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WHAT YOU NEED TO KNOW

€U launches Global Gateway

The EU has settled on a moniker for its new connectivity strategy: “Global Gateway.” The
strategy was unveiled by EU President Ursula von der Leyen on September 15 in her “State
of the Union” speech.1

Next day, the European Commission published the EU’s Indo-Pacific Strategy, which also
gave a central role to connectivity in strategic engagement.? Neither von der Leyen’s
speech nor the Indo-Pacific document provided any details about Global Gateway’s
financing or institutional structure. What is clear, however, is that green and digital
development are high on the agenda and EU interests in Africa will be important for both
initiatives.

Von der Leyen did not shy away from mentioning China in her speech. “It does not make
sense for Europe to build a perfect road between a Chinese-owned copper mine and a
Chinese-owned harbor,” she said, arguing the EU should “get smarter” about its
investments.

The EU perceives the Belt and Road Initiative (BRI) as an astute attempt to leverage
China’s economic heft, and is now attempting to counterbalance the BRI by making better
use of its own significant contributions toward global development. It is redesigning its
programs to suit what von der Leyen calls a “new era of hyper-competitiveness.”3

She stressed that the EU would build “links and not dependencies,” a thinly veiled criticism
of what the US calls China’s “predatory lending.” The “new” connectivity strategy does not
involve any qualitative change in the EU’s approach; it doubles down on what it already
presented as a characteristically “sustainable”, “comprehensive,” and “rules-based”
offering, stressing human rights and social equality.

Whether the EU’s redesign will go beyond a rebranding exercise remains to be seen.
However, it may struggle even to launch a successful rebrand. Collectively, the EU does
much more for global development than China, but to advertise this fact it will need to
coordinate between member states and convince them to brand their activities under the
“Team Europe” flag.

In this edition of Global China Inc, the “Key player” section looks at COSCO Shipping Ports
Limited, and considers how the EU might need to counter the BRI on home ground. On
September 21, it was announced that COSCO will take a 35 percent stake in a terminal
within the port of Hamburg. The stake itself might not be a direct threat to EU interests,
but it is part of a trend towards Chinese firms gaining increasing control of European
shipping that could be leveraged by Beijing.

The “Regional spotlight” section also has a European focus as we explore China’s
engagement with EU priority partner Ukraine. Over the summer, Ukraine withdrew its
signature from an international statement on China’s human rights abuses in Xinjiang and
signed an agreement with Beijing on infrastructure cooperation. Given Ukraine’s ongoing
war with Russia, Chinese influence in Ukraine is a second-order consideration. However,
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if the China policies of Ukraine and the EU diverge it may complicate future discussions,

especially on human rights.

Finally, in “Global China Inc. Updates,” we provide succinct updates on the overseas
activity of Chinese companies these past three months.

Graphics in this edition
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KEY PLAYER: COSCO SHIPPING PORTS LIMITED (izigizEOARAT])

COSCO takes stake in Hamburg Port terminal

Chinese state-owned firm, COSCO Shipping Corporation Limited (COSCO) has gained a
foothold in Hamburg, Germany’s largest seaport.

On Sep 21 it was confirmed that COSCO subsidiary, COSCO Shipping Ports Limited (CSPL),
will take a 35 percent stake in Container Terminal Tollerort GmbH (CTT). Antitrust
authorities have yet to approve the deal.456

HHLA, which saw volumes at its Hamburg terminals fall 7.2 percent in the first three
months of 2021,7 announced in June that negotiations were underway with COSCO. HHLA
hopes that additional traffic and infrastructure investment will flow from a strategic
partnership with COSCO, while COSCO seek linkage effects for shipping services through
the operation of its own global terminal network.8

A state champion aligned with Beijing's maritime ambitions

COSCO is the world’s third largest container carrier measured by capacity, and the fifth
largest port terminal operator in terms of throughput.®10 It was born in its current form,
through the complicated merger, in 2015-2016, of COSCO with its rival, China Shipping
Group (CSG), emerging as a formidable national champion.11

COSCO’s ownership structure is a hybrid of state owned and public company. The firm'’s
global expansion is in line with Beijing’s interests, and its growth has been facilitated by
access to state capital,12 though it can be difficult to disentangle COSCO’s political and
commercial drivers.

Beijing’s declared ambition of becoming a global “maritime power” 13 includes the
development of China’s maritime industries and merchant navy - a strategy that is clearly
in line with the interests of COSCO’s executives and shareholders.

Chinese firms control 10 percent of European shipping

There are three Chinese companies involved in European ports: COSCO, China Merchants
Port Holdings Company (CMP) (#3% /% O#% %), which is the world’s sixth largest
terminal operator, and Hutchison Port Holdings Limited (Hutchison) - a private Hong
Kong group that is the world’s number two operator. Of these, COSCO is the most relevant
actor - it is the only operator that is also a shipping carrier, and it is the only state-owned
Chinese actor with controlling shares in European terminals.

COSCO achieved its ambition of operating its own port in Europe in 2008 when, facilitated
by the global economic crisis, it gained a 35-year lease to manage piers 2 and 3 at the
Athens port of Piraeus. In 2016, the Greek government sold its majority stake in the
Piraeus Port Authority (PPA) to COSCO, as Greece was under pressure to repay debt to the
EU and International Monetary Fund.
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Although the takeover has not been without controversies, Piraeus under COSCO’s
leadership has become the busiest port in the Mediterranean and the fourth busiest in
Europe, up from 17th place in 2007.14

Exhibit 1

Beijing controls roughly 10 percent of European throughput o
Chinese ownership of container terminals in European Union
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EU concerns about Chinese firms' expansion

In Europe, the boom in Chinese investments that followed the global economic crisis has
given way to wariness and new regulations for screening foreign direct investments. As
ports have “critical infrastructure” status, Chinese investors’ interest in them has received
special scrutiny.

m The network effects of Chinese port acquisitions could be significant - The
market conditions exist for China to expand its control over European terminals;
some scenarios suggest Chinese port operators could gain shares that would give
control over as much as half of European throughput. Although the expansion is
commercially driven, there are inevitable political consequences to greater Chinese
control over global shipping flows, as there are risks to the strategic autonomy of
European policymakers and their ability to control supply chains.

m Ownership creates indirect influence - Beijing has recently used freight traffic
as a coercive tool against Lithuania. However, diverting cargo away from Piraeus
would be a dramatic act of self-harm.15 While it is not always obvious which levers
Beijing would pull to translate its economic significance into influence over
policymakers, Piraeus is Greece’s main seaport and an important piece of its
economy.

m China-owned ports in Europe will not become dual-use facilities but can still
pose security risks - Beijing is not beyond hiding strategic military intent behind
commercial activities but transforming port interests into military facilities takes
many years and is not possible without the explicit backing of the host country.
Greece remains a sovereign state and COSCO’s concession rights to Piraeus would
be irrelevant in a state of war. A more valid concern is that commercial port
infrastructure fitted by Chinese companies could be used for intelligence gathering.

m Acquisitions may be detrimental to labor rights - The main complaint against
COSCO in Piraeus was that it casualized employment, undermined the unions and
intensified work without accompanying protections. In Germany, the Ver.di union
has criticized negotiations with COSCO, saying the Hamburg acquisition would
undermine social justice in the future development of the port. However, the shift
towards a worker-hostile, just-in-time business model is an industry wide
phenomenon. In their statement, Ver.di noted that employment conditions are
being “increasingly determined by a small, global group of shipping companies.”

Chinese firms are in the market for European terminals. Many independent terminal
operators see such deals and sales as making sense in order to guarantee cargo flows.
Shipping industry consolidation has generated an oligopoly of three shipping alliances
with significant sway over the fortunes of European ports. COSCO is a dominant member
of the OCEAN alliance, the largest of these three groups.
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The trend in shipping is toward greater vertical integration and consolidation. By turning
to COSCO, ports like Hamburg are responding to inescapable market pressures. However,
these decisions are likely being made with limited consciousness or concern for the wider
strategic consequences. COSCO is competing on an uneven playing field with the backing
of the Chinese state, and its market dominance is a potential geopolitical tool for Beijing.

This pattern of consolidation may need to be interrupted in order to protect the resilience
of European companies. Any measures taken will need to be enacted Europe-wide, as
ports will be reluctant to pass up partnership opportunities when they risk seeing the
benefits go instead to competing ports in neighboring member states.

REGIONAL SPOTLIGHT: CHINA IN UKRAINE

China leverages vaccines and investment, demands silence on Xinjiang

Ukraine has rejected the emerging Euro-Atlantic consensus on competition with China.
This summer, Kyiv took several steps toward closer relations with Beijing, underlining its
appraisal of China as an important economic partner and potential pole in a more
independent Ukrainian foreign policy.

In June, Kyiv withdrew its signature from an international statement on China’s human
rights abuses in Xinjiang.16 The move was allegedly made in response to Chinese threats
to withhold Covid-19 vaccine supplies.17 Six days later, Ukraine and China signed an
agreement on infrastructure cooperation, paving the way for Ukraine to access roughly
USD 1 billion worth of low-interest loans.18 19

Russian aggression towards Ukraine will always be the dominant geopolitical issue, but it
is also important for Brussels to understand China’s engagement in Ukraine. Warmer
Sino-Ukrainian relations and the potential for Ukrainian compromises on human rights
issues complicate the already-fraught geopolitics surrounding this EU priority partner.

Ukraine views China as a partner not a threat

Ukraine’s general Western orientation is not in question - NATO and EU membership are
written into the constitution - 20 but Kyiv does appreciate Beijing’s potential role in a
more independent Ukrainian foreign policy.21

With Ukrainians still dying in the ongoing conflict with Russia,?2 US attempts to portray
China and Russia as equally valid threats hold little water in Ukraine. From Kyiv’s
perspective, Beijing just wants to do business, whereas Moscow is invested in Ukraine’s
failure as an independent state.23
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Trade drives China-Ukraine relations

Beijing has been true to its image of business partner: in the first half of this year, China
did USD 9 billion worth of trade with Ukraine. That’s more than Ukraine’s combined trade
with Poland (USD 5.6 billion) and Germany (USD 3 billion).24

While the infrastructure and investment aspects of the BRI have had a limited impact on
Ukraine (see map below), China became Ukraine’s most important trade partner in 2019.
Beijing’s hunger for grains2s and its efforts to diversify supply chains have driven this
trend, with food products accounting for 53.1 percent of exports to China in the first
months of this year.26

However, agricultural cooperation with China has had its downsides. Ukraine was badly
burnt by a loan-for-grain deal signed with China Exim Bank in 201227 that now threatens
to bankrupt the Ukraine State and Food Grain Corporation (DPZKU).28

Exhibit 2

Recent growth in Ukraine’s exports has produced well-balanced trade with China
Goods imports from and exports to China in USD million
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Exhibit 3

China is now Ukraine’s most important export destination
Goods exports to China, Russia and Poland as percentage of total, 2020
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Infrastructure cooperation has been unsuccessful, but Ukraine wants to try
again

China does not have a good record on building transport infrastructure in Ukraine. Billions
of dollars’ worth of strategic projects have been announced, but none of them have come
to fruition. Cooperation in infrastructure has been stymied by Ukrainian requirements for
open bidding processes. Several Chinese contractors have managed to win tenders, only
to see contracts terminated due to slow progress. Cooperation with Chinese companies
has been more successful in port dredging contracts, renewable energy projects, and
agriculture.

Despite past frustrations, the new transport infrastructure agreements signal some
degree of optimism, or perhaps necessity, on the Ukrainian side.2% The long-awaited Kyiv
bypass road is of special concern, and in June the government passed legislation that
scraps requirements for competitive bidding on the project.

However, it is not just cooperation with China that has encouraged Kyiv away from
competitive tenders. A recent EUR 900 million agreement with France hands a contract to
Alstom with no tender at all.30 31
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Exhibit 4

China’s involvement in Ukrainian infrastructure projects has been marked by failure o
Chinese companies’ participation in Ukrainian transport infrastructure
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Ukraine rethinks defense cooperation with China

Growing trade dependency is not indicative of a wholesale movement into Beijing’s orbit;
Kyiv has already drawn its red lines.

Kyiv has a history of military-technical cooperation with Beijing, including the 1998 sale
of the Varyag - a Soviet ship that was surreptitiously refitted to becomes China’s first
aircraft carrier.3233According to the Stockholm International Peace Research Institute
(SIPRI), Ukraine has exported USD 80-90 million worth of weapons to China annually be-
tween 2016 and 2020.34

However, this partnership has not been without scrutiny or risks. There appears to be
little prospect of defense ties with Beijing deepening in the future.

In March 2021, a Ukrainian court seized the assets of Motor Sich, a Ukrainian firm that is
among the world’s largest manufacturers of advanced aircraft engines, including those
used in the Chinese L-15 combat training aircraft. Chinese company Beijing Skyrizon
Aviation Industry Investment sought to acquire the Ukrainian firm in 2016, but the deal
was frozen in 2017, where it remained in limbo until the United States blacklisted
Skyrizon.

US pressure doubtless factored into the decision, but so too did genuine domestic
concerns, ranging from technology transfer to Russia, Ukraine’s own defense capabilities,
and the threat to projects with EU and NATO partners.
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China is not a realistic choice of partner for Ukraine

Commentators have drawn a link between the recent infrastructure deal with China and
US reluctance to stand in the way of Nord Stream 2 - a gas pipeline deal between Germany
and Russia opposed by Ukraine.35

Speaking in July, adviser to the Ukrainian president's office, Oleksiy Arestovych, was
quoted as saying, “If the West keeps surrendering Ukraine's interests for a friendship with
Russia, Ukraine may turn to the East.”

Serbia’s China policy proves that warm relations with Beijing can help win concessions
from the West. However, Ukraine is in a more geopolitically vulnerable position than
Serbia.

Beijing sees advantages in weakening European solidarity on human rights issues, but this
is not enough to make it a reliable strategic partner for Kyiv. China pays lip-service to the
idea of Ukraine’s territorial integrity, but it respects Russia’s sphere of influence. It seems
likely that Beijing’s Ukraine policy has received Moscow’s blessing.

After the Russian annexation of Crimea in 2014, China’s attentions shifted north to
Belarus. The current crisis in Belarus and its international isolation have provided the
backdrop to China’s renewed interest in investment in Ukraine. However, Beijing’s role in
UKkraine’s prosperity will be limited by respect for Russian interests.36

Ukraine’s China policy is problematic but falls short of threatening EU interests

Ukraine’s cooperation with China remains limited and its concessions to Beijing are more
indicative of its vulnerability than of any allegiance. Just as Kyiv must make concessions
to Washington and Brussels, it must respect the demands of its most important trade
partner.

China’s footprint in Ukraine does not yet pose a serious threat to EU interests, but it does
come with risks. Ukraine’s apparent vulnerability to Chinese demands might prove
problematic for its eventual alignment with the EU on values. However much Ukraine
might want to compartmentalize, the EU’s own relations with China have demonstrated
there can be no neat division between economics and politics.

However, there is a genuine appetite for liberal democratic principles and values-based
politics in Ukraine. Compared to domestic problems, China does not score highly in terms
of public interest. There is a lack of China expertise in Ukraine at the same time as there is
a growing China lobby among academics and politicians.37 38

In order to encourage alignment on values, Brussels should harness existing public
sympathies for democratic values. A useful first step would be to cultivate local China
expertise and help raise awareness on issues like Xinjiang.
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GLOBAL CHINA INC. UPDATES

Period covered by this edition: May 16 - September 19

Exhibit 5

Indonesia sees most contracts sighed with Chinese companies in past quarter 5

Contracts signed with Chinese companies for infrastructure projects - May 16-September 19, 2021
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ENERGY

Towards a Greener Belt and Road?

On September 22, President Xi Jinping told the United Nations in a prerecorded address
that China “will not build new coal-fired power projects abroad."3? Chinese institutions
have become last resort lenders for many international coal projects, so Xi’s pledge could
be a significant step forward in the battle to phase out coal.

In practice, much will depend on the interpretation of “build” and “new.” A total ban on
Chinese participation in coal projects would inflict heavy damage on major state-owned
enterprises (SOEs). Between June and September, Chinese companies signed contracts to
build a 300 MW coal plant in Mozambique; 40 two separate 1320 MW coal plants in
Vietnam; 4t and a 700MW coal plant in Bosnia and Herzegovina (BiH). 42 Chinese
companies are also intent on pursuing Tuzla B, a Chinese funded coal plant that the EU is
trying to put a stop to.43
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The end of China’s financial involvement in coal has been predicted for some time. Host
country demand for coal projects in countries like Pakistan44 and Bangladesh has waned,
so BRI-related coal investments have declined. In June, the Industrial and Commercial
Bank of China (ICBC) announced it would begin to phase out funding for coal.45 Two
weeks later, it told Go Clean ICBC, a coalition of 32 environmental NGOs, that it was
dropping plans to fund Sengwa coal-fired power plant, a 2.8 GW project contracted to
China Gezhouba Group.4é

On July 16, China’s Ministry of Commerce (MOFCOM) and Ministry of Ecology and
Environment (MEE) also issued new guidelines for greening foreign investment.4?

Chinese companies sign oil and gas contracts in Iraq and Kazakhstan

In the past quarter, Chinese companies have signed 27 agreements overseas linked to oil
and gas extraction and processing. Oil and gas will likely become the next frontier for
emissions cuts campaigners as coal funding is phased out.

On June 30, China Petroleum Engineering and Construction Corporation (CPECC) signed
a contract, along with Italy’s Eni Oil Company, for the expansion of Iraq’s Zubair oil field.
The contract is valued at approximately USD 690 million. Also in June, China CAMC
Engineering Co., Ltd. (CAMCE) signed a USD 1.2 billion contract with Sozak Oil & Gas JSC
to develop a gas field in southern Kazakhstan’s Sozak region. In September, CITIC
Construction signed a USD 905 million contract for the Kirkuk oil refinery project in
[raq.48

TRANSPORT & LOGISTICS

Israel opens Chinese operated port

On Sep 1, Israel inaugurated a new port terminal in Haifa Bay. The USD 1.7 billion Haifa
Port will be operated by Shanghai International Port Group (SIPG).4? SIPG won the tender
to operate the port in 2015, prompting security concerns within Israel and abroad,
especially from the United States. Israel is selling state-owned ports and building private
docks in an effort to cut costs and improve efficiency.

Controversial Chinese built bridge completed in Croatia

On July 28, the final steel segment of PeljeSac Bridge was installed, connecting the
Dubrovnik peninsula to the rest of Croatia. European companies protested when the
tender for the EU funded project went to China Road and Bridge Corporation (CRBC) in
April 2018. The unsuccessful bidders accused CRBC of price-gouging.5° The bridge cost
EUR 550 million, of which EUR 357 million came from the EU.

DIGITAL AND HEALTH

China’s vaccine makers expand local production

On September 9, Serbia’s president held a groundbreaking ceremony for a factory to
produce Sinopharm’s COVID-19 vaccine. He said the factory is expected to ramp up
production to a capacity of 30 million doses a year in its first six months, far more than is
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needed for Serbia’s population of 7 million. In the past quarter, Chinese vaccine makers
have struck deals or are in talks to produce Covid-19 vaccines locally in multiple countries,
including Algeria, 51 Bangladesh, 52 Belarus, 53 Chile, 5¢ Morocco, 55 Russia, 56 and
Uzbekistan.57 In July it was reported that Egypt had manufactured its first one million
doses of Sinovac’s Covid-19 vaccine.58 In other Covid-19 vaccine news, Chinese firm
Everest Medicines has bought an mRNA vaccine license from Canada’s Providence
Therapeutics Holdings, continuing China’s pivot toward mRNA technology.59

Senegal aims for digital sovereignty with Huawei data centre

On June 22, President Macky Sall announced that Senegal will move all government data
from foreign servers to a new national data center to guarantee “Senegalese digital
sovereignty.”60 The new data center is being built with Huawei equipment and a loan from
the Export-Import Bank of China.

MANUFACTURING, CONSTRUCTION, AND RESOURCES

Indonesia opts for Japanese not Chinese developers

In July, a USD 2.7 billion contract was awarded to Japan-based Chiyoda Corporation for a
copper smelter in Gresik, Indonesia. The Indonesian developer originally held talks with
China’s Tsingshan Holding Group to build the new smelter - a reminder of the fierce
competition between Chinese and Japanese engineering firms in Southeast Asia.61 In
other news, Chinese company Huayou Cobalt Co., Ltd announced in late May that it will
jointly carry out a USD 2.08 billion nickel-cobalt project in Indonesia's WedaBay Industrial
Park.62

Democratic Republic of Congo reviews mining deals with China

On August 27, the Democratic Republic of Congo (DRC) finance minister announced the
country was reviewing its USD 6 billion “infrastructure-for-minerals” deal with China,
amid concerns that current mining deals to not bring sufficient benefit to the DRC. Chinese
firms control around 70 percent of the DRC’s mining portfolio.®3

Endnotes

1 https //ec.europa. eu1c0mmissionZQresscorner[detall[ov[SPEECH 21 4701
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