstream and Basin of Ayeyarwaddy, for which proper flow of

river water provide fertile soil and fishery resources

(e) No vast advantage to electrify for local and national people because only 10

percent of power generation is eligible for Myanmar
(F) Other Social Effects
6.3 The President’s Decision to Postpone Myit Sone Dam Project

Since the beginning of the dam project, Kachin leaders have sent several request
letters to the government to reconsider about construction of dams along
Ayeyarwaddy River. After highlighting by the experts and media thanks to openness
of new government, all Myanmar people become highly conscious about
disadvantages which are far bigger than advantages of damming projects. As a result,
the people both inside and outside the country have been trying to halt the project in

possible means, both peacefully and violently.
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Because of increasing louder voice of the people, the President of Myanmar sent a
letter to the parliament and government on 30 September 2011 requesting to stop
current construction works in Myit Sone Dam project. He mentioned that “we are
elected government so that should not oppose to the people’s desire. Myanmar people
are sadly feeling about the project. In this regard, | as the president guarantee to

suspend Ayeyarwaddy Myit Sone Dam Project for the term of our government”.
6.4 Why Myanmar dare to oppose China?

Indeed, China got shock of postponement of Myit Sone Dam Project and pressured
Myanmar government to restart the project. Yet, Myanmar government keeps silent
about it and Myanmar people are never tired to keep on stopping the project and
trying for-life cancellation. For example, the six-month anniversary of Myit Sone
Dam Postponement was held on 30 March 2012 in Yangon and it called for unity to

oppose any movement to restart the project.
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There is no exact answer to respond the frequently-asked question, “Why Myanmar

dare to oppose China by deciding to stop its mega project?” Based on opinion of

observers and experts, the followings are probably the nearest answers:

7.

Myanmar government might not have an intention to oppose China but the

decision to postpone the project was just regard to people’s aspiration

China has very little chance to do severe deal to Myanmar because of its
involvement in other important projects including Kyaukpyu Deep Seaport,
Special Economic Zone and Oil & Gas Dual Pipeline Projects in Myanmar.

These projects are strategically imperative for China.

Least possible but still anticipated reason is Myanmar’s testing in power
balancing. During the military rule, Myanmar government opposed to the
United States and EU countries with the supports of China. Now, it may be
reversion of power balance by opposing China with the supports of other

powerful countries including the US.

Future Plan

Next step research scope is proposed by the theme of “Civilizing or Marginalizing

Mission: Reaction, Adaptation and Negotiation”. To meet main theme of the next

workshop, the following areas are suggested to analyze as the case of each individual
GMS country:

Impact of Chinese investment and migration on local peoples — rich and poor,

ethnic groups

Those who could adapt and could not

Changing livelihood strategies

Reactions from government and local people
Spaces of negotiation — types of ‘negotiated spaces’

Policy implications and changes
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In these regards, Myanmar researchers plan to trace the situations thoroughly at least
in two distinguished regions —Yangon and Mandalay. Chinese migrants in Yangon are
the generation of old wave and have well civilization status as well as adaptable to
native people. In contrast, Most of Chinese migrants in Mandalay are supposed as
new wave who crowded out local people and the entire Myanmar are not pleased for
such a likely territorialization. Although there is no violent action against these new
Chinese migrants, lots of discontents are reflected in various ways including through

private media.
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“Competing to Lead”: a case study of Chinese-Thai Venture on Rubber Industries
in Northern Thai Border.
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