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China’s Railroad Investments Changing Africa           The New York Times February 7, 2017 
China believes in rails. The U.S. believes in walls. The Chinese are spending billions of dollars on rail lines in Africa. A train line linking Djibouti and Ethiopia just opened. The new line is the first electric railway between two countries in Africa. An official said, “This line will change the social and economic landscape of our two countries.”
Rail lines built over the years now cross much of China. China has the know-how and the funds to finance railroads. Africa is a prime target. Most of the lines left from the colonial era are now gone. The work in Africa continues China’s ambitions.
Chinese-built subway cars will soon appear in Chicago and Boston. Beijing is building a five billion high-speed rail line in Indonesia. The Chinese government recently opened a new rail freight service between London and Beijing. More development is in the works. The Pan-Asia Railway Network will link China to Laos, Thailand, and Singapore.

Experts say the development in Africa is the most important investment. The Chinese call it the new 
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China’s projects include a light-rail system in the Ethiopian capital.  A $13 billion rail link between Nairobi, the Kenyan capital, and the port city of Mombasa. There is also a big rail project in Nigeria. One that includes a transit system for the city of Lagos. Corruption and political turmoil are the big dangers.

Where is the United States? The U.S. has stayed away from these kinds of projects. Mr. Obama supported a big project to give electricity to 20 million Africans. Most agree the project is far behind in its meeting its goals. African leaders do not see Donald Trump investing in Africa.

Many think that Africa is the next place for global investment. There is pent-up demand. There is low-cost labor. A U.S. expert said, “If you’re looking for new markets, Africa is the place to be. The Chinese are there. They are willing to take risks.”      Right now, the U.S. does not see Africa’s big future.

Six Facts That Explain How China Plans to Dominate World Trade
ELAINE SCHWARTZ  

Because of the Silk Road, the West got silk and China tasted its first carrot. Even before the ancient Roman Empire, the Silk Road’s mountain paths and sea routes were China’s trading lifeline. Traveling to Africa, Asia, and Southern Europe, traders exchanged commodities that ranged from carpets to cinnamon.  Now China is (sort of) resurrecting the Silk Road.
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1.  The name:
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They call it their Belt and Road Initiative (BRI). Belt refers to the land part and Road, the sea.

2. The location:

You can see that the Belt and Road Initiative touches three continents:
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3. The plan:

Like the old Silk Road, the basic goal is trade. Some say BRI is comparable to the U.S. Marshall Plan that funded European rebuilding after World War II. The big difference though is that the U.S. provided grants. Instead, involving 70 countries, China is planning to lend trillions for the creation of a massive infrastructure that includes highways, ports, and pipelines.

4. What China gets in return:

Then, China gets the money back through payments to the Chinese companies that will help to build it all. Also, by upgrading infrastructure, it can reduce trade costs and use new pipelines to boost its oil and gas supply. Completing the picture, China gets more demand for its goods and services in countries that become increasing affluent.  

5. What has been done so far:

First mentioned in 2013, the plan was released two years later. By 2018, these projects were entirely or partially completed. The labels give us a good idea of what is being done and where:
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6. Problems in Pakistan:
With Pakistan a $62 billion example, China has hit some bumps in the Road (and Belt).

A $2 billion brand new air conditioned overhead railway will soon run through Lahore. Called the Orange Line, it was mostly built by Chinese SOEs (state-owned enterprises). Predictably, local companies wanted more of the business.

There are also repayment concerns. Since Pakistanis underpaid their electric bills, the loan agreement for a Chinese funded electrical grid is not working out. To offset unpaid obligations, Pakistan gave China a 40-year lease to a strategically located port. Similarly, Sri Lanka gave China a 99-year lease to a port.  You can see why worries are building about Chinese influence, corruption, and a massive, unmanageable debt load.

Our Bottom Line: China’s Economic Model

During the past four decades, China’s productive capacity became increasingly sophisticated through a mixture of command economy and the market. The command side is dominated by SOEs–the state-owned enterprises that control key industries and finance. Indeed, if you looked at telecommunications, construction, banking, and other economic “pillars” you would see national and local governments running businesses that remain an important part of their economy. The interesting part though is that there is self-interest, competition, and wealth accumulation among a vast number of privately-run companies.

Now we can add China’s need for markets beyond its borders. On the investment side, its SOEs have underutilized capacity that can be fulfilled elsewhere. Correspondingly, it hopes to create markets for its goods and strengthen its currency beyond its borders.

Vox summed it all up in three words: dominate world trade.

Questions

1. Why does the author in the first article contrast China’s building of railroads in Africa with consideration in America for building a wall? Is this a fair comparison? Is any country completely open to the world or completely closed? Discuss.

2. What is investment? How is it different from spending? What makes a country an attractive place in which to invest? What makes it risky?

3. Why do individuals and businesses invest in foreign countries? How do governments do so? What are some differences between private investment and government investment?

4. If investment in Africa generally is a good idea, does that mean that a foreign government funding railroads will bring a good return on investment? Why or why not?

5. Why is China building railroads in Africa? What advantage does it hope to gain? How could the rail system connect African products to the rest of the world?

6. Would only China benefit if this happened, or would other countries benefit as well? Discuss.

7. According to the New York Times, some of the countries borrowing from China for this infrastructure are heavily in debt. Djibouti’s debt is equal in value to 60% of everything the impoverished country produces.  If a country struggled to pay, what leverage would China have over it?

8. Djibouti’s finance minister says he thinks his country can pay back its debts, because its economy is growing at 6.7% per year. How do you think African countries have been able to grow without a lot of infrastructure? Which generally comes first, economic productivity or infrastructure? Discuss.

9. Why are governments often eager for infrastructure projects? Will such projects always lead to an improved economy? If not, what could prevent this? 

10. In approximately how many countries does China plan to support transportation infrastructure development? Identify three ports and three countries that reflect where China’s Belt and Road Initiative will be located.
11. Which problems were created by China’s loans for the Orange Line in Pakistan?
Economists like to name the three basic systems that countries use to produce and distribute goods and services. They could employ a market system through which supply and demand operate with little government. At the other extreme is a command economy where government tells individuals and businesses what to produce. The third system depends on traditions through which economic responsibilities are passed down from one generation to the next one.

12. Because the Chinese economy combines a hefty dose of command with some market activity, its political leaders can alone oversee its Belt and Road Initiative. Explain the meaning of this statement.
