ISSN 0219-3213

2015 #16

Trends in
Southeast Asia

CHINESE INVESTMENT AND MYANMAR'S
SHIFTING POLITICAL LANDSCAPE

SU-ANN OH AND PHILIP ANDREWS-SPEED

PUBLISHING

30 Heng Mui Keng Terrace, Singapore 119614
http://bookshop.iseas.edu.sg



Trends in Southeast Asia



The ISEAS-Yusof Ishak Institute (formerly Institute of Southeast Asian
Studies) was established in 1968. It is an autonomous regional research
centre for scholars and specialists concerned with modern Southeast
Asia. The Institute’s research is structured under Regional Economic
Studies (RES), Regional Social and Cultural Studies (RSCS) and
Regional Strategic and Political Studies (RSPS), and through country-
based programmes. It also houses the ASEAN Studies Centre (ASC),
Singapore’s APEC Study Centre, as well as the Nalanda-Sriwijaya
Centre (NSC) and its Archaeology Unit.



2015  #16

Trends in
Southeast Asia

CHINESE INVESTMENT AND MYANMAR'S
SHIFTING POLITICAL LANDSCAPE

SU-ANN OH AND PHILIP ANDREWS-SPEED

YUSOF ISHAK
INSTITUTE



Published by: ~ ISEAS Publishing
30 Heng Mui Keng Terrace
Singapore 119614
publish@iseas.edu.sg http://bookshop.iseas.edu.sg

© 2015 ISEAS—Yusof Ishak Institute, Singapore
All rights reserved. No part of this publication may be reproduced, stored in
a retrieval system, or transmitted in any form, or by any means, electronic,

mechanical, photocopying, recording or otherwise, without prior permission.

The author is wholly responsible for the views expressed in this book which
do not necessarily reflect those of the publisher.

ISEAS Library Cataloguing-in-Publication Data

Oh, Su-Ann.

Chinese Investment and Myanmar’s Shifting Political Landscape.

(Trends in Southeast Asia, 0219-3213 ; TRS 16/15)

1. Investments, Chinese—Myanmar.
Investments, Foreign—Myanmar.
Myanmar—~Politics and government.
Myanmar—Foreign economic relations—China.
China—Foreign economic relations—Myanmar.
Title.

II. Andrews-Speed, Philip.

III. Series: Trends in Southeast Asia ; TRS 16/15.
DS501 I59T no. 16(2015) 2015

s

ISBN 978-981-4695-32-9 (soft cover)
ISBN 978-981-4695-33-6 (e-book, PDF)

Typeset by Superskill Graphics Pte Ltd
Printed in Singapore by Mainland Press Pte Ltd



FOREWORD

The economic, political, strategic and cultural dynamism in Southeast
Asia has gained added relevance in recent years with the spectacular
rise of giant economies in East and South Asia. This has drawn
greater attention to the region and to the enhanced role it now plays in
international relations and global economics.

The sustained effort made by Southeast Asian nations since 1967
towards a peaceful and gradual integration of their economies has
had indubitable success, and perhaps as a consequence of this, most
of these countries are undergoing deep political and social changes
domestically and are constructing innovative solutions to meet new
international challenges. Big Power tensions continue to be played out
in the neighbourhood despite the tradition of neutrality exercised by the
Association of Southeast Asian Nations (ASEAN).

The Trends in Southeast Asia series acts as a platform for serious
analyses by selected authors who are experts in their fields. It is aimed at
encouraging policy makers and scholars to contemplate the diversity and
dynamism of this exciting region.
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Chinese Investment and Myanmar’s
Shifting Political Landscape

By Su-Ann Oh and Philip Andrews-Speed

EXECUTIVE SUMMARY

* China has targeted Myanmar’s resources to enhance and provide
resources for its economic growth. Myanmar’s proximity and pariah
status (before 2010) made it both feasible and convenient for this
purpose.

e Chinese investment in Myanmar intensified in the mid-2000s and has
continued to increase. The largest increase in approved and actual
Chinese FDI over the years has taken place in the energy (oil and gas)
and mining sectors.

* The considerable rise in Chinese investment in the mid-2000s
applies to the other Southeast Asian countries as well. If we exclude
Singapore, China’s stock in Myanmar was the highest between 2009
and 2012, but this was overtaken by stock in Indonesia in 2012.

* Since 2012, more companies from other countries have had their
projects approved in Myanmar; this means that approved investment
from mainland China as a percentage in total FDI per year is falling.

* There has been a groundswell of opposition to large oil and gas,
hydropower and mining projects on the grounds of poor governance
(e.g. land acquisition and compensation, the destruction of
livelihoods), and secretive, inequitable wealth sharing.

e The Thein Sein administration has dealt with these conflicts by
suspending projects; establishing an inquiry commission and an
implementation committee; re-negotiating contracts and preparing to
become a member of the Extractive Industries Transparency Initiative
(EITT).

e These unprecedented measures will likely take place on an ad hoc
basis rather than across the extractive industry. Dramatic changes



to contracts are more likely to take place with Chinese (and other)
corporations that are involved in large-scale rather than small-scale
projects.

The changing political circumstances — Myanmar no longer being
reliant on a handful of countries for strategic and financial support
and the necessity of taking into account the wishes of its electorate
— means that the political landscape has shifted under the feet of
stakeholders.

Chinese firms have responded by acceding to demands for improved
profit-sharing and environmental and corporate social responsibility
programmes. They have also begun diverting their interests to
Indonesia and other Southeast Asian countries and are being cautious
about investing in large projects in Myanmar.

Given the deep strategic inter-dependence between Myanmar and
China, the changed political circumstances will take the gloss off the
previous exclusive bilateral relations between the two countries but is
unlikely to prevent them both from working hard to maintain a good
working partnership.



Chinese Investment and Myanmar’s
Shifting Political Landscape

By Su-Ann Oh' and Philip Andrews-Speed?

INTRODUCTION

This article presents detailed information on China’s investment in
Myanmar for the purpose of analysing Chinese interests in the country.
Using new datasets created by the Energy Studies Institute, and official
statistics from China and Myanmar, we show that China’s investment
in Myanmar has to be considered in the context of its region-wide
investment, the state of foreign investment in Myanmar in general, and
the political changes wrought in Myanmar since 2010.

The data indicate that Chinese investment in Myanmar, while
wide-ranging, is predominantly clustered in the energy (gas, oil and
hydropower) and natural resource (mining, logging, agribusiness)
sectors. However, looking at China’s global investment, it becomes
apparent that the energy sector is being targeted by Chinese overseas
investment in other countries as well, notably Indonesia in Southeast
Asia, the Middle East, Africa and central Asia. In other words, at this
point in time, Myanmar is not being singled out by China, but rather
forms part of the latter’s global energy acquisition strategy.

Further, the loosening and reduction of sanctions on the part of
Western nations since the elections in 2010 in Myanmar has brought

' This paper was commissioned by ISEAS as part of its project on Chinese
Immigration and Capital into Cambodia, Laos, Myanmar and Vietnam. Su-Ann
Oh is a Visiting Fellow at the Institute of Southeast Asian Studies.

2 Philip Andrews-Speed is a Principal Fellow at the Energy Studies Institute,
National University of Singapore. He would like to thank Mr Mingda Qiu for his
work compiling the database on China’s energy and mineral resource investments
in Myanmar.



about greater diversity in foreign investment in the country. This means
that China, considered a big player since 2005, is becoming one of many
foreign stakeholders in Myanmar.

Given these trends, we analyse Chinese investment in Myanmar
against the backdrop of a shifting balance of power, both internal and
external, and examine how this shift has created emerging forms of
conflict between previously aligned stakeholders. The resultant changes
in wealth sharing and governance of natural resource extraction, albeit
limited, have implications for Chinese investment in the country.

BACKGROUND TO CHINESE INVESTMENT
IN MYANMAR

Since 1988, Sino-Burmese relations have been driven by two
considerations. First, Myanmar has sought to obtain support from China
both economically and strategically. The junta at the time believed that
China would act as an ally against what they perceived as external threats,
especially from the United States.> Second, the Chinese government has
targeted Myanmar’s resources (and that of other countries) to enhance
and provide resources for China’s economic growth. Myanmar’s
proximity and pariah status (before end-2010) made it both feasible and
convenient for this purpose.

The circumstances that led Myanmar to engage with China more
intensely came about from certain developments. The year 1988 marked
the end and the beginning of a host of political and economic events in
Myanmar: the end of the socialist period, official promotion of the private
sector and foreign (including Chinese) investment, the military coup,
the beginning of extensive gas exploration and exploitation, ceasefires
with seventeen armed groups and the collapse of the Burma Communist
party.* This took place against the backdrop of currency demonetization
in 1987 and sanctions imposed by Western and other countries.

3 David 1. Steinberg and Hongwei Fan, Modern China-Myanmar Relations:
Dilemmas of Mutual Dependence (Copenhagen: NIAS Press, 2012), p. 156.

“Ibid., p. 155.



These sanctions obliged Myanmar to turn to China for economic and
strategic support. Moreover, after the disastrous economic policies of the
socialist period, Myanmar did not have the capital, technology or skills
needed to extract and exploit its own natural resources. Investment from
China was a boon to the beleaguered Burmese economy, injecting capital
for operations and infrastructure associated with the extraction projects.

The Burmese government also sought to enhance its diplomatic
relations with China for a mix of strategic and economic reasons,
including the supply of development aid or military hardware. In the
1990s to 2000s, China became a major supplier of consumer goods,
machinery, equipment and intermediate products, as well as a market
for wood, agricultural and marine products, minerals, and oil and gas to
Myanmar. Even though China’s official foreign investment in Myanmar
was “rather small”,’ it was significant because it provided a large amount
of economic cooperation and commercial-based financing in the areas
of infrastructure, state-owned economic enterprises, and oil and gas
exploitation, through long-term loans with low interest rates. While
this supported regime survival, it failed to have a substantial impact on
broad-based economic development in Myanmar.

In the mid-2000s, Chinese influence increased because of expanding
Chinese strategic concerns in Beijing and in Yunnan Province vis-a-vis
Myanmar. These comprised the expanding reliance on imported energy
and minerals for its continued economic growth and employment, and
security issues. The latter pertained to Chinese concerns about narcotics
and insurgent groups, for example on the Yunnanese border, the security

% Toshihiro Kudo, “Myanmar’s Economic Relations with China: Can China
Support the Myanmar Economy?”, Discussion Paper No. 66, IDE, 2006, pp. 17—
19; Toshihiro Kudo, “Myanmar’s economic relations with China: who benefits
and who pays?”, in Dictatorship, Disorder and Decline in Myanmar, edited by
Monique Skidmore and Trevor Wilson (Canberra: ANU E Press, 2008), pp. 87—
112.

¢ Kudo, “Myanmar’s Economic Relations with China: Can China Support the
Myanmar Economy?”, pp. 17-19; Kudo, “Myanmar’s economic relations with
China: who benefits and who pays?”, pp. 87-112.



of access to energy and minerals from Myanmar, and access to import
and export routes in the Bay of Bengal and beyond.’

CHINESE INTERESTS IN ENERGY,
MINERALS AND SECURITY

China is one of the largest producers of energy and mineral raw materials
in the world.® It produces nearly 50 per cent of the world’s coal and is
the largest producer of non-energy minerals in the world. Although its
oil production amounts to just 5 per cent of the global total, it is the
fourth largest producer after Russia, Saudi Arabia and the United States.
China’s gas production continues to rise and it is now the sixth largest
producer.

Despite its status as a major producer of these raw materials, China’s
sustained and rapid economic growth combined with the resource
intensive nature of this growth has led to a dramatic rise in the country’s
import requirement for raw materials of all types, including oil, natural
gas and non-energy minerals. Net imports of oil have risen steadily since
the country became a net importer in 1993 and they now account for
nearly 70 per cent of domestic consumption. Gas is playing an increasing
role in the national energy mix and imports provide about 30 per cent of
this supply, a proportion that rises each year. In respect of coal, China
fluctuates between being a net importer and a net exporter, depending
on conditions in the domestic coal market. Imports of iron ore, copper,
bauxite and nickel all grew rapidly from 2002 when the economy
accelerated,” though the level of imports has declined since 2013 as

7 Steinberg and Fan, Modern China-Myanmar Relations, p. 155. See also
Chenyang Li, “The Policies of China and India toward Myanmar”, in Myanmar/
Burma: Inside Challenges, Outside Interests, edited by Lex Reiffel (Washington:
Brookings Institution Press, 2010), pp. 113-33.

8 Magnus Ericsson, “Mineral supply from Africa: China’s investment inroads into
the African mineral resource sector”, Journal of the Southern African Institute
of Mining and Metallurgy 111 (July 2011): 497-500; BP, Statistical Review of
World Energy, BP, 2014.

° David Humphreys, “New mercantilism: a perspective on how politics is shaping
world metal supply”, Resources Policy 39 (2013): 341-49.



growth slowed. China also imports small amounts of electricity from
Russia and Myanmar.

This growth of imports of energy and mineral raw materials
triggered the internationalization of many of China’s energy and
mineral companies. In the oil and gas industry, the great majority of this
investment, in terms of both number of projects and aggregate value,
has been carried out by the four national oil companies (NOCs), namely
CNPC/PetroChina, Sinopec, CNOOC and Sinochem.!® All four NOCs
are owned by the central government and have invested in Myanmar.
Overseas investment in minerals has involved a much wider range of
companies including those owned by sub-national governments and by
private investors."" However, state-owned companies (SOEs) owned at
national or provincial levels hold the largest number of overseas projects
that are directly controlled by Chinese companies.'> The total value of
these overseas energy and mineral investments probably lies between
USS$100 billion and US$200 billion, but even so, Chinese companies
account for only a small share of energy and mineral production outside
China.?

Myanmar has significant resources of oil, gas, hydro-electricity,
metallic minerals and precious stones. As an immediate neighbour
of China, the country is an attractive destination for investment by
Chinese energy and resource companies. However, the motivations for
this investment are multi-faceted and vary between different types of
resource.

10 Julie Jiang and Jonathan Sinton, Overseas Investments by Chinese National
Oil Companies: Assessing the Drivers and Impacts (OECD/IEA, 2011); Julie
Jiang and Chen Ding, Update on Overseas Investments by China’s National Oil
Companies. Achievements and Challenges since 2011 (OECD/IEA, 2014).

' Magnus Ericsson, “Mineral supply from Africa”, pp. 497-500.

12 Ruben Gonzales-Vicente, “Mapping Chinese mining investment, with a focus
on Latin America”, Paper prepared for the China-Latin America meeting at
UCLA Asia Institute, 15-16 April 2011.

13 Philip Andrews-Speed and Roland Dannreuther, China, Oil and Global
Politics (Routledge, 2011); Magnus Ericsson, “Mineral supply from Africa”, pp.
497-500.



China’s government has a strong interest in these overseas activities,
especially in the case of oil and gas which are seen as commodities of
strategic importance. Its ‘Go-Out” policy for selected large SOEs aims
to build a number of international corporations able to compete with the
best in the world. Formally initiated in the year 2000, this policy built on
the earlier drive in the 1990s to create “pillar industries™* by providing
positive support for companies to go overseas in search of resources
and markets." Since the first catalogue was issued in 2004, oil, gas and
minerals have featured prominently in official documents relating to
outward investment.'® Securing resources lies alongside industrial policy
as motivations for the energy and mineral sector and the government
applies a mix of economic and diplomatic actions to manage the risk
of supply disruptions.'” This approach has been described as “neo-
mercantilist”'® or “hedging”."

In addition to supporting formal industrial policy, overseas investment
by energy and mineral companies also addresses other economic goals
such as providing employment and generating foreign exchange and,

1 Peter Nolan, China and the Global Business Revolution (Palgrave, 2001).

'S Duncan Freeman, “China’s outward investment. Institutions, constraints, and
challenges”, Brussels Institute of Contemporary China Studies, 4sia Paper 7,
no. 4, 12 May 2013.

16 Ministry of Commerce and Ministry of Foreign Affairs, Foreign Investment
Industrial Guidance Catalogue, Country Directory, August 2004; National
Development Reform Commission and other entities, 2006 Catalogue of
Industries for Guiding Outward Investment, 2006; Ministry of Commerce and
other entities, Foreign Investment Industrial Guidance Catalogue, Country
Directory, 2007; Ministry of Commerce and other entities, Foreign Investment
Industrial Guidance Catalogue, Country Directory, 2011.

7 Bo Kong, China’s International Petroleum Policy (Praeger Security
International, 2010); Monique Taylor, The Chinese State, Oil and Energy Security
(Palgrave Macmillan, 2014).

18 Kenneth Lieberthal and Mikkal Herberg, “China’s search for energy security”,
NBR Analysis 17, no. 1 (20006).

19 Oystein Tunsjo, Security and Profit in China's Energy Policy: Hedging Against
Risk (Columbia University Press, 2013).



possibly, profits. The large scale and long duration of commitments
related to some of these projects also provide China with diplomatic
advantages, especially if the investments are backed by loans and other
economic and political engagement.?

In 2001, Chinese enterprises began their involvement in oil and gas
exploration in Myanmar. In 2004, the Myanmar authorities intensified
the opening of on-shore and off-shore blocks in oil and gas to foreign
companies. Cooperation between both countries in the oil and gas sectors
has increased since 2005.2! These trends are borne out in the next section
where we present figures on Chinese FDI in Myanmar.

The year 2010 marks a turning point in Myanmar’s political and
economic environment: the first elections since 1990 were conducted
and the government has embarked on a series of economic reforms. At
the time, many commentators were cautious and/or dubious about the
prospect of democracy in Myanmar. However, ongoing political changes
have persuaded the EU, the United States and Japan to loosen or lift
economic sanctions. As a result, Myanmar is no longer reliant on a
handful of countries (China and Russia for example) for strategic and
financial support. It can now court other countries for aid and investment.
This has brought about a major shift in the balance of power vis-a-vis
China and its investments in the country.

Moreover, with the move towards a more democratic and open
political environment, the Myanmar ruling party, to some extent, now
has to take into account the wishes of its electorate. This means that the
political landscape in Myanmar has altered under the feet of various
stakeholders in natural resource extraction resulting in shifting alliances,
different forms of conflict and a re-calibration of power. The stakes that
Chinese corporations have in Myanmar are no longer as secure as they
once were, and they are now required to (or be seen to) change their work
practices, contracts, and public profile to maintain their hold over their
investments.

20 Andrews-Speed and Dannreuther, China, Oil and Global Politics.
2! Steinberg and Fan, Modern China-Myanmar Relations, pp. 166—67.



CHINESE FDI IN MYANMAR

Obtaining accurate data in Myanmar is the bane of the social scientist.
Thus, when presenting statistics from Myanmar’s Central Statistical
Organization, we are aware that we can only make a limited and tentative
analysis. In order to mitigate the inaccuracies in the Burmese datasets,
we also present statistics from official Chinese sources and a new
and unpublished dataset created by the Energy Studies Institute at the
National University of Singapore.

Further, as in all economies, there is a host of activity that flies
under the radar of the state and its institutions. Obtaining accurate data
on this informal economy is notoriously difficult. Thus, we recognize
that the data presented does not provide an accurate picture of Chinese
investment in Myanmar.

We begin by looking at Chinese foreign direct investment (FDI) in
Myanmar. FDI statistics include “direct investment positions (equity and
debt), direct investment income flows (distributed earnings, reinvested
earnings, interest income) and direct investment financial flows (equity
and debt)”? and are divided into stocks and flows. FDI stock is the
value of capital and reserves plus net indebtedness. FDI flow refers
to capital provided by or received from a foreign direct investor to an
FDI enterprise. FDI flows include inflows (capital flows into the host
economy) and outflows (capital flows out of the home economy).?

CHINESE FDI STOCKS IN AND FLOWS
TO MYANMAR

Figure 1 shows the actual sum of Chinese investment in Myanmar per
year and is cumulative. We use Chinese rather than Burmese sources of
data because we believe that the Chinese sources are more accurate. We

22 OECD Benchmark Definition of Foreign Direct Investment Fourth Edition 2008,
p- 17 <http://www.oecd.org/daf/inv/investmentstatisticsandanalysis/40193734.
pdf> (accessed 1 April 2015).

z See  <http://unctad.org/en/Pages/DIAE/FDI%?20Statistics/Sources-and-
Definitions.aspx> (accessed 1 April 2015).
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see a significant increase in Chinese stocks in Myanmar from US$23.59
million in 2004 to US$163.12 million in 2005 representing an increase
of 591 per cent. This is followed by a dramatic increase up to 2010.
The amount of stock continues to increase thereafter but its margin of
increment tapers off. In 2013, Chinese FDI stocks in Myanmar stood at
US$3569.68 million, according to official Chinese sources.?

Turning to Chinese FDI flows to Myanmar, which shows the rate of
change of FDI over a one-year period and is therefore more volatile than
FDI stocks, we see a somewhat similar pattern. In 2007, Chinese FDI
flows escalated from US$12.64 million in 2006 to US$92.31 million in
2007 (representing an increase of 630 per cent) and followed an upward
trend, despite a fall in 2006, peaking in 2010 and fluctuating greatly since
then (see Figure 2). In 2013, Chinese FDI flows to Myanmar amounted
to US$475.33 million.”

CHINESE INVESTMENT IN SOUTHEAST
ASTAN COUNTRIES

As Figure 3 shows, China’s stock in Singapore far outstrips that of the
other Southeast Asian countries. Lagging behind in second and third
place are Indonesia and Myanmar. The chart also shows that the surge
observed in 2005 in Myanmar applies to the other Southeast Asian
countries, although China’s FDI stocks in Myanmar were the highest at
that point. This coincides with the Chinese government’s policies of the
time.

Among the many reasons for the Chinese government to support
overseas investment by SOEs, two are particularly important. The first is
that the “Go-Out” policy formulated in 1999 (which was given a further
boost in 2006 with the “go further outwards” policy) states that one aim

2 Ministry of Commerce of the People’s Republic of China, National Bureau of
Statistics of China, State Administration of Foreign Exchange, 2013 Statistical
Bulletin of China's Outward Foreign Direct Investment (Beijing: China Statistics
Press, 2014), p. 132.

> Tbid., p. 127.
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of industrial policy is to produce globally competitive enterprises.?
This is complemented by the government’s willingness to use these
companies as tools of diplomacy.?’ In order to particularize these two
sets of objectives, the government periodically publishes guidelines and
catalogues which explicitly identify those industries and countries for
which outward FDI is encouraged.? These policies, combined with other
non-commercial objectives have provided a strong push for overseas
investment by China’s SOEs. Chinese companies were given guidelines
on which sectors to invest in in other countries. The Catalogue guiding
outward investment issued in 2004 lists a number of energy and mineral
resources against countries in Southeast Asia (Table 1). The updates
issued since 2004 have not included any additional countries or industries
in this region.

Figure 3 shows that between 2005 and 2010, China was focusing
most prominently on Myanmar in Southeast Asia.? However, things have
changed since 2010. If we exclude Singapore from the analysis, we see
that even though China’s stock in Myanmar was the highest between 2009
and 2012, this was overtaken by stock in Indonesia in 2012. Moreover,
the difference in Chinese stocks between the two countries increased
in 2013. It remains to be seen if this trend will continue. However, we
suspect that this will be the case as China is currently investing heavily in

% Ping Deng, “Why do Chinese firms tend to acquire strategic assets in
international expansion?”, Journal of World Business 44 (2009): 74-84.

27 Mark Yaolin Wang, “The motivations behind China’s government-initiated
industrial investments overseas”, Pacific Affairs 75, no. 2 (2002): 187-206.

2 Ministry of Commerce and Ministry of Foreign Affairs, “Foreign Investment
Industrial Guidance Catalogue”, Country Directory, August 2004; National
Development Reform Commission and other entities, 2006 “Catalogue of
Industries for Guiding Outward Investment”, 2006; Ministry of Commerce and
other entities, “Foreign Investment Industrial Guidance Catalogue”, Country
Directory, 2007; Ministry of Commerce and other entities, “Foreign Investment
Industrial Guidance Catalogue”, Country Directory, 2011.

¥ As confirmed by Travis Mitchell, “Chinese Foreign Direct Investment in
Myanmar: Remarkable Trends and Multilayered Motivations”, Lund University
unpublished Master’s degree dissertation 2012, p. 33.
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Table 1: Summary of Relevant Information from the 2004
Foreign Investment Industrial Guidance Catalogue

Energy resources Non-energy minerals

Thailand Potash, tungsten,
antimony

Laos Electricity Potash

Myanmar Oil, gas Tungsten, nickel, copper,
gems

Vietnam Coal, electricity Bauxite, iron, chromium

Singapore Oil refining

Philippines Electricity Copper, nickel

Malaysia Gold

Indonesia Oil, gas, electricity

Brunei Oil, gas

East Timor Oil, gas

Papua New Guinea  Oil, gas Copper

Source: Ministry of Commerce and Ministry of Foreign Affairs, Foreign
Investment Industrial Guidance Catalogue, Country Directory, 2004.

Indonesia’s energy sector while having to re-negotiate contracts and deal
with governance and profit-sharing issues in Myanmar.

Looking at FDI flows in Figure 4, we see that once again China’s flows
across Southeast Asia began to rise in 2005. However, the chart provides
a more nuanced picture of the changes since 2011. Up to 2010, Chinese
FDI flows to Myanmar were second to those to Singapore. However,
since 2011, this has been overtaken by flows to Indonesia. At the same
time, flows to Myanmar have fallen from the peak at 2010 and have
ranked at fifth, sixth and seventh in 2011, 2012 and 2013 respectively.

Given the very short time period of 2011 to 2013, it is not possible
to make definitive forecasts. However, it would appear that China FDI
flows into Myanmar are not increasing at the same rate as in the 2000s
and that China is diverting FDI towards other Southeast Asian countries.
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CHINESE INVESTMENT IN MYANMAR
BY SECTOR

Looking at the figures for approved investment by sector from 2003 to
2013 as provided by the Central Statistical Organization of Myanmar
(Figure 5), we see that foreign investment (including China’s investment,
represented by the coloured areas) was relatively low until 2006. It began
to increase in 2006, peaking in 2010 in the mining, oil and gas and power
sectors, and fell to a low in 2013. This corresponds to the trends observed
in the Chinese data discussed in the previous sections.

It is clear that the largest increase in approved FDI over the years
has taken place in the energy (oil and gas) and mining sectors. The part
of the chart showing China’s share (shaded triangles) in this investment
coincides with the trends observed in these three sectors. In other words,
most of the approved FDI in these sectors was from China. Clearly,
China dominated approved foreign investment in Myanmar.

It is interesting to note also that since 2011, foreign investment in
manufacturing has increased significantly and approved FDI from China
in energy and mining has fallen.

By looking at China’s approved FDI as a proportion of total approved
FDI in Myanmar over the same period (see Figure 6), we see that this
was a significant percentage in 2006, 2008, 2010, 2011 and 2012. In fact,
Chinese approved FDI dominated in 2008 and 2011. However, from 2012
onwards, more companies from other countries have had their projects
approved; this means that approved investment from mainland China in
Myanmar has been fluctuating, and its percentage in total FDI per year is
falling in the face of increased approved FDI from Singapore and other
countries. It is important to take into account the fact that Chinese firms
also invest via firms based in other countries, so these figures do not
accurately reflect the total amount of Chinese investment.

A few caveats about the data in Figure 5 and 6 are in order. First, as
the data comes from Myanmar, its validity and reliability are suspect.
Moreover, much of the data is incomplete because of the differences in
definition used and the lack of available information. Second, the figures
for mainland China are given separately for those from Hong Kong,
although there may be an overlap. Chinese firms may invest in Myanmar
through firms based in Hong Kong.
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Third, since these figures are only for approved FDI, they show the
amount pledged and approved but not the amount actually invested.
This is because approved FDI is published by the Central Statistical
Organization in Myanmar but actual FDI is sent to the United Nations
Conference on Trade and Development (UNCTAD). Another point to
note is that approved FDI data record information from big projects that
are formally agreed between the two countries — this is particularly so for
projects in oil and gas, hydropower and mining. However, for smaller
projects in the mining, logging, agricultural and trading sectors, Chinese
capital flows are not reflected in approved FDI.

In order to highlight the trends in actual FDI, we draw upon research
done by Jared Bissinger showing that between 1998 and 2011, actual FDI
flows reflected similar trends to approved FDI in distribution by sector.
Two trends are noteworthy. First, since 1988, the extractive sectors have
attracted the most actual inflows, slightly more than a third of Myanmar’s
total actual FDI. Second, the extractive sector has actual inflows greater
than approved investments.

Where there are differences between approved and actual FDI, they
lie in the proportion of FDI by country. Myanmar’s statistics on approved
FDI between 1998 and July 2011 indicate that Thailand is the largest
investor in Myanmar. However, Bissinger (2012) points out that more
than half of Thailand’s approved investment is for the Tasang Dam which
is being developed by China. If this investment were counted as Chinese,
China would be the largest approved investor. On the other hand, the data
for actual FDI shows that the United Kingdom is the highest investor in
actual FDI between 1998 and September 2009, but it is believed that this
figure overstates the United Kingdom’s investment in Myanmar because
many companies of other countries have their headquarters in the United
Kingdom and in the Cayman Islands. Also, this figure does not include
missing data on actual FDI after 2009.

Actual Chinese investment in Myanmar amounted to US$8.5 million
throughout the 1990s, representing only 0.23 per cent of all inflows. By
the mid-2000s, this situation had changed. Actual investment from China
was at an all-time high at US$350 million in the 2007-08 and 2008-09
financial years. The proportion of actual Chinese FDI against total FDI
continued to increase: almost 17 per cent since 2000—01, 36 per cent in
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2007-08 and 60 per cent in 2008-09. It is safe to say that the amount
of actual FDI from China is probably higher than reported as many
Chinese firms invest through companies based in other countries, and in
unreported informal ventures.*

CHINESE INVESTMENT IN OIL
AND GAS, AND CORRESPONDING
INFRASTRUCTURE

Atpresent, Myanmar is the second most favoured destination in Southeast
Asia (after Indonesia®') for Chinese oil and gas investments (see Table 2).
The entry of Chinese oil companies into Myanmar came only after 2000
but the scale of investment has greatly increased since then. Compared
to Indonesia, Myanmar was even more eager to attract foreign energy
companies to work on its oil reserves, as the oil sector is one of the most
important sectors from which Myanmar may generate income. However,
as the tables above show, the rate of increase has tapered off.

Chinese investment in the oil and gas sector in Southeast Asia can
be dated back to 1993 when China National Offshore Oil Corporation
(CNOOC) drilled China’s first testing well in Indonesia. China National
Petroleum Corporation (CNPC), its subsidiary PetroChina, and China
Petroleum & Chemical Corporation (Sinopec) soon took steps into
Southeast Asia and have established their own investments. CNPC, Sinopec

30 Jared Bissinger, “Foreign Investment in Myanmar: A Resource Boom but a
Development Bust?”, Contemporary Southeast Asia 34, no. 1 (2012): 23-52, pp.
32-37.

3! Indonesia attracts the most Chinese investment in the oil and gas sector. This is
mainly because of the huge reserves it has in Java, Sumatra, Kalimantan, Sunda
Straits, West Papua and other offshore areas. The Indonesian government is also
keen in attracting foreign companies with technology and capitals to develop
the reserve it has. By 2010, CNPC had accumulated a total output of 5.79
million tons of oil and gas equivalent. (CNPC. (2010). CNPC in Indonesia, p. 13
<http://www.cnpc.com.cn/en/cnpcworldwide/indonesia/PageAssets/
Images/CNPC%?20in%20Indonesia.pdf> (accessed 3 July 2013). CNOOC had
more than 100 mmbbl of oil share from Indonesia in total. CNOOC. (2010). Key
Operating Areas — Indonesia <http://www.cnoocltd.com/encnoocltd/AboutUs/
zygzq/Overseas/1639.shtml> (accessed 20 April 2015).
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Table 2: Estimated Number of Chinese NOC Investments in
Southeast Asia"

CNPC/  Sinopec CNOOC/ Others Subtotal

PetroChina CNOOC
Ltd
Brunei 1° 1
Cambodia 1 1 2
Indonesia 8 1 9 3 21
Myanmar 9¢ 1 4 12
Papua New 2) 3 3
Guinea
Philippines 1 1
Singapore 1° 1
Thailand 3 3
Total 19 2 18 5 44

Notes: Some projects include multiple licences or blocks.

Numbers in parenthesis refer to projects that are known to have been
relinquished or sold. These are not included in totals. Other projects may also
have been relinquished or sold.

a. Data collected by Philip Andrews-Speed.

b. Refers to a downstream (refining) project.

c. Includes two pipelines.

Sources include: Bo Kong, China s International Petroleum Policy (Praeger
Security International, 2010), the websites of Chinese national oil companies,
international news agency articles, policy papers by international think tanks,
the Chinese press, and various Chinese language websites.

and CNOOC, the three oil SOEs who monopolize China’s overseas deals
in oil and gas, invest extensively in oil-rich areas in Southeast Asia.

In a 2008 report by Earth Rights International,* it was announced
that at least sixteen Chinese corporations (including CNOOC, CNPC
and Sinopec) were involved in twenty-one onshore and offshore oil

32 Earth Rights International, “China in Burma: The Increasing Investment of
Chinese Multinational Corporations in Burma’s Hydropower, Oil And Natural
Gas, And Mining Sectors”, 2008 <https://www.earthrights.org/sites/default/
files/publications/China-in-Burma-update-2008-English.pdf> (accessed 1 March
2015).

21



and natural gas projects in Myanmar. The data collected by the Energy
Studies Institute in Table 3 confirms this number and lists the projects
by company, site, date of agreement, stage of completion, interest and
partners. The information was collected from a variety of sources but is
incomplete because of the difficulty in locating complete information.
Sources include the websites of Chinese national oil companies,
international news agency articles, policy papers by international think
tanks, the Chinese press, and various Chinese language websites. The
tabulated data are best estimates given the lack of reliable, consolidated,
and publicly available databases.

The Chinese have stakes in the onshore and offshore oil and gas
blocks in Myanmar. The offshore one is called the Shwe gas project.
Various other firms from Thailand, Singapore, France, the United
States, Australia, Malaysia, Vietnam and so on have also been awarded
concessions. Since 2011, there have been three rounds of bids for the
blocks — two onshore and one offshore. None of the bids was awarded to
China in the two onshore rounds (Chinese firms Tianjin New Highland?**
and SIPC Myanmar Petroleum Co Ltd put in bids in 2011 and 2013
respectively).* China did not participate in the offshore concession bids
in 2013.

The biggest projects are the Shwe Gas project off the Rakhine coast
in the West, Yadana and Yetagun in the Andaman Sea and Zawtika in
the Gulf of Moattama. The Shwe Gas project is the largest extractive
project in Myanmar, and the first such project to become operational
under the new quasi-civilian government. It was developed by Daewoo
International Ltd. of South Korea (51 percent stake), Korea Gas
Corporation (KOGAS), ONGC Videsh Ltd. of India, and GAIL Ltd.

¥ Mandalay Capital Research, “Myanmar Oil and Gas Sector: Global Oil and
Gas Majors Heading to Myanmar”, 22 October 2012 <http://www.mandalayc.
com/research_note/rn_global_oi_gas_majors_heading_to_myanmar_ %20
221012.pdf> (accessed 1 April 2015).

** VDB/Loi Analysis, “4 Takeaways from the Selection of Shortlisted Bidders
on Myanmar’s Onshore Oil and Gas Tender”, 12 April 2013 <http://www.
vdb-loi.com/wp-content/uploads/2013/04/4-Takeaways-from-onshore-bidders-
selection_12Apr13-VDB-Loi-Analysis.pdf> (accessed 1 April 2015).
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of India, in a joint venture with the Myanmar Oil and Gas Enterprise
(MOGE). China National Petroleum Corporation (CNPC) signed a deal
for the sale and transport of the Shwe gas through overland parallel
oil and natural gas pipelines from Rakhine State, Myanmar, to Yunnan
Province, China, in partnership with the Daewoo-led consortium.

It was estimated that the gas was worth at least US$40 billion and that
the Burmese government stands to gain US$24 billion over the twenty-
year contract.*® This is the largest revenue-producing project for the
Burmese government.

The major components of the project include offshore natural gas
rigs, an onshore natural gas terminal, a deep-sea port, a crude oil storage
facility, and two pipelines that span Myanmar diagonally, delivering gas
and oil directly to southwestern China. The onshore components are
part of the Kyaukphyu Special Economic Zone, located on the Rakhine
coast off the Bay of Bengal where Chinese investors have financed a port
facility, which is intended to link up with oil and gas pipelines traversing
Burma to southwest China.

A report published in the New York Times in 2013 suggested that the
delay in the official commissioning of the pipelines was due to the fact
that China and Myanmar disagreed over how much oil and gas Myanmar
would draw from the pipeline. Chinese State Councillor Yang Jiechi,
who was in charge of foreign affairs, paid a short visit to Myanmar to
negotiate the “smooth implementation” of the project. Nevertheless, the
Chinese Embassy in Myanmar refuted the report and claimed that the
distribution of oil and gas transported through the pipelines had been
decided in the original agreement signed by all shareholders, allowing
Myanmar to download up to 2 million tons of oil and 20 per cent of the
transportation capacity of the gas pipeline.*

3 Shwe Gas Movement website <http://www.shwe.org/shwe-proect-basics/>
(accessed 10 April 2015).

3¢ Kachin Development Networking. “The Myanmar-Section of Sino-Myanmar
Gas Pipeline in Operation: China’s 4th Largest Energy Import Route”, 25 July
2013  <http://www.kdng.org/news/34-news/33 1-the-myanmar-section-of-sino-
myanmar-gas-pipeline-in-operation-chinas-4th-largest-energy-import-route.
htmI> (accessed August 2013).
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Despite this agreement, it is still possible that public pressure may
oblige Myanmar’s government to press China for larger shares of the
pipelines’ throughput. Zha Daojiong, an energy security expert in Peking
University, believes that the upper limit may be adjusted in the future if
internal political pressure in Myanmar intensifies.*’

A further challenge to the pipeline is that it cuts through some of the
most politically unstable areas in Myanmar where religious and ethnic
conflicts are prevalent. Rakhine State, on the coast, witnessed massive
riots between the Buddhist majority and Muslim Rohingya minority,
causing up to 140,000 people to flee by June 2013. In northern Shan State,
there were at least four independence movements acting concurrently
while the pipelines were being constructed. The Myanmar government
deployed numerous troops to guard the pipeline and its relevant facilities.
However, guerrilla attacks from the armed ethnic groups continued to
take place sporadically. In the middle of May 2013, soldiers from the
Restoration Council of the Shan State-Shan State Army opened fire at
the MOGE compound, killing two people and injuring another three.*
In addition, human rights abuses by the Burmese army have been
reported.® These tensions exacerbate fundamental dissatisfaction with
the level of compensation being received by local communities and the
extent of environmental damage.*’ The former relates to the confiscation

37 Financial Times, “China Starts Importing Natural Gas from Myanmar”, 30 July
2013 <http://www.ft.com/intl/cms/s/0/870f632c-f83e-11e2-92f0-00144feabdc0.
html#axzz2ulwlLuZE> (accessed 5 August 2013).

38 South China Morning Post, “China Lobbies for Pipeline Support in Myanmar,
but Environmental Concerns Persist”, 2 May 2013 <http://www.scmp.com/news/
asia/article/1228478/china-lobbies-pipeline-support-myanmar-environmental-
concerns-persist> (accessed 17 July 2013).

¥ Shwe Gas Movement, “Drawing the line: The Case Against China’s Shwe Gas
Project, For Better Extractive Industries in Burma” <http://www.shwe.org/wp-
content/uploads/2013/09/DrawingTheLine For-Web.pdf> (accessed 21 April
2015).

40 Radio Free Asia, “Rakhine leaders to press China on controversial
Myanmar project”, 16 June 2014 <http://www.rfa.org/english/news/myanmar/
projects-06162014172443 html> (accessed 20 April 2015).
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of land, labour abuse and loss of livelihoods.*' Further, there have been
complaints over the lack of transparency in the management of the
project — environmental and social impact assessments have never been
publicly released.*

China’s plan to build a transnational railway linking Myanmar’s
western coast to China has been suspended. The goal was to transport
Chinese imports and exports to areas in the Indian Ocean and beyond,
and was part of China’s bid to secure transport routes. The Memorandum
of Understanding, signed by the Ministry of Rail Transportation and
China in 2011, has now expired. The project drew opposition from
the public and civil society organizations but the true reasons for the
Burmese government allowing the MOU to lapse are not clear.

CHINESE INVESTMENT IN HYDROPOWER

Table 4 provides detailed information on forty-nine hydropower projects
in Myanmar that Chinese companies are involved in. It lists the names
of the projects, the rivers they are located on, their size, their stage
of completion and a host of other information. The information was
collected from a variety of sources but is incomplete because of the
difficulty in locating complete information. Thus, the tabulated data are
best estimates given the lack of reliable, consolidated, and publically
available databases.

As Table 5 shows, China has a considerable number of hydropower
projects in Southeast Asia, with the highest number in Myanmar (49)
followed by Laos (30).

According to Earth Rights International, in 2008, at least forty-five
Chinese multinational corporations were involved in about sixty-three
hydropower projects in Myanmar, including several related substation
and transmission line projects. Of these hydropower projects, the largest
is the 7,100 megawatt (MW) Tasang Dam on the Salween River, which

4 Shwe Gas Movement., “Drawing the line”.
42 Tbid.
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is to be integrated into the Asian Development Bank’s Greater Mekong
Sub-region Power Grid.

There has been a groundswell of opposition to the hydropower
projects on the grounds of loss of farmland and fishing stocks, and
environmental damage from the construction of the dam-associated
infrastructure. Myitsone dam in Kachin State was suspended in 2011
by President Thein Sein following major protests by local communities
and civil society groups. According to Myanmar’s Parliamentary Law,
the President has unilateral power over some thirty decisions, including
mining of natural resources and “dam and irrigation facilities”.** China
Power Investment (CPI) had invested nearly 7 billion yuan in advance
upon the suspension announcement,* and construction had been going
on for two years.

Thein Sein’s decision was not sudden, because Chinese hydropower
companies investing in Myanmar have been encountering rising
opposition from local communities. The two most cited reasons are
insufficient compensation for land and irrevocable environmental
damage caused by the construction of dams. The Myitsone case is one
example among many. It is noteworthy because the scale of the project
was so large that stopping it might cause both diplomatic tensions with
China and stall the local economy.* Furthermore, since the dams along
the Salween and Irrawaddy Rivers in Myanmar are usually located in
areas where ethnic minorities live, the re-deployment of government

3 New York Times, “Myanmar Backs Down, Suspending Dam Project”,
30 September 2011 <http://www.nytimes.com/2011/10/01/world/asia/myanmar-
suspends-construction-of-controversial-dam.html? r=0> (accessed 22 May
2013); Democratic Voice of Burma, “China-Backed Myitsone Dam ‘Suspended’”,
30 September 2011 <http://www.dvb.no/news/china-backed-myitsone-dam-
%E2%80%98suspended%E2%80%99/17887> (accessed 22 May 2013).

# The First Financial Daily (5—W 2 A {it), “Example of Chinese Enterprise’s
‘Going-Out’ Activities in Myanmar: Who Suspended the Myitsone Dam?”
(R 2SR . N T ZAAIKE? ), 14 August 2013 <http://
finance.qq.com/a/20130814/001174.htm> (accessed 8 September 2013).

4 Asia Times, “China Presses Myanmar on Stalled Dam”, 7 February 2012
<http://www.atimes.com/atimes/Southeast_Asia/NB07Ae01.html>  (accessed
22 May 2013).
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troops in ethnic areas to safeguard the working compounds increased
ethnic tensions.*

Since the suspension, the Chinese government, as well as CPI
have conducted negotiations with the Myanmar government and the
local community to resume the project. Representatives of CPI have
visited the homes of relocated villagers, and promised to provide more
assistance towards local community development. Meanwhile, CPI was
pressing on with a new feasibility study to address the environmental
and social impact of the dam in an attempt to assuage the concerns of
local environmental activists.”” Additionally, CPI has invested resources
in trying to change the perceptions of those who oppose the dam.*®
Observers further noted that the Myitsone Dam might not come to an
absolute halt as none of the relocated villagers was allowed to return
home and CPI kept its construction workers on site, as reported in April
2012, half a year after the suspension.®

However, these efforts achieved few successful outcomes. The
Chinese ambassador to Myanmar, Yang Houlan was not optimistic, as
he told the Myanmar Times in an interview on July 19, 2013. He was
unclear as to whether the work would be resumed by 2015, which was

the earliest year that the suspension can formally be lifted.®
4 ChinaDialogue, “China-Backed Dams Escalating Ethnic Tensions in
Myanmar”, 26 March 2013 <http://www.chinadialogue.net/article/show/single/
en/5823-China-backed -dams-escalating-ethnic-tension-in-Myanmar> (accessed
22 May 2013).

4T Mizzima, “Chinese Company Tries to Build Support for Myitsone Dam”,
9 July 2012 <http://archive-2.mizzima.com/news/inside-burma/7476-chinese-
company-tries-to-build-support-for-myitsone-dam.html> (accessed 20 May
2013).

*  ChinaDialogue, “China-Backed Dams Escalating Ethnic Tensions in

Myanmar”.

4 Kachin News Group, “Leaked Document Says CPI ‘Planning to Restart’
Myitsone Dam Project”, 2 April 2012 <http://www.kachinnews.com/news/2267-
leaked-document-says-cpi-planning-to-restart-myitsone-dam-project.html>
(accessed 24 May 2013).

% Myanmar Times, “Chinese Ambassador Casts Doubts on Myitsone
Resumption”, 19 July 2013 <http://www.mmtimes.com/index.php/national-
news/7531-chinese-ambassador-casts-doubt-on-myitsone-resumption.html>
(accessed 15 August 2013).
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CHINESE INVESTMENT IN MINING

Table 6 provides detailed information on the mining projects that
Chinese companies are investing in in Myanmar. It lists the names of
the projects, the minerals being mined, their size and a host of other
information collected from a variety of sources. The table is incomplete
because of the difficulty in locating complete information. The sources
include the official website of the China Mining Association <www.
chinamining.org>, Chinese mining companies, articles by international
news agencies, reports by NGOs, the Chinese press, and other Chinese
language websites. The tabulated data are at best estimates, given the
lack of reliable, consolidated, and publically available databases.

Myanmar is not the only country in Southeast Asia being targeted by
China’s resource-hungry corporations. In fact, it takes a distant second
place to Indonesia, the country in the region that China has the largest
official stake in vis-a-vis mining, as shown in Table 7.

The scale of mining in monetary terms needs to be considered in
the light of available information. For Myanmar, only the bigger mining
projects and those established under a Memorandum of Understanding
are recorded in the official statistics. The Ministry of Mines in Myanmar
has granted hundreds of official and unofficial mining concessions since
1989 to local and Chinese companies but many of them do not show up
in any official records. Moreover, many are located in remote areas, have
a reputation for secrecy and are privately owned, making it difficult to
obtain information about royalties, taxes, protection fees (and other forms
of rent creation), shareholders, activities and so on.! Thus, information
on small-scale projects is not included in the table, although local civil
society groups have been compiling information on these projects.*

5! Earth Rights International, “China in Burma: The Increasing Investment of
Chinese Multinational Corporations In Burma’s Hydropower, Oil And Natural
Gas, And Mining Sectors”, 2008 <https://www.earthrights.org/sites/default/files/
publications/China-in-Burma-update-2008-English.pdf> (accessed 1 March
2015).

2. The Kachin Development Networking Group and the Lahu National
Development Organization, for example.
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Table 7: Mining Projects Invested by Chinese Companies”

Documented Minerals Investing
Projects Companies

Indonesia 11 Nickel, iron, SOEs & private
coal, bauxite

Laos 5 Gold, bauxite, SOEs & private
copper

Malaysia 1 Iron ore SOE

Myanmar 11 Nickel, copper, Mainly SOEs
coal, zinc

Papua New Guinea 1 Nickel, cobalt SOE

The Philippines 7 Nickel, coal SOEs

Vietnam 3 Bauxite, copper SOEs

Note: a. Data collected by Philip Andrews-Speed.

Sources include: The official website of the China Mining Association <www.
chinamining.org>, Chinese mining companies, articles by international news
agencies, reports by NGOs, the Chinese press, and other Chinese language
websites.

The resources being mined include copper, zinc, tungsten, silver,
lead, coal, gold, antimony, limestone, marble and gemstones such as
diamonds, rubies, sapphires and jade. Myanmar is the largest producer
of jade in the world, much of which is spirited away to China, bypassing
official channels. Hpakant, a town in Kachin State is well known for its
jade mines where most of the twenty or so largest operations are owned
by Chinese companies or their proxies even though foreign corporations
are not permitted to extract jade in Myanmar.*® Other players include the
Union of Myanmar Economic Holdings Ltd (UMEHL), a conglomerate
run by the Burmese army. Further, a lot of the mining is conducted by

3 Reuters, “Special Report: Myanmar old guard clings to $8 billion jade empire”,
28 September 2013 <http://www.reuters.com/article/2013/09/29/us-myanmar-
jade-specialreport-idUSBRE98S00H20130929> (accessed 27 April 2015).
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the Burmese and then sold to Chinese traders, particularly in the case of
small items.** It is a challenge to obtain information on these as they take
place in the informal sector.

As a whole, the mining industry is riddled with social problems —
inadequate compensation for land and livelihoods, malnourished and
overworked workers, harsh working conditions, diseases, illnesses from
toxic waste and environmental issues to name a few.” For large-scale
mining, these have produced conflict between the mining companies,
workers and local communities. Conflict also occurs between large
mining companies and smaller ones: large companies have been known
to forcibly seize new deposits that were discovered by family-based and
artisanal miners. Further, armed groups openly fight one another to gain
control of existing mining operations, and may use the profits to purchase
arms to support armed conflict.>

The Letpadaungtaung (referred to forthwith as Letpadaung) copper
mine, a joint venture between Wanbao Mining, a subsidiary of China’s
state-owned China North Industries Corporation (NORINCO) and Union
of Myanmar Economic Holdings Ltd (UMEHL), with a total estimated
investment of US$1.065 billion, serves as an interesting case study of
the complex and controversial issues surrounding large-scale mining in
Myanmar.

The mine commenced operations in the spring of 2012 but was halted
in June and November due to complaints and protests brought against
Wanbao for land grabbing and environmental damage. The protests in
November attracted local and international media attention that led to

3 See Wen-Chin Chang, “The Trading Culture of Jade Stones among the
Yunnanese in Burma and Thailand, 1962-88”, Journal of Chinese Overseas 2,
no. 2 (2006): 107-31.

5 Gavin M. Hilson, “General Introduction”, in The Socio-Economic Impacts of
Artisanal and Small-Scale Mining in Developing Countries, edited by Gavin M.
Hilson (Krips, The Netherlands: Sweets and Zellinger B.V. 2003), p. xxiv.

¢ Earth Rights International, “China in Burma: The Increasing Investment of
Chinese Multinational Corporations in Burma’s Hydropower, Oil And Natural
Gas, And Mining Sectors”, 2008 <https://www.earthrights.org/sites/default/files/
publications/China-in-Burma-update-2008-English.pdf> (accessed 1 March
2015).

42



the suspension of the mine and the establishment of an investigative
commission by the government chaired by opposition party member
Aung San Suu Kyi. The investigation report by the commission released
in March 2013 supported the continuation of the project conditional
upon the implementation of forty-one different changes including an
environmental impact assessment, a social impact assessment, a health
impact assessment and an environmental management plan. This was the
first such commission to have been set up to deal with such conflicts.

In mid-July 2013, a new contract was approved by the Myanmar
Investment Commission where Wanbao, originally slated to receive 51
per cent of the profits, will now receive 30 per cent. UMEHL’s share fell
from 45 to 19 per cent while the government’s share rose from 4 to 51
per cent. This is a major change in the terms on profit sharing. The new
contract also stipulates that Wanbao allocate US$1 million for corporate
social responsibility and US$2 million for environmental preservation
annually, in addition to increasing the amount of compensation to local
farmers.

Operations at the mine resumed in October 2013 despite the fact that
many of the recommendations had not (and still have not) been fully
implemented. Protests continue to be staged sporadically and there has
been no definitive solution to the conflict.

EMERGING FORMS OF CONFLICT AND
THE IMPLICATIONS FOR VARIOUS
STAKEHOLDERS

The previous sections have provided background information on the
three major sectors that Chinese firms are investing in in Myanmar. They
have also highlighted the social and political issues surrounding these
projects. Here, we analyse these as a whole by framing them as different
and emerging forms of conflict created by shifting social, economic
and political forces within and outside Myanmar. Second, we examine
the implications for Chinese projects and firms in Myanmar and their
response so far.

The various conflicts surrounding the extraction of natural resources
revolve around governance, which is concerned with (1) the effective
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management of natural resources and natural resource revenue, and
(2) the ways in which revenue is shared amongst different stakeholders.
In reality, management and wealth sharing are inter-related as shown in
the grievances aired by local communities in Myanmar.

Those conflicts related to management per se include land
acquisition and compensation, the destruction of livelihoods as a result
of environmental damage and/or project construction and operations, the
lack of transparency and participation of local communities in decision-
making, the inadequacies of the legal and regulatory framework in
dealing with such concerns, and the lack of implementation of these
frameworks.

With regards to wealth sharing, the issues have revolved around
the unfair, inequitable distribution of the benefits (both monetary and
non-monetary) of the projects, secretive profit sharing between Chinese
companies, military conglomerates and the Burmese government, and to
a lesser extent, the distribution of resources (such as electricity) between
local and central authorities.

These conflicts are not new and are not exclusive to projects operated
by Chinese firms. Total, Dac Woo and other international firms have also
been named in human rights and environmental campaigns. However,
the changing political environment has created new forms of conflict
between stakeholders as interests are realigned. The way in which
President Thein Sein has dealt with these conflicts demonstrates a greater
willingness on his part to listen to the concerns of the electorate. He has
responded to local communities’ protests in the following ways: with the
suspension of the Myitsone dam, the Myanmar-China railway project
and the Letpadaung mine; the establishment of an inquiry commission
at the Letpadaung mine and an implementation committee; and the re-
negotiation of terms with Chinese corporations and the UMEHL. In
addition, Myanmar is in the process of preparing to become a member of
the Extractive Industries Transparency Initiative (EITI), a global standard
to promote the open and accountable management of natural resources.*’

ST The Irrawaddy, “Uncertainty Surrounds Burma Gas Auction, Pipelines and
Transparency”, 4 April 2013 <http://www.irrawaddy.org/natural-resources/
uncertainty-surrounds-burma-gas-auction-pipelines-and-transparency.html>
(accessed 1 April 2015).
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These measures are unprecedented and their albeit uneven and
incomplete implementation has created losers and winners: local
communities, civil society organizations, political parties, local and
central authorities, Chinese corporations, Burmese SOEs, Burmese
military conglomerates, the Chinese government and the Burmese
government and so on have experienced gains or losses to their stakes. In
what follows, we focus on how this has affected the interests of Chinese
firms and investment in Myanmar.

RENEGOTIATION OF CONTRACTS
AND TERMS

When Chinese firms began investing in energy and mining in Myanmar in
the 2000s, Myanmar, faced with economic sanctions from other countries
and a desolate economic landscape, was in a weak bargaining position
and acceded to terms which favoured Chinese interests excessively.
First, resource and profit-sharing conditions were more advantageous to
Chinese firms than to the Burmese state (or population). Second, it was
agreed that the actual and spinoff benefits from the investments would go
to China. For example, crude oil is being piped to Yunnan to be refined
there — Myanmar gets no economic benefit from the refining of the
crude oil. Third, regulatory and governance measures were not part of
the contract.

As Myanmar is now able to invite investors from other countries,
it is in a strong position to demand a re-negotiation of the terms that
were previously agreed upon. This re-negotiation is likely to have
three aspects. The first will concern the traditional core terms of the
contract such as taxes, tariffs and levels of investment. The second may
relate to wages, transparency, and general managing of the social and
environmental impacts of the project. The final component that needs to
be renegotiated concerns the destination of the energy or mineral product
itself. Myanmar is almost certain to demand that more output remains in
or is processed in Myanmar in order to support economic development.

This can be observed in the renegotiation that took place with
Wanbao over the Letpadaung copper mine where profit-sharing terms
were drastically revised. Wanbao agreed to the new terms of higher
standards on environmental, social and land issues despite a 21 per

45



cent loss of profit.® Similar renegotiations are likely to take place in the
hydropower sector, particularly for the destination of the electricity that
will be generated.

However, it is likely that these renegotiations will take place on an ad
hoc basis rather than across the extractive industry. This will depend to a
large extent on the ability of local communities, civil society organizations
and the media to bring local and international attention to the projects
concerned and pressure to bear on the government. In addition, dramatic
changes to contracts are more likely to take place with Chinese (and
other) corporations that are involved in large-scale rather than small-
scale mining. The latter are scattered, often shrouded in secrecy and have
military and local connections to protect their interests. Moreover, such
renegotiations have to be studied according to the industry concerned.

Chinese companies are having to navigate these changing
circumstances. In fact, this is not an entirely new experience for them.
Chinese OFDI is associated with countries with high political risk, but they
do this because of home government support.® In this respect, China’s
SOEs have the additional advantage of being accustomed to operating in
complex and opaque regulatory systems.® In their operations, Chinese
companies must have the opportunity to acquire rights to the resource. As
a result, some of the investments, especially in the oil and gas industry,
were directed to countries that either had a poor resource base or were
out-of-bounds for western companies for political reasons. Iran, Sudan
and Myanmar were examples of the latter category,” and in this way

38 Interestingly, UMEHL which is controlled by the military accepted an even
bigger loss than Wanbao.
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Chinese resource companies have gained a reputation for investing in
countries with poor governance.®

The experience of other developing countries, for example in Africa,
has shown that many Chinese companies do not apply best international
practices in their operations, labour relations, environmental protection
and societal engagement. The mining companies have a particularly poor
record in this respect. One reason for this is that the oil companies are
owned by China’s central government, whilst many mining companies
are owned by lower levels of government or are in private hands. The
central government recognized this problem several years ago and has
been putting in place instruments to improve company behaviour. For
example, at the end of 2014, a new framework document to regulate
overseas mining investments and operations, setting out guidelines for
Chinese companies to improve their corporate social responsibility, and
risk management systems covering environmental, social and governance
issues was released by the China Chamber of Commerce for Minerals,
Metals and Chemicals Importers and Exporters.®

In general, Chinese firms have responded to the less favourable
conditions in Myanmar in two ways. First, they have acceded to demands
for improved profit-sharing and environmental and corporate social
responsibility programmes. Second, they have revised their investment
strategy by diverting their interests to Indonesia and other countries (as
shown in Figures 3 and 4) and are being cautious about further investing
in the country. This may be the reason why no Chinese firms participated
in bidding for oil and gas concessions in the first round of offshore
concession bids in 2013.

CONCLUSION

Chinese investment in Myanmar was a lifeline to the regime from the
1990s onwards. As the data presented shows, Chinese investment in

62 Tvar Kolstad and Arne Wiig, What Determines Chinese Qutward FDI?, Chr.
Michelsen Institute, Working Paper No. 2009/3, 2009.

¢ Chinadialogue, “China’s mining firms to adopt higher standards overseas”,
5 December 2014 <https://www.chinadialogue.net/blog/7576-China-s-mining-
firms-to-adopt-higher-standards-overseas/en> (accessed 1 April 2015).
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Myanmar began to increase from 2005/2006 onwards. While it continued
to rise after 2005, the rate of increase fell. Moreover, given Myanmar’s
political and economic isolation, its weak position vis-a-vis China led it
to agree to terms that were infinitely more favourable to Chinese firms
than to Myanmar. Further, the domestic political environment generated
certain modalities of profit sharing and governance that prioritized the
interests of military conglomerates and government coffers over those of
local communities.

However, Myanmar’s transition towards democracy has heralded a
shift in interests, strategy and the balance of power both internally and
externally. While many different stakeholders are being (positively and
negatively) affected, this paper has focused on the impact on Chinese
investment in energy and mining in the country. The renegotiation of
contracts, the prioritization placed on emerging governance principles
and practices and the suspension of certain projects have adversely
impacted upon the interests of Chinese firms. Nevertheless, Myanmar is
still very weak with regards to implementation. Although it is currently
trying to strengthen its governance mechanisms, the extent to which
these will succeed depends largely on the ability to implement policies
and impose sanctions against offenders.

The outcome is that Chinese interest in securing energy, transport
routes, natural resources and so on, while still highly significant in
Myanmar, has shifted to other countries. This is borne out by the data —
from 2010/2011 onwards, Chinese investment as a proportion of overall
foreign investment in Myanmar began to fall, but increased in other
Southeast Asian countries, notably Indonesia.

To what extent are economic relations undermining the political
relationship between the two countries? Beijing’s economic and strategic
imperatives with regards to Myanmar — having access to energy and
resources, and ensuring the security of imports and exports and borders
— have become a little more precarious. Demonstrations of anti-Chinese
sentiment in Myanmar, albeit intermittent and isolated, have not helped
either. However, in general, China has managed to prevent any problems
encountered by its companies overseas from undermining diplomatic
relations. China has to live with the reality of changing governments and
political landscapes. Its NOCs have faced significant setbacks in several
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countries, such as Venezuela, Angola and Nigeria, yet inter-government
relations remain strong. Given the deep strategic inter-dependence
between Myanmar and China, the changed political circumstances will
certainly take the gloss off the previous exclusive bilateral relations
between the two countries but is unlikely to prevent them both from
working hard to maintain a good working partnership.
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