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Navigating the New Normal: China and Global Resource Governance
A joint DRC and Chatham House report

Executive summary

China’s new role in the global governance of natural resources is coming to the fore against a
backdrop of profound uncertainty, driven by the convergence of three interlinked trends. At home,
China’s leaders are navigating the structural shift to slower but higher-quality growth, a phase of
development referred to as the ‘new normal’, while facing considerable environmental and resource
security challenges. Globally, the slowdown in China’s economy has sent reverberations through
commodity markets, pulling the plug on the decade-long commodities ‘super cycle’. Meanwhile, China
is taking on a growing role in global governance, from the G20 and multilateral development banks,
to its regional partnerships in Latin America and Africa.

During the resources boom of the last decade, policy-makers and businesses in consumer countries
were focused on high and volatile resource prices. The risks posed by resource nationalism in producer
countries were seen in the proliferation of export restrictions and the increase in investment disputes.
Today, the tables have turned, leaving producer countries facing economic pressure from falling
revenues and investments. Many organizations have called on governments to phase out subsidies

for fossil fuels and other natural resources while prices are low. The international policy debate is
shifting to the immediate challenges presented by a massive oversupply of many energy and mineral
commodities, and the longer-term risk of ‘stranded assets’.

These new resource realities will provide the context for China’s growing global role, as well as
setting the tenor of its relations with producer countries. Over the past decade, narratives around
China often focused on its real or perceived impacts from resource production overseas and
consumption at home. In the next, China’s approach to resource security and sustainability will help
define its reputation, and whether it is perceived as a responsible actor on the world stage and as

a development partner. The collection of international narratives, norms, rules and organizations
that currently guides resource production, trade and consumption — what we call ‘global resource
governance’ in this report — will provide the framework.

Much political leadership will be required to overcome the barriers to China assuming a more

active role in global resource governance. On the one hand, there has been slow progress in expanding
China’s role in organizations from the World Bank to the International Energy Agency (IEA). On

the other, new instruments or processes initiated by China can be seen as a challenge to the existing
rules-based order, as the US reaction to the establishment of the Asian Infrastructure Investment Bank
(AIIB) demonstrated. Yet developments such as the US—-China Joint Presidential Statement on Climate
Change in September 2015," ahead of the Paris Climate Conference, show that it is possible to forge
cooperation and boost the prospects for progress on public goods at the multilateral level, even in
politically fraught areas.

China’s international role on natural resources is also closely tied to ongoing reforms at home.

The introduction of ‘ecological civilization’ as a guiding principle for China’s development at the
Communist Party’s 17th Congress in 2007 marked a recognition of the need not only to address
China’s domestic challenges such as air quality and water scarcity but also shift to an environmentally
sustainable model of economic development.” In 2015 China’s leaders set out the key incentives,
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accountability and mechanisms to deliver the ecological civilization in China’s 13th Five-Year Plan.
Central elements of this vision, such as building sustainable cities, pursuing environmentally-friendly
economic growth and developing the circular economy® will have major impacts on China’s future
resource consumption and import needs.

Globally, the speed and scale of the economic realignments have taken most experts and policy-
makers by surprise — in many respects, China’s new normal is the world’s new normal. The greatest
challenge that China’s government faces is managing a shift to slower but higher-quality growth. It
is clear that the ramifications of this reach far beyond the confines of the Chinese economy or global
commodity markets; yet the situation remains fluid and the nature of a new equilibrium is difficult
to predict. This only makes it more urgent to consider the strategic and practical options available to
policy-makers, both in China and around the world.

This report is the result of two years of joint research between Chatham House and the Development
Research Center of the State Council (DRC), including six expert workshops in China and conversations
with international organizations. It discusses key policy areas in global resource governance as they
relate to China — in light of recent falls in commodity prices, China’s shifting economic situation, and its
growing global role in the ‘new normal’. The scope of the research is limited to non-renewable energy,
metals and mineral resources; throughout this report, the term ‘resources’ refers to these commodities.
Other traded commodities such as agricultural goods are not included, and land, water and air are
discussed only in the context of their important linkages with energy and metals.

The report considers the costs and benefits of a more active role for China in global resources
governance. It recognizes that different commodities face different challenges and require different
governance frameworks, and that different regions require context-specific responses. The report also
considers the risks of more limited engagement of China and other new actors, which could mean
declining relevance for existing processes and institutions that govern resource production, trade

and consumption, and a diminished capacity to tackle longer-term challenges like climate change.

Key findings

It is time to upgrade global resource governance

Current market conditions could present a ‘window of opportunity’ to implement reforms in
challenging areas, but progress will depend on political leadership. Lower prices and diminished
tensions over resource availability create a more favourable environment for discussing governance
reforms, but softer markets may breed complacency among governments — with the risk that progress
is not locked down before markets tighten again and tensions rise. China could seize the opportunity
to promote changes that enhance its resilience to future price rises and falls, and that are adaptive

to changing environmental conditions.

The key goals for global resource governance include maintaining functioning global markets;
alleviating the negative impacts associated with today’s resource production and consumption
patterns; and avoiding or managing the tensions that arise between countries around natural
resources. In a broader context, resource security and sustainability cannot be achieved unless
challenges such as water scarcity, pollution and climate change are adequately addressed.
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Unfortunately, there is little low-hanging fruit’, especially in organizations that have been the linchpin of
rules-based governance for decades. Due to stalled negotiations on the Doha round, for example, there

is little immediate prospect of stronger rules on export controls at the World Trade Organization (WTO).
In the UN Convention on the Law of the Sea (UNCLOS), key issues are still unresolved, particularly
where continental shelf drilling and seabed mining touch upon matters of sovereignty and freedom

of navigation. While recent ‘association agreements’ between the IEA and non-OECD countries
demonstrate some progress, opening the IEA to emerging economies continues to prove challenging,
despite the shrinking share of global oil demand among its existing member countries.*

As confidence in multilateral processes has eroded, global resource governance has become less
formal. Innovation has increasingly come from ‘coalitions of the willing’, often with non-state actors
playing a leading role. This has helped global resource governance respond to new challenges, but it
has inevitably led to a more fragmented and diverse set of processes and institutions. While non-state
actors play a valuable and important role in resource governance, states continue to have the unique
fiscal, regulatory and security capacities to address many of the critical challenges.

Meaningful progress cannot be achieved without China

Given its unique position in resources markets, as a major producer and the world’s largest consumer
and trader of resources, there is no global resource governance without China. It has responsibility to
take a more important role, as well as a huge stake in forging more effective governance. Moreover,
China is well placed to help progress a more effective global resource governance regime. It has a wide
sphere of influence: among developing countries, as a result of the increasing trade and investment
interdependencies and its own development success; with emerging economies, among which it
already plays an active role; and with developed countries as the second-largest economy in the

world and a ‘rising power’.

A new strategic vision for China and resources governance could build on a wealth of analysis in
specific areas of policy-making. Many experts have proposed an expanded role for China in global
energy governance, via the IEA as well as the International Energy Forum (IEF) and the Energy
Charter Treaty.® Detailed work has also been undertaken on China’s future roles in the Arctic and on
the law of the sea.® Chatham House has explored China’s potential role in the supervision of metals
and minerals markets.’

Such a vision would require China to take a more active role in global governance. Even in the
new normal, China’s growing resource demands suggest that the benefits of greater engagement
in multilateral governance are likely to outweigh the potential costs. Moreover, without China’s
engagement today or in the future, any norms, rules and institutions will provide partial solutions
at best. At the same time, however, China’s current stage of development and capacities for
participation will necessitate a step-by-step approach.

China will need to be both innovative and pragmatic in its approach

Although progress on resource governance is needed in multilateral forums, the fact remains that
currently the most headway is being made by non-state actors working through informal channels.
In a world of shifting economic relations and increasingly dispersed power, engaging with new
actors will be critical to developing sustainable solutions to the greatest challenges in global resource
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governance. To maximize its influence at the global level, China will need to mobilize Chinese
businesses, universities, think-tanks and NGOs at the national and city level. In the past, China has
found it difficult to engage effectively with informal processes such as these.

In an increasingly interconnected global resource economy, where common interests require
constraints on individual government action, the creation of global public goods rests upon the
willingness of states to modify or adapt national policies. As for other emerging economies, a
key question for China is how to balance concern for its guiding foreign policy principle of non-
interference in the internal affairs of other countries with the need for governance arrangements
that establish obligations on states.

Unconventional alliances could unlock reform in some areas. China’s competitors in an ungoverned
resource market are its potential allies in shaping global resource governance. As major resource
importers, Japan, South Korea and the EU share many of the same concerns as China. Norms are
spread more easily through coalitions of states with shared resource interests (especially across
different regions) than through unilateral promotion.

The new Belt and Road initiative, a plan to create a network of overland and maritime infrastructure
following the old ‘Silk Road’ routes, represents an opportunity to show China’s commitment to
sustainable development on the world stage, via win-win efforts with partner countries along the
routes. Although the scope stretches beyond resources, the new silk roads are important testing grounds
for China’s management of natural resource challenges, from high-quality investment practices and
protecting sensitive environments to enhanced technology cooperation and the circular economy. If the
initiative can be used to demonstrate China’s willingness and capacity to unlock some of the deadlocks
in global resource governance, this will go a long way to reassuring those who remain sceptical or even
critical of China’s intentions.

New modes of cooperation are needed

Industrialized countries could do more to indicate their willingness to seek more effective
arrangements with China and other emerging economies. Inflexibility risks pushing China and other
countries away from existing processes and towards alternative arrangements. Moreover, without
effective coordination, the risk is that opportunities may be missed to work with emerging economies
to ensure that new institutions like the BRICS’ New Development Bank and the AIIB bridge important
gaps in global resource governance, operate to high standards and avoid unnecessary duplication.

The next phase of China’s ‘going out’ strategy will create room for constructive dialogues. As
Chinese investment in the resource sectors of developing countries has increased, concerns have
arisen about the social impacts and employment of Chinese instead of local workers.® Yet fears of
‘resource grabbing’ have not come to pass and Chinese companies have generally added to global
supplies, rather than tying up resources for their home markets.® There is also evidence that
Chinese firms are learning from past experience, and authorities are developing clearer guidelines
for overseas investment.'® Moreover, Chinese overseas investment is increasingly moving up the
value chain towards manufacturing and technology.

China can play a growing role as a development partner through enhanced South-South cooperation
activities. China has a wealth of technical and policy experience that can be relevant to such resource-
producing and -consuming developing countries. Meanwhile, many developed country donors, for
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whom resource governance and sustainable development are strategic priorities, are seeking ways to
engage with China and other emerging donors. New modes of development partnership could help
progress common resource governance priorities while deepening strategic relationships.

Changes in China’s economy present opportunities and risks

The most important consequences for resource use and sustainability in the medium term will arise
not only from changes in China’s growth rate but also from changes in its economic model. Avoiding
unnecessary energy and resource consumption can help ‘decouple’ economic growth from pollution
and other negative environmental impacts in China.” At the same time, the pace of China’s decoupling
will be a major determinant of global environmental change.

China’s success in resource efficiency, resource price reform and renewable energy provides it with
credibility — one of the most precious soft power assets. China’s economy grew more than seven-
fold between 2000 and 2014, while its energy consumption tripled over the same period — a huge
improvement in energy intensity.”” In renewable energy, China invests more than twice as much as
the US, the next largest investor." But to leverage and build upon this, China will need to ensure
consistency in resource policies at home and abroad.

In the 13th Five-Year Plan (2016-20), China has the opportunity to ensure structural reforms that

lay the foundations for a new development model, based on the principles of the circular economy
and ecological civilization. Efficiency increases competitiveness, but it also reduces vulnerability to
price hikes or supply problems. Renewed efforts will be needed to ensure China’s impressive progress
on resource efficiency continues; a slowing of efficiency gains would ‘lock in’ vulnerability to further
market instability.

Recommendations

China should take a growing role in global resource governance, but policy-makers will need to
consider the costs and benefits of specific options, as well as the perceptions and reactions of other
countries. While China may seek to reform existing rules-based governance, this will not be possible
without significant reform of these organizations. Similarly, where China and other emerging
economies seek to establish new processes, all sides should put greater emphasis on harmonization
and alignment with existing organizations, and on understanding the gaps they could address, rather
than binary support or rejection. At what could be a watershed moment in the evolution of global
governance, this report makes the following recommendations.

As China expands its role in international resource markets, ensuring efficient, rules-based global
resource markets will require its active participation:

® China should leverage its unique position in metals markets by convening a high-level informal
forum on metals and minerals markets, in order to facilitate ongoing dialogues and common
policy and regulatory solutions.

vi
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¢ [t should explore practical options for improved dialogues and information, such as:

* Proposing a regular ‘global metals and minerals report’ could help overcome some of the gaps
in metals and minerals data.

* Avoiding damaging export restrictions through win-win arrangements with producer countries.

* Working with developed and emerging economies to develop enhanced mechanisms for ‘early
warning’ of possible trade disputes over resources.

¢ It should take the long-term view towards more comprehensive solutions, working with other
major economies to unblock negotiations and build momentum in key multilateral forums such as
the WTO, even where there is little prospect of immediate progress.

Given China’s long-term outlook of rising dependency on key resources, ensuring secure and
resilient resource flows will remain a strategic priority:

® China should explore joining the IEA, but this would need to be in parallel with IEA reforms. In
addition to resolving the question of ‘treaty change’, moving the headquarters of the IEA to an
Asian country (such as Singapore or South Korea) would send a strong political signal.

® It should enhance global and regional energy security by:

* Accelerating agreement of mutually acceptable common communication and response protocols
between the IEA and the BRICS.

* Working towards a regional agreement to manage energy security risks in collaboration with
South Korea, Japan, India and the Association of Southeast Asian Nations (ASEAN).

* Establishing an energy transaction database, between the BRICS countries and the Shanghai
Cooperation Organization (SCO), for example, and exploring options for an energy crisis
early-warning mechanism and emergency response mechanism.

* Encouraging national oil companies in the Middle East to develop oil storage in China and
other Asian countries, as they do in South Korea and Japan.

® It should contribute to the security and sustainability of shipping routes by taking
advantage of opportunities for enhanced cooperation and alignment with the Combined
Maritime Forces. Current joint exercises could be used as a starting point for closer
cooperation and capacity-building.

Mainstreaming open and improved investment will be critical to the success of the Belt and Road
initiative and new institutions including the AIIB:

® China should consider joining the Extractive Industries Transparency Initiative (EITI) or other
processes to encourage transparency in order to build institutional capacity and demonstrate
international best practice in terms of governance within its companies.

® Enhanced environmental monitoring and reporting is critical in order to establish baselines and
track change internationally, including along the Silk Road. A more proactive strategy could
include regularly publishing details on China’s overseas activities; being more open about
problems and how they are being addressed; and expanded dialogues with non-state actors.

vii
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Policy-makers in China should establish an international benchmarking exercise for China’s
investment frameworks and guidelines. This could be done in conjunction with the World Bank
and OECD, for example, with the aim of aligning and consolidating international norms

and guidelines.

Draw on international experience by expanding informal dialogues with major multinational
companies, and include firms from other emerging economies.

Where resource projects pose unacceptably high risks from a political, technical or socio-
environmental standpoint, China could demonstrate its commitment to sustainable development
by working towards principles for ‘no-go’ activities and areas, working with other major economies
and resource producers.

China should demonstrate leadership with financial instruments through incentives for
environmental, social and governance performance to scale up regional and bilateral investments
through e.g. the Silk Road Fund, AIIB and the BRICS New Development Bank (NDB).

China should consider joining the Energy Charter Treaty in order to mitigate overseas investment
risks in resources and infrastructure and develop a common set of investment rules with dispute
resolution mechanisms.

Successfully fostering innovation and reform lies at the heart of China’s transition to the
new normal:

viii

A new strategy for China’s engagement in global resources governance should be established
under the 13FYP, aligning China’s domestic and international agendas on resources. New
inter-ministerial arrangements should coordinate activity on international resource issues
across departments.

Advantage should be taken of new policy options towards 2020, ‘driving change down’ the value
chain such as through supply chain standards or technology cooperation with supplier firms.

China should leverage domestic regulations to contribute to change in overseas markets, for example,
enhancing exchange listings and reporting requirements, and market access regulation.

China could use its G20 chair in 2016 to develop a coherent agenda for global resource
governance, in partnership with Germany and India, the next two chairs of the G20. Possible
topics could include the peaking and phasing out of coal, in light of national circumstances,
and energy and resource pricing.

China should continue to upgrade its circular economy strategy within the 13FYP and seek
international opportunities to promote this agenda. The short-term goal should be to align
standards and build global markets for circular economy products, working with major markets
and regional partners that are accelerating action in this area, including the EU, South Korea
and Japan.
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1. Introduction

China’s growing demand for the world’s natural resources has dominated global headlines since the turn
of the century. In recent months, it has become clear that, after decades of rapid growth, this appetite is
on the wane. The retreat can be seen in falling manufacturing indices, excess capacity in heavy industries
and a profusion of non-performing loans. For some key commodities such as coal and iron ore there have
been reductions in China’s imports in 2015, for the first time since the financial crisis."

Since 2014, China’s leaders have used the term ‘new normal’ to describe this new phase - or their

new vision — for the Chinese economy. It describes China’s entry into a period of slower but more
sustainable growth, ample employment,' and an economy driven by consumption rather than exports
and investment. China’s GDP could not grow at 10 per cent a year indefinitely; the key challenge is

avoiding the ‘middle-income trap’."®

As China is a major resource producer and both the world’s largest consumer of energy and its
largest emitter of greenhouse gases," its economic transition has global ramifications for resource
markets, environmental security and resource governance. At the same time, any changes in these
international dimensions can also have profound feedback effects on China’s development. In these
respects, China’s new normal is the world’s new normal.

1.1 International resource markets

China’s slowing demand for resources has pulled the plug on a decade-long global commodity boom.
Metal and mineral prices were first to slump, as early as 2011." A collapse in oil prices followed OPEC’s
decision to maintain levels of production despite slowing demand in late 2014, which also placed
further downward pressure on metals and minerals prices. Iron ore, aluminium, copper, gold and
platinum prices are now at their lowest levels since the global financial crisis, although still double
their levels of the early 2000s (see Figure 1). Despite the current period of low resource prices and
demand, many of the underlying drivers of volatility in resource markets remain.

The dramatic declines in commodity prices witnessed in recent months have turned the

international political economy of resources on its head. Major resource importers such as the EU,
Japan, India and China have benefited from reduced import bills. Meanwhile, the former beneficiaries
of the commodity boom are struggling. Major mineral exporters like Chile, Peru and Zambia have
been hit hard.” The revenue from petroleum exports for OPEC members fell below $1 trillion in

2014, the first time it had done so since 2010.” Russia, Angola and Nigeria have cut government
budgets,” while emerging oil producers such as Ghana have turned to long-term oil funds for
immediate budgetary support.” The ‘resource curse’ — a term used for the paradoxical economic
underperformance of resource-rich economies — has returned with a vengeance.”
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Figure 1: Energy and metals and minerals price indices 2000-15
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Source: Chatham House analysis of World Bank, Global Economic Monitor (GEM) Commodities (2015).

As well as reshuffling winners and losers, recent falls in commodity prices have led to a palpable shift

in the nature of many resource security concerns. After record expenditure throughout the commodity
boom, oil and gas companies are now facing tough choices over whether and where to invest in
exploration and development, amid increasing commercial pressure to restructure and to increase their
efficiency. Capital expenditure has already started to fall; around $380 billion worth of deepwater oil
and complex gas developments were cancelled or postponed in 2015, and up to $1.5 trillion of potential
investment is likely to be ‘uneconomic’ at oil prices of $50 per barrel, according to the consultancy
Wood Mackenzie.” In the mining sector, lower prices have triggered higher production levels and a
fight for market share, increasing pressure on higher-cost, marginal producers.”®

1.2 Environmental security

The previous decade’s commodity boom came at considerable environmental cost. Resource
consumption is well in excess of what is considered sustainable in the long term, increasing the
risk of crossing dangerous tipping points.” Global greenhouse gas emissions, principally from the
consumption of fossil fuel resources, are tracking the Intergovernmental Panel on Climate Change
(IPCC)’s most pessimistic emissions pathway, consistent with a catastrophic warming level of
3.7°C to 4.8°C by the end of the century.” China accounted for more than half of the increase in
global greenhouse gases over the last decade, during which time the pollution of soil, water and
air resources has reached critical levels in the country.”

Against this backdrop of cumulative environmental degradation, the new normal provides
opportunities for reform. Lower resource prices can provide an opening for governments to remove
resource subsidies, impose resource taxes and ‘price in’ environmental externalities, for example
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by putting a price on carbon. At the same time, reforms set out by the Central Committee of the
Communist Party of China (CPC) have reaffirmed the concept of ecological civilization, introducing a
raft of measures designed to improve the implementation of environmental laws and regulations.”

China’s new growth model will reduce the environmental costs of economic development. China’s
coal consumption fell for the first time in 14 years in 2014, in part due to a ramping up of government
policies to tackle air pollution.* The trend continued in 2015, with coal consumption expected to fall
almost 5 per cent year-on-year, according to the China National Coal Association.®’ Environmental
benefits will follow, not only from slower growth but also from more sustainable growth as China
moves up the value chain towards less resource-intensive economic activities and invests in greater
efficiency, clean technologies and renewable energy.

1.3 Global resource governance

In parallel to the restructuring of its economy, China has become increasingly active in global
governance since the financial crisis of 2008. For example, it has pushed for reform of the Bretton
Woods institutions at the G20 and, with other emerging economies, established the New Development
Bank (NDB). President Xi Jinping has said: ‘As China continues to develop, we will take on more

and more international responsibilities in alignment with our national strength and status’.** More
generally, and perhaps unsurprisingly, given its import dependency, global resource governance

(see Box 1) is a particular priority for China. President Xi has identified energy governance as a

topic for the country’s presidency of the G20 in 2016.

Most markedly, China has founded a new multilateral development bank, the Asian Infrastructure
Investment Bank (AIIB), ostensibly to facilitate an ambitious diplomatic and economic strategy to
develop overland and maritime trade routes and infrastructure stretching from Europe and East
Africa across the Asian continent. The initiative is itself part of the new normal, which in the words
of President Xi will continue to ‘provide countries [with] more markets, growth, investment and
cooperation opportunities’.* Though not exclusively a resource strategy, the development of the
‘New Silk Road Economic Belt’ — and related instruments such as the AIIB, the Silk Road Fund and
the NDB - holds major implications for resource trade and natural capital.*

Box 1: Defining global resource governance

This report defines global resource governance as the collection of international narratives, norms,
rules and organizations, formal or informal, that directly or indirectly influence the production, trade
or consumption of natural resources.

In the first instance, it includes arrangements in which sovereign governments are the central
actors, from multilateral conventions and international organizations to regional groupings and
bilateral partnerships. It also includes arrangements in which non-state actors play an important
role, including global commodity exchanges, arbitration mechanisms, supply chain initiatives and
other arrangements. More recently established institutions concerned with resource governance
often consist of coalitions across a diverse set of stakeholders, including governments, businesses,
international organizations, cities and civil society organizations. They all contribute to a relatively
orderly and predictable international framework for the production and trade of resources.
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1.4 A watershed moment for global governance

How China promotes the reform of global resource governance will have potentially profound
implications for international relations. There is considerable debate among analysts and scholars
about how China will seek to work within, reform or bypass existing international institutions
and governance frameworks, and whether it will present a challenge to the existing world order
—though, as John Ikenberry has noted, ‘China and the other emerging powers do not face simply
an American-led order or a Western system. They face a broader international order that is the
product of centuries of struggle and innovation.”*

Of course, global governance is not confined to resources, and the dynamics underlying these concerns are
sometimes even more complex than those surrounding resource and environmental security. At the heart
of the questions are the increased expectations and inevitable geopolitical tensions created by a rising
power. However, the issue of resource governance is something of a touchstone for these larger dynamics.
Resources are often a lightning rod for wider geopolitical tensions, providing a subject of conflict, a

source of leverage or an asset for statecraft. Resource governance cuts across the mandates of numerous
international institutions and organizations on issues such as trade, investment and territorial claims.

For these reasons, China’s actions in the arena of global resource governance have wider

significance and are not without risk. Yet the riskiest option for China would be to try to maintain the
status quo, and to fail to prepare for new realities. The previous commodity boom exposed multiple
gaps in global resource governance. While the current downturn in resource prices provides a window
of opportunity to address these deficiencies, it may also lead to complacency among governments that
are now distracted by higher priorities.

When it comes to climate change, the present moment is more than just a political opportunity — it
is the final chance. Avoiding dangerous climate change requires global emissions to peak and then
rapidly decline within the next 10 to 15 years.* Progress has been made: global coal use is thought
to have fallen by up to 4.6 per cent year on year through the first nine months of 2015, driven by
declining coal demand in the two largest consumers, China and the US.* These two countries were
instrumental in creating the conditions for a successful outcome in Paris climate negotiations in
December 2015. Yet urgent action is still needed to avoid ‘locking in’ carbon-intensive resource use
that will render climate goals unachievable. Post-Paris, China’s growing domestic and international
leadership on climate change can provide a platform for inspiring and assisting other emerging and
developing countries in achieving sustainable development.

1.5 About this report

China’s new normal presents challenges for some actors — notably resource producers — and it has
inevitably raised concerns and uncertainty in many quarters. But it also presents opportunities, for
China and the world. The key questions are how China will make the transition to slower but more
sustainable growth, how China will contribute to the reform of global resource governance, and how
the rest of the world will respond to these shifts.

This report considers these questions. It argues that China’s interests align closely with the provision
of global goods in a number of key areas of resource governance. In each of these, it sets out specific
reforms for China to pursue in the common interest and considers the reciprocal actions needed from
the international community for these opportunities to be realized.



Navigating the New Normal: China and Global Resource Governance
A joint DRC and Chatham House report

2. Key concerns for China in the
new normal

China is currently in a period of structural transition. Slower growth has emerged, imports of resources
and exports of manufactured goods have fallen, and China’s resource investment has slowed. Recent
changes in China’s economy — most notably the dramatic declines seen on the Shanghai stock market
and in the country’s manufacturing index — have raised widespread concerns about China’s economic
stability in this transition period.*

The jury is still out on whether China can manage a steady transition to a stable new normal. It will have
to overcome several challenges before it can be said with certainty that its new normal is characterized
by slower, higher-quality growth. This means developing a sustainable, low-carbon economic trajectory
at home, but it also entails balancing domestic and international needs in a world of complex resource
and economic interdependencies.

This section examines some of the key concerns that will inform China’s choices in domestic policy
formation and international engagement.

2.1 Understanding China’s new normal and resources

2.1.1 A key moment in China’s development

China has entered a new phase of economic development. Its economy grew by 7.4 per cent in 2014, the
slowest rate for two decades, and is likely to have grown even more slowly in 2015.% China’s growth could
not have continued at 10 per cent forever and the more remarkable thing is that it continued at such a
rate for so long. The 12th Five-Year Plan (2011-15) foresaw this change, setting a GDP growth target of 7
per cent. Nonetheless, the onset of slower growth has brought a range of important issues to the fore.

The hope in China is that slower growth provides opportunities to tackle environmental challenges
including air pollution, water scarcity and land degradation, and to shift to a greener growth model.*
The government is investing $277 billion in its air quality action plan,* and Beijing’s pollution levels
improved in 2014 for the first time since records began.*” After many years of rapid growth, China’s
coal demand is approaching or may have already reached a structural peak.” The country’s leaders
have announced that greenhouse gas emissions will peak as soon as possible before 2030.* Some of
the pressure on water and land resources will also be alleviated by these changes; the coal sector, for
example, is a very large user of water.*

In the short term, these changes pose significant challenges for China due to their impact on heavy
industries and resource production. Heavy industries such as steel, cement and power generation,
which have been the motors of growth in the past, have been slowing down. Lack of demand for raw
materials in these sectors combined with lower commodity prices has hit China’s resource producers
hard (see Box 2), with significant socio economic impacts in parts of the country. Coal, for example,
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employs 6 million people and 70 per cent of firms in the sector made losses in the first half of 2015.* The
oil and gas industry is also facing challenges; new chairs have been appointed at the China Petroleum

& Chemical Corporation (Sinopec), China National Petroleum Corporation (CNPC) and China National
Offshore Oil Corporation (CNOOC) this year after these state-owned companies experienced lower
returns than the private sector.”

Box 2: China’s energy new normal

Transition to the new normal is placing new pressures on China’s mining industries. Miners are
facing downward pressure following the downturn in international commodity prices. While the price
of primary bulk commodities has been falling, production costs are continuing to increase, with the
result that the value of companies is falling. The global picture also looks challenging, with the cyclical
downtrend of the industry compounded by rising costs and slowing finance. Yet at the same time,
innovation has the potential to enhance the competitiveness of China’s resource industries, as do
factors such as the acquisition of resources at relatively lower cost, faster capitalization on domestic
mining rights and technological gains, including improved processes and updated equipment.

The ‘golden years' of China’s coal industry have passed and coal companies will have to change

their development strategy and actively adapt to the new normal market. Economic dependence

on coal is gradually diminishing as economic growth slows and China’s economic structure is
optimized. Decelerating growth in thermal power generation has reduced coal demand, resulting in an
oversupplied buyers” market with no more seasonal peak procurements. The domestic coal market also
experienced shocks from rising imports.The price paid for domestic coal has fallen sharply, dramatically
reducing the profitability of firms — data from the National Development and Reform Commission
(NDRC) suggests that more than 70 per cent of miners experienced losses in the first half of 2015.*

Figure 2: China'’s total energy consumption, by source (1990 to 2023)
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However, the new normal does not mean that the development of all segments in the energy
industry will slow. For China’s energy development, it means a decrease in energy consumption
growth, an increase in clean energy and non-fossil fuel energy consumption, and the promotion of an
energy revolution. Natural gas demand, for example, will continue to grow rapidly due to the current
low base of consumption in China, and the demands of industrialization, urbanization and the rise of
the service industries (see Figure 2). China is also the world’s largest investor in renewable energy and
has rapidly increased the scale of this investment — by 39 per cent between 2013 and 2014 to more
than $80 billion.*

Resource production has long been a fundamental industry that underpins economic

development in China. Managing the cross-cutting implications of transition to the energy new
normal remains a key challenge. Changes in the energy mix can have complex knock-on effects; for
example, the coal sector accounts for a significant share of diesel used in the transportation sector.”
Declining coal consumption will reduce diesel demand — after over a decade of growth, diesel
demand slowed in 2011 and began falling in 2013.%' At the same time, managing the underlying
political economy of resource production at the subnational level will present cross-cutting economic
and social challenges, particularly in major northern and western coal-producing regions.

These challenges increase the urgency of ongoing domestic structural reforms designed to reduce
risks and create the conditions for long-term, higher-quality growth. Policy-makers are trying to
reduce excessive lending in parts of the economy in order to lower the risk of a future financial crisis
and to alleviate over-capacity in the heavy industries.* New measures have been introduced to punish
polluters and to incentivize officials to prioritize environmental performance.* Anti-corruption efforts
could also help to ensure a growing role for the private sector by ensuring more efficient allocation of
resources and by attracting high-quality investment.*

Already, China’s growth is coming from new economic areas that are less resource-intensive. The
services sector now accounts for almost half of GDP and helped to ensure that more than 10 million
jobs were created in 2014.” The seven priority industries in the 12th Five-Year Plan have been growing
fast, including clean energy and environmental protection. China is installing and investing more in
renewable energy than any other country.” Enhanced efficiency measures also provide important
economic and other benefits. The IEA estimates that in general, large-scale energy efficiency policies
can stimulate economic growth by 0.25-1.1 per cent per year.”’

Industry still accounts for around half of final energy demand, much of it provided by coal.®

Furthermore, with income levels rising domestic energy use will continue to increase over the next
decade. While China’s energy mix will evolve under the new normal (see Box 2), its future total
energy use will continue to see substantial growth.
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Even with relatively slower, higher-quality growth, China will remain one of the largest resource
consumers in the world. Today, it uses three times more energy® than it did in 2000, and it is the
largest consumer of 12 out of 14 major commodities.* Furthermore, China’s use of some resources
will need to increase in order to support a greener economy — copper for communications and gold
for electronics, for example. With 100 million additional people moving into cities by 2020°' and

a growing middle class, there will be growing water use and pressure on land. While efficiency
savings can do much to alleviate resource-related stresses, the country will remain a user of
natural resources on a huge scale.

2.1.2 An increasingly complex overseas situation

China’s economic transition will continue to depend in part on overseas suppliers of resources. Its
extractive sector is one of the largest in the world, but it has not been able to keep pace with surging
domestic demand in the past decade. This trend will continue. According to analysis by the DRC,
China may depend on imports for 39 out of 45 mineral types by 2020.” The share of oil imports could
reach 70 per cent in 2020.%

Chinese officials face the diplomatic and practical challenge of managing relations with an ever-
growing list of resource partners. Today, 18 major resource partners account for over 70 per cent

of China’s imports.* The largest share of resource flows comes from China’s Asian neighbours, but
countries in Latin America, Oceania and Africa are also key (see Box 3). This web of relationships
cannot easily be managed through bilateral ties alone. China, perhaps more than any other country,
depends on open international markets, rules-based resource trade and supply security.

Despite slowing resource investment, such challenges will persist. The flip side of China’s
dependence on global markets is that resource-rich producer countries are increasingly dependent
on Chinese demand to maintain their export revenues and economic plans, and are now facing
tough choices as their resource revenues fall. Many will still look to the know-how and investment
of Chinese companies and financial institutions to develop their natural resource industries.

For Chinese firms and their foreign investments the new normal means moving up the value chain
towards non-extractive, higher value-added activities. This presents opportunities for cooperation
on technology and new business models, and to expand markets for resource-efficient technologies.
China is continuing to pursue progress on energy efficiency, price reform and other issues, as well
as its circular economy strategy. Overseas, it may become key in helping other developing countries
along the resource productivity curve.
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Box 3: China and global resource interdependencies

The concentration of resources among suppliers is a key resource security concern for China. Just
18 exporters — each exporting more than $10 billion worth of natural resources to China per year —
account for over 70 per cent of China’s total resource imports. Four are China’s neighbours (Russia,
Japan, South Korea and Indonesia), five are Middle Eastern oil exporters (Saudi Arabia, Iran, Oman,
Iraq and the United Arab Emirates), three are South American (Brazil, Chile and Venezuela), two are
African (Angola and South Africa), and four are advanced economies that are either resource-rich
(Australia, the US and Canada) or processing centres (the EU). Across six critical import streams —
crude oil, iron ore, coal, gas and liquefied natural gas (LNG), copper and potash - the four largest
suppliers provide between almost half and four-fifths of China’s imports.

Figure 3: China’s resource interdependencies

Resource flows equal to or greater than $1 billion in 2014, equalling 98.3% of all resource flows into China
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Source: Chatham House ResourceTrade Database, COMTRADE (2015).

In terms of regional interdependencies, China’s trading partners in Asia and the Caucasus (including
Russia) account for over 20 per cent of resource imports in value terms. However, their relative
importance has been declining and five overseas regions now account for around 65 per cent of
China’s total resource imports by value (see Figure 4).
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® The Middle East and North Africa (20 per cent) region supplies roughly one-third of the oil that
China consumes. However, conflicts in exporting countries such as Libya and Iraq have brought
disruption to oil flows and demonstrated the limits of China’s response options.

® South America (14 per cent) is the fastest-growing export region to China and resource trade
between the two is underpinned by increasing political ties, although concerns have been
raised over the environmental and social standards of Chinese investors, especially in the
mining sector.

® In the Oceania region (13 per cent) Australia is China's biggest resource supplier and China is
Australia’s biggest trading partner, with trade dominated by iron ore and coal. Despite strong trade
ties, bilateral relations have become strained around resource acquisitions.

® Sub-Saharan Africa (10 per cent) has emerged as a fast-growing although still relatively small
resource supplier to China.The lion’s share of exports from the region consists of crude oil from
Angola, Sudan and South Sudan, as well as metals from South Africa, Guinea and others.

® Resource exports from North America (8 per cent) include commodities such as soybeans and
significant quantities of metals, and may expand to include fossil fuels if the shale gas revolution
can be sustained and regulatory and infrastructure barriers can be resolved.

Figure 4: China’s imports of natural resources by region of origin, 2000-14, billion USD
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See Annex for data and analysis on China’s resource interdependencies.
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2.1.3 A new international context

While a prolonged period of lower oil prices looks likely, many of the underlying drivers of volatility
remain. The boom in unconventional oil and gas production in North America and OPEC’s decision
to yield to market forces are game-changers and have fundamentally altered the operation of global
oil markets. At the same time, however, there has been a wider shift in the consumption and trade in
fossil fuels from developed to emerging economies, which are struggling in the downturn. Growing
disparities between prices for producers (e.g. the fuel cost) and prices for consumers (including fuel
taxes etc.) are also raising the prospect of permanent destruction of demand.

The collapse in global oil prices has exacerbated downward pressure on metals and minerals markets.
Commodity prices were already in decline from 2014.% In heavily concentrated markets such as iron
ore, cheap energy has reduced the cost of production and transport, enabling major miners to ramp

up production in an attempt to maintain market share. According to the investment bank UBS, the
break-even costs of the largest exporters of seaborne iron ore — Rio Tinto and BHP Billiton — are three-
quarters of those of the next largest Australian iron producers, and around half the break-even cost

for China’s domestic production.® Both shipped record volumes of iron ore in 2014 and increased their
share of China’s iron ore imports by almost 15 per cent in 2014.%” Elsewhere, for example in copper and
zinc markets, producers have opted to cut production with the aim of stimulating a price recovery.®

Major mining companies have suffered serious commercial loss despite selling their less productive
assets and cutting costs and capital expenditure. Rio Tinto, BHP Billiton and Vale, for example, have
lost between one-third and two-thirds of their share price over the course of 2015.% Some of China’s
flagship overseas investments, such as CNPC’s $5 billion stake in the Kashagan oil project in the Caspian
Sea and CITIC Pacific Mining’s $10 billion Sino Iron project in Australia, are among the most exposed —
due to their sheer scale, among other commercial factors.”

Resource-producing countries are also struggling to respond to the direct and indirect impacts of

a slowdown in China. The list of countries with reduced economic growth in 2014 included Brazil,
Chile, Peru and Russia. Others, such as Venezuela and Iraq, have entered negative growth.” Resource
exporters are affected due to their dependence on Chinese imports, but also due to falls in commodity
markets, which are partly due to the slowdown in China (see Box 4). The World Bank has argued

that China’s situation represents a ‘permanent external change that calls for new responses’ in
producer countries.”

Oil companies are being forced to seek new business models. High-cost and high-risk investment
in fossil fuel supply has been constrained by uncertainty around oil prices, the changing financial
environment and the expectation of stronger climate change policies. In the long term, action on
climate change and technological advances will depress global demand for fossil fuels, raising
concerns that some extractive industries and other investments could be ‘stranded’.”

Tackling resource challenges and ensuring sufficient and sustainable investment are a key part

of accelerating action on climate change. In the run-up to the Paris Climate Change Conference, the
spotlight was on coal. With experts warning that two-thirds of existing reserves will need to be kept in
the ground, there is growing pressure on institutions like the World Bank not to support investments in
coal, the most greenhouse gas-intensive fossil fuel.” The US and China have implemented measures to
further curb coal consumption, including controls on the number of energy-intensive projects in polluted
regions.”” Many cities and companies have also signed up to ambitious targets to reduce emissions.”

n
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Box 4: Critical interdependencies in a lower commodity price scenario

Across resource markets, complex interdependencies have been brought to life in new ways as
commodity prices have collapsed, with shifting impacts upon China, its resource partners, and in
wider global economic and industrial markets. Nonetheless, many of the results of these impacts,
from volatility in global resource markets to tensions between resource producers and consumers,
are familiar.

China’s slowing demand for raw materials has had knock-on implications for global financial

stability. Stock market volatility in mid-2015 illustrated the risks of market contagion. Plunging
technology stocks were quickly followed by commodity prices,”” as macroeconomic confidence
faltered over slowing Chinese demand. Copper demand is seen as particularly indicative of

Chinese economic activity due to its wide application in industrial and manufacturing processes,
which have been the engine of China's economic growth. Despite falling global prices, the growth

in Chinese imports of copper and other commodities slowed by 3.6 per cent between January and
October 2015 compared with the same period in 2014.” The dominant perception is that continued flat
demand will mean continued volatility in Chinese and global financial markets.”

For countries whose trade links to China are concentrated in the extractives sector, these
macroeconomic trends have led to marked impacts. Collapsing commodity prices have resulted in

a significant decline in the Australian trade surplus with China,®® with implications for the Australian
dollar, which has depreciated by almost 40 per cent since 2011.5' Other, less developed economies are
even more exposed. Zambia is China’s second-largest copper supplier and relies on copper exports
for roughly 70 per cent of foreign exchange earnings and 25-30 per cent of government revenues;
and its currency has collapsed by 30 per cent since the beginning of 2015.%The silver lining for some
major mining economies, perhaps, is that the depreciation of their currencies has lowered production
costs where commodities, such as iron ore and copper, are priced in US dollars.

At the same time, collapsing global commodity prices have had profound implications for resource-
linked industries in China. Competitive pressure has increased as a result of declining global prices,
prompting fiscal intervention by the government. With up to three-quarters of iron ore miners
operating at a loss, a 60 per cent decrease in the rate of the resource tax imposed upon domestic
producers was announced in early 2015.% The devaluation of the renminbi may also help domestic
coal, iron ore and aluminium production by making domestic production comparatively more
attractive than imports.* However, structural difficulties as a result of excess capacity will remain,
with the steel, iron and coal industries facing slumping demand and profits, as well as increasingly
struggling to service their debts.®

2.2 Key challenges for China

As the previous section describes, there is little doubt that China has entered a new period of economic
development. The key question is how it can successfully make the shift to slower but higher-quality
growth. Given China’s situation and role in the world, this is as much an international issue as a
domestic one. It will be important for Chinese policy-makers to develop a clear understanding of the
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international pressures and challenges in the ‘resources space’ that could affect China’s progress towards
an ecological civilization. These can arise anywhere in the resources system — from shocks to production
to a disruption in trade, or through the impact of price volatility. The rest of this section highlights key
concerns for China in this context.

2.2.1 Ensuring global trade and markets work

During the resources boom, perceptions of scarcity contributed to increasing tensions over markets.
Major resource-consuming nations took political, diplomatic or even military steps towards ensuring

a long-term, stable, secure and affordable supply of energy and resources. For emerging economies
such as India and China, securing sufficient energy and resources for economic development has been
a diplomatic priority. Meanwhile, the shale gas revolution has provided the US with new-found energy
independence and a growing range of strategic options.

Throughout the boom, there were fears among consumer countries that the small number of
governments and companies that control key reserves and the supply of certain important energy and
mineral resources could apply protectionist measures. Resource producers put up barriers to market
entry and restrictions on exports, leveraging their position to increase economic returns. ‘Resource
nationalism’ re-emerged as a concern for state-backed and private investors alike, frequently topping
lists of investment risk.?® In cases such as Indonesian nickel and Indian iron ore, these have had a
significant economic impact on China. Equally, China came under international pressure due to the
quotas it introduced on the export of rare earth elements.

The prolonged period of high and volatile prices led to growing concerns about the potential for
excessive speculation, especially in energy and food commodities — although this remains highly
controversial. According to figures from the Bank for International Settlements, in 2005 the total
volumes of oil and copper futures traded on exchanges were the equivalent of 3.9 times and 36.1
times global production respectively.” Throughout the boom, investors increasingly took positions
in commodity markets in order to diversify their portfolios and gain from rising commodity prices,
resulting in a substantial capital influx into derivative markets for natural resources, although
opinions diverge on the extent to which these kinds of market activity exacerbate price volatility.*

The strength of the financial sector in many major consumer nations contributed to this
financialization of mineral resources and commodity metals, tightening the linkages between financial
markets and global metals prices. Financial sector involvement in energy and resource markets
—including in oil and gas trading, the use of derivative products and commodity price-discovery
mechanisms, among others — has come under increasing scrutiny from regulators, in the US and

the UK in particular.® These are areas where China’s influence has been relatively limited, due to

the slow development of a Chinese futures market, the low use of the renminbi internationally, and
the existence of numerous small resource firms that act individually on international markets.

2.2.2 Maintaining the security of resource flows

Security of overseas supply and transportation is of paramount importance to China, as it is for other
major resource importers including Japan, South Korea and the EU. While the pace of China’s resource
import growth has slowed and there are declines in some areas such as coal and iron ore, its import
dependency is still expected to grow for many resources in the medium to long term. China’s oil
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consumption, for example, stood at around 445 million tonnes in 2010,” and is expected to reach 600
million tonnes by 2020 and pass 800 million tonnes by 2030, of which 75 per cent would be imported.*'

This raises the importance of secure sea lanes, resource corridors and pipelines, as well as confidence in
trade and investment frameworks with producers and transit nations. Supply chains can be interrupted
at different points — at the extraction, transportation or refining stages — and for a variety of reasons.
Conlflict and criminal activity including piracy have affected some of the key shipping routes to China.
Even relatively safe land and pipeline routes are often at risk from military conflict or natural disasters.
Meanwhile, there are concerns that major resource suppliers or traders could use their market position
to increase transportation costs and import prices, for political reasons as well as for economic ones. For
other countries, these risks are compounded by a lack of transportation routes to China.”

Many strategic shipping lanes lie beyond China’s influence or, indeed, that of any single actor on the global
stage. Shipping channels, particularly those suitable for supertankers, such as the Strait of Hormuz, the
Malacca Strait and the Bab-el-Mandeb Strait, are extremely congested. The Malacca Strait is Asia’s most
important shipping lane for energy, with around 11 million barrels of oil transiting through it per day,
including 70 per cent of China’s seaborne oil imports in 2014. It also carries significant volumes of iron ore
(28 per cent) and copper (21 per cent). The Bab-el-Mandeb Strait and the now widened Suez Canal are
also import routes for the energy and metals trade with China. Figure 5 shows the estimated proportion of
Chinese imports of selected commodities that passed through different maritime chokepoints.

The security of shipping routes, alongside international terrorism and other threats, is seen by China
as a major risk to its imports of strategic resources. The Malacca Strait sees more accidents than

any other shipping channel - three times as many as the Suez Canal, and four times as many as the
Panama Canal — and experiences 60 per cent of all pirate attacks.

Figure b: China’s key resource imports by % passing through key maritime chokepoints
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Moreover, maritime and resource corridor security presents complex risks for imports and exports.
The traditional distinctions between resource producers and consumers are eroding.” The Gulf States,
for example, are dependent on the Strait of Hormuz for their food imports. Countries in Asia depend
on part-processed resources from China. Meanwhile, all of China’s export partners depend on stable
trade flows with China to a significant extent.

2.2.3 The political and commercial risks of resource investments

Chinese firms continue to face an uphill struggle when it comes to overseas investments in

resource production. At a commercial level, projects have incurred heavy losses. A 2010 report from
the China University of Petroleum found that the three major Chinese oil companies, CNPC, Sinopec
and CNOOC, had seen losses in two-thirds of their overseas projects; such losses have fed broader
criticism regarding commercial management and decision-making among China’s state-owned
enterprises (SOEs).* Similarly, some Chinese officials have questioned the performance of mining
sector acquisitions.”

As prices have fallen, some of China’s flagship acquisitions and projects look increasingly costly.
Chinese companies typically paid one-fifth more for oil and gas assets than the industry average.”
CNOOC’s purchase of Nexen, a Canadian firm with assets in Canada’s oil sands and the Gulf of
Mexico, at the height of the market in 2013 was the most expensive of China’s overseas acquisitions
—at $15 billion.” The Kashagan oil project in the Caspian Sea, in which CNPC has a $5 billion stake,
is one of the most expensive oil and gas projects in the world, while CITIC Pacific Mining’s $10 billion
Sino Iron project in Australia has been described as the ‘most expensive mine in the world’.*®

China’s investments have traditionally been concentrated in economic sectors where environmental
impacts are critical, such as energy, mining and forestry.”® Chinese actors have come under increasing
pressure due to alleged poor environmental practices — for instance in Chad for oil production and in
Ghana for informal gold mining." Chinese companies have perhaps faced more criticism than those
from other countries, though some experts have argued that they are no worse than some firms from

101

developed countries.™ Across the board, the growth of new technologies and social media suggests

the levels of scrutiny that resource development faces will only increase in future.

Overseas acquisitions by Chinese resource companies have also at times been hindered by

political factors. Two well-known examples are the failed bids by CNOOC for Unocal Petroleum (now
Chevron) in 2005 and Chinalco’s attempted merger with Rio Tinto in 2009.' Some countries regard
international market acquisitions of oil, gas or mineral resources by Chinese energy or resource firms
as government actions impacting on their political and regional interests — theories sometimes called
a ‘China resource threat’ and ‘China energy threat’.'® It remains to be seen if this will continue in a
period of lower prices, or if producer countries will be more open to Chinese investment.

During the resources boom, Chinese firms shifted their investment focus from developed countries
such as Canada and Australia to developing ones in Africa and Latin America. But due to the unstable
environment for the mining industry in developing countries and the companies’ lack of investment
experience, the number of successful investments has been limited.

International media and policy-makers have frequently interpreted Chinese extractive investments as
attempts to ‘lock up’ resources for China’s fast-growing industries. But other motives, including the
diversification of the country’s large savings and investment portfolios, the development of technical
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and managerial expertise in extractives industries, and the acquisition of high-yielding assets,
are important parts of the story.'

Chinese overseas investment has now shifted focus, with less emphasis on resource extraction and
infrastructure, and more on technology, food, real estate and services. Energy and mining deals have
declined from 60 per cent of China’s outbound merger and acquisition activity in 2010 to 16 per cent
in 2014." As KPMG has noted, only one of the top 10 outbound merger and acquisition deals was

in the mining sector in 2015 — the Xstrata Las Bambas deal in Peru — compared with five years ago,
when there were six oil and gas deals and one mining deal.’® The trend towards higher value-added
projects is likely to continue in the new normal.

Large-scale investment is also no longer the exclusive domain of the major state-owned enterprises.
According to the Wall Street Journal, ‘more than $50 billion in Chinese investment found its way into
the US shale oil boom, and less than 20 per cent of that came from the big three [Chinese NOCs —
CNPC, Sinopec and CNOOC]. About $40 billion came from private Chinese capital or state-owned

companies that were not in the oil industry before’."”

2.2.4 Pressure on the global resources system

Climate change causes growing concern for the stability of the global resources system. Extreme weather

"% and unsustainable patterns of resource use have already transgressed

events are becoming more frequent,
a number of ‘planetary boundaries’.'” Jim Yong Kim, the head of the World Bank, has stated that ‘climate
change is one of the single biggest challenges facing development’."® China’s leaders have also stressed

the link between climate change and development, stating that ‘global climate change has a profound

impact on the existence and development of mankind and is a major challenge facing all countries’.™

The different resource industries that have underpinned China’s and the world’s development clearly
have different characteristics and will continue to demand sector-specific solutions. The characteristics
and governance priorities vary considerably across different fossil fuels, and even more so when
comparing fuels with other types of mineral resources. At the same time, however, there are important
reasons why policy-makers and investors are increasingly complementing sector-specific approaches
with a broader ‘resources’ perspective.

Resource systems are closely interlinked at the local and global level through markets, trade and the
environment. Global resource trade has more than tripled between 2000 and 2010 from less than $1.5
trillion to nearly $5 trillion."* IMF data suggest a broad correlation in prices across agricultural products,
fuels and metals when presented as an annual average." McKinsey suggests that this correlation has
strengthened over the last century, reflecting tighter linkages between resource markets.™

The availability and the price of one resource also have knock-on effects on the production of others.
The energy sector, for example, is a significant user of water; in 2005 mining, transport, processing
and energy transformation accounted for about 35 per cent of water use in the industrial sector
globally." Global water withdrawals for energy production alone were estimated at 583 billion cubic
metres, or 15 per cent of the world’s total water withdrawals in 2010."° Under the IEA’s New Policies
Scenario, China’s water consumption in the energy sector will rise by more than 50 per cent between
2010 and 2020." Land resources are also under pressure, with cropland lost to urbanization and
industrial use, or converted for biofuel production and reforestation.™
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As resources markets have grown, so too have the dependencies on the shipping lanes, major

port facilities and transport infrastructures that support resource trade. Some of these infrastructures
are highly resource-specific but they are often geographically connected. A disruption in the Strait

of Hormugz, for example, would have significant impacts on food distribution in the Middle East as
well as better-known implications for oil markets. Similarly, a drought or flood in a major resource-
producing country such as the US or Australia could affect multiple resources at once. Australia was
hit by floods in December 2010 that destroyed an estimated $1.6 billion worth of crops and led to a
15 million tonne drop in coal exports between December 2010 and January 2011.™

The interconnectedness of resource systems means that it is critical to explore unintended
consequences when considering regulatory choices in domestic markets (such as biofuels subsidies,
export controls or production subsidies) or supporting the development and deployment of new
technologies. Many efforts have been made to analyse these interconnections, placing energy,

food and/or water at the centre of a resource ‘nexus’. Some have advocated integrated resource
management and governance across sectors and scale, while others have proposed cross-cutting
targets for lowering resource use.'”

Assessing risks and opportunities across natural resources can also unlock transformative policy
options or political outcomes. Efforts to transition to a ‘circular economy’ — where industry, agriculture
and services are rewired along ecological lines, ensuring that waste from one becomes a useful
resource for another — will depend on policy frameworks that encourage integrated thinking across
energy and materials use, waste and other policy areas, including market-based instruments such as
carbon trading. Analysis of patent ownership in low-carbon energy sectors also shows that innovation
has tended to occur across sector silos and in different countries, so encouraging knowledge and
technology transfers between sectors will help to facilitate new solutions.™'

As a major consumer, China will — through its choices — play a major role in determining the success
of global action on climate change. A further scaling-up of global resource production will be required
over the next decade, despite the pressures that are already arising from associated environmental
impacts, in order to meet demand from China and other emerging economies such as India. Resource
efficiency plays a vital, if understated, role in improving resource security and reducing these
pressures. Had China not implemented efficiency savings over the past decade, for example, the
impacts and risks seen in resources markets would have been even more dramatic.'®

2.2.5 Inflexible international mechanisms

The sense that China is on the outside of key decision-making processes that will determine its future
risk exposure is in itself a key concern. Despite its central importance in natural resources production,
investment and trade, it has played a limited role in international processes and mechanisms
designed to manage global resource challenges, in areas such as supply security, market rules and risk
management frameworks. Chinese officials have highlighted the necessity of restructuring the current
global resource governance system to avoid vulnerabilities in mineral supplies and enable the scaling-
up of production.'®
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As described in the next section, many organizations were established in a previous era and have
struggled to adapt to a fast-changing world in which China and other new actors are seeking a
growing role. In some cases, a lack of experience or capacity, or reluctance on the part of Chinese
authorities and enterprises, may have contributed. In other cases, it may be because other
countries are sceptical about China taking a growing role.
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3.The evolution of global resource
governance

The choices China makes at home and abroad will to a large extent determine the risks and
opportunities it faces in the coming years. China will manage its existing resource and environmental
security challenges alongside emerging ones, such as building an innovation-led economy and
managing disruptive change. How these choices play out will depend in part on the quality of
China’s international engagement and on how international partners respond.

In many ways, China’s interests in resource governance are closely aligned with those of the rest of
the world. What would success look like? The key goals include reducing pressure on international
resource markets; alleviating the environmental and social impacts associated with today’s resource
production and consumption patterns; and breaking the deadlock in addressing climate change, as
well as the management of other global public goods, including vulnerable ecosystems, oceans and
even space.

The complex landscape of global resource governance (see Section 1) emerged in response to the
shifting resource interdependencies and market shocks of previous eras. This messy web of international
norms, institutions and mechanisms reflects the needs and priorities of key governments, businesses
and other actors of the day — along with their interests and influence. This section maps out how the
governance landscape has developed since 1944 and what political, trade and other barriers stand in
the way of effective reform and innovation.

3.1 The four phases of global resource governance

3.1.1 The Bretton Woods era and stable commodities prices 194472

The establishment of the Bretton Woods institutions and a period of relatively stable commodity prices
following the Second World War provided the foundations for global resource governance. Governments
were focused on post-war reconstruction and establishing processes that would facilitate trade and
investment, partially in order to avoid an escalation in protectionism and increased tensions between
major economies. Many of the norms and rules that underpin international trade, investment and the
maritime commons were established by governments and Bretton Woods institutions between 1944

and 1960, although some were formalized in later decades.

Industrialized OECD countries dominated trade and production outside communist countries, and
heavily influenced early global resource governance arrangements. Developing countries’ growing
influence was channelled through the Non-Aligned Movement (NAM) and the G77, established at
the first UN Conference on Trade and Development (UNCTAD) in 1964. China’s engagement with
the Bretton Woods institutions and their main counterweight, the NAM, was relatively limited
during this period, and it remained on the outskirts of the G77.
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China’s period of relative exclusion came to an end in 1971, when the UN restored PR China’s lawful
rights. At this point China took up its seat on the Security Council, joined UNCTAD and was elected
to the UN Seabed Committee. In 1972, China sent a delegation to the UN Conference on the Human
Environment in Stockholm (UNCHE), which had direct impact on China’s environmental governance,
leading to the establishment of environmental institutions and laws, and the first national conference
on environmental protection in 1973."* At the multilateral level, however, environmental issues were
rarely on the agenda outside the UN Economic and Social Council (ECOSOC).

3.1.2 From oil shocks and instability to globalization redux 1973-88

Events in the early 1970s reframed political debates around resources markets. Throughout the
previous era, low and stable prices had facilitated attempts to manage prices via UN commodity
agreements and producer groups, including OPEC. The first oil shock in 1973 led to the creation of
the IEA in order to counterbalance OPEC and safeguard the interests of oil consumer countries. As a
net crude oil exporter, China was not impacted heavily by the oil shocks and instead capitalized on the
crisis, exporting oil to Thailand, the Philippines and other Asian countries.'” Meanwhile, the major
commodity agreements all collapsed, casting doubt on the ability of governments to control global
commodity prices."”® Many governments began to pursue liberalization, opening up to investment

and trade.

Long-running negotiations eventually led to important breakthroughs on trade, investment and

the law of the sea. The G77 had increasing influence in negotiations over the law of the sea, rules
governing the seabed and changes to the General Agreement on Tariffs and Trade (GATT) to allow
preferential trade arrangements for poorer countries. China joined the 3rd UN Conference on the
Law of the Sea in 1973,'” which it saw as a rallying point for the developing world’s fight against the
‘maritime hegemony’ of the West."”® Rule-making on waste, shipping and mining began to increase,
but there remained limited activity on global environmental change, despite the publication of The
Limits to Growth.'”

In the late 1970s, China initiated economic expansion and increased its presence in international
trade. At the same time, China started ‘opening up’, and began lobbying for IMF and World Bank
membership, which were granted in 1980.

3.1.3 Decline of the Washington Consensus and mainstreaming of sustainable
development 1989-2007

The end of the Cold War paved the way for the creation of the WTO in 1995, furthering the process of
globalization. The Asian Tigers become a new source of resource demand, but the financial crises in
Asia and Russia in 1997-98 began to raise doubts over the Washington Consensus prescriptions. China
received US support for its application for WTO membership in 1999'® and joined the organization
two years later, after agreeing to an unprecedented list of accession obligations.”™' The costs to China
of accession were justified by the benefits of deeper integration into the global economy and the
increased momentum this lent to domestic economic reforms. The UN Convention on the Law of the
Sea (UNCLOS) also came into force, and was ratified by China in 1996," although the US remained
outside the treaty due to unresolved concerns about deep-sea mining, among other issues.'
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Concerns over the impact of climate change and environmental stresses on resource security also
increased in prominence. The Rio Summit in 1992 marked the high point of multilateral cooperation.
Following Rio, sustainable development entered the lexicon of Chinese legislation and began to be
reflected in high-level narratives for the first time, with sustainable development confirmed as a
national development strategy in the 9th Five-Year Plan (1996-2000), and the ‘huge environmental
and resource pressures caused by population growth and economic development’ cited as a major
challenge at the 15th Party Congress in 1997."

At the same time, however, divisions at the international level were becoming more prominent. At
Rio, China sided with developing countries in opposing international supervision of resources.' At
Kyoto, in 1997, China and the G77 opposed binding emissions reduction obligations on developing
countries.” China ratified the Kyoto Protocol in 2002 and announced that it would consider future
emissions reduction obligations."” However, non-ratification of the protocol by the US and limited
progress at the World Summit on Sustainable Development (WSSD) in 2002 and at the Copenhagen
Climate Change Conference in 2009 (COP15) undermined confidence in multilateral processes.
Global resource governance began to fragment, with a proliferation of ‘softer’, voluntary initiatives
based on coalitions of business, NGOs, cities and/or governments.

3.1.4 Global financial crisis and resources boom 2008-14

Resource prices and price volatility started to climb from 2004 and peaked in 2008-09, putting
resource security back on the global agenda. Yet political and economic cooperation became more
difficult as major economies focused on competitiveness issues, and investment and trade disputes
over resources increased.'® The global financial crisis in 2008 gave the G20 new impetus, and it
soon broadened its scope from economic cooperation to energy and natural resources. By this
point, emerging economies accounted for nearly all growth in demand for resources.’ Accordingly,
they began to make a growing contribution to dialogues at the G20 and the IEA, although existing
organizations were generally slow to adapt to the new realities.

Throughout this period, high resource prices and technology breakthroughs led to renewed interest in
deep-sea mining, the Arctic and other sensitive areas, and encouraged investment in smaller resource
producers. China expressed increasing interest in Arctic affairs and was granted observer status at the
Arctic Council in 2013." One priority for China seems to be to ensure that the Arctic and its resources
remain open to non-Arctic states.'’ The issue of maritime jurisdiction in the seas around China has
also increased in prominence, not least due to their relevance for navigation purposes, fishing and
hydrocarbon resources.'

Major negotiations on trade at the WTO, on UNCLOS and on climate change remained stalled.
China took a more assertive stance on trade in the wake of the global financial crisis, which severely
affected it in terms of a decline in exports and an increase in litigation over access to foreign markets
for its products.'® At COP15 in 2009, China maintained the stance it had taken at previous climate
conferences, upholding the principle of ‘common but differentiated responsibilities’." For the first
time, an accord was struck that provided for ‘explicit emission pledges by all the major economies’,
including China and other emerging economies. However, there remained no clear path towards a

treaty with binding commitments."

21



China and Global Resource Governance

A joint DRC and Chatham House report

Navigating the New Normal

‘S9WBU [|N} 1O} ,SUOIIBIABIGCE PUB SWAUOIJY, 893 910N
*(GL0Z) swslueyoaw asueulanob aoinosal |eqo|b jo Buiddew asnoH weyiey) :821n0S

N N N N N N —_ —_ —_ _ _ - —_ —_ —_ _ _ —_ _ _
o o =] o =} =1 © © © © © © © © © © © © © ©
IN] = = o o =] © © © ® ® ~ < [} o3 o] 5 a1 B B
o o N © N S] > N <] IN =] o N <) B S > N co IN
JNF/HIM @ 4
oz +oy @ MR SRR _Moouo‘_n_ 10001014
dDS U0 $5990.1d YoadeLEA JINN @ o104y @ [eSIUON @
[oued 801n0SeY pu| 4INN @
0024NN @
Sl () Db sl fs
1zd00 @ 1999 @ 4499 @ asosm e 3HONN @ fionp Iqeuteisng
dnoig Apnig JeddoD | @ dnoig Apmig uil | @
19 @ (esde|j02) Juswiealby ul| U] @ [ouUNoY ull ju| @
dnoi9 Apnis [9X0IN pul @ dnoi9 Apnis ouiz pue pea iu| @ sjeiauiw pue sje1d\l
UOIIBID0SSY U0
uonelepad ulor vi| @
VN3Hl @ 103 @ val @ 23d0 @
annenIy| (Ilaor) A
saipisqns ABisu3 02O @ 4 e ae e ABisug
|090}01d UOPUOT @ UOIUBAUOD UOPUOT @
$80104 BWILBIA| PAUIQWOD) @ uopuenuey jases @ 10ddvIN- @ — NN @
(JusWIUOIIAUS (9010} UORUBAUOY) puN4 uonnjosas ONl ®
|020301d pun4 Aigyuswis|ddns 04Ol @ uo |000301d) Aleal | ojul Anug) = |
16— onoIeY @ T0dUYIN @ 2dOI @ NN @
L e |louNo) 210y @ Aeal|
(se|diouLd Jo oY @
EECOEEICCN@) UONUBAUOD pun4 Z661 OdOl @ uonelepaq) vONN @ :
Ajublaianos pue eag
VI SOTONN @ SOTONN @ (I SOONN @ (N SOTONN @
ddl @
113 @ oM @ (pe1dope sajni a%3io @ SPooAA UoRlg @
(pasinal sajnl ss8001g uonenigle)
uoneniqie) IV4LIONN @ Apoquury @ VOIN @ IVHLIONN @ TVHLIONN @ e Lo ww_m__ [
aiv @ sa|diould OdINN @
se|diound Jolenby @
puog usels @ (80usisyu0) 1S1) AVLONN @
Jueg SO @ aisol @ JUBWIISAAUI pue apel]

102-8002 886L-€/6L
] £002-6861 Juswdojanap xnpaJ uopnezijeqo|b 21616l S9o1d Apowiwiod

-510¢
$901N0Sa4 pue s|geulelsns jo Bulweansulew

SISLIO [e1OUBUL 41 01 SNSUASUOY UOIBUIYSEAA Y} WO
1eqo[9

03 Ajjiqessul 8|qels pue e1d SPOOAA Uonalg
pue s}o0ys |10 Wo.4

JIXau 1BYAA

aoueusanob aoinosal |eqo|b jo saseyd 1noj ay] :9 ainbi4

22



Navigating the New Normal: China and Global Resource Governance
A joint DRC and Chatham House report

3.1.5 The end of the resources boom

With the end of the resources boom a new era is beginning. This time emerging economies are

the key agents of change in international processes. The shale gas revolution has changed the
strategic outlook for the US and for the global resources landscape. The Chinese-US deal on climate
change in 2014, which was reaffirmed the following year with a Joint Presidential Statement, was

a defining moment that injected momentum into global negotiations, and in late 2015 the Paris
climate negotiations produced a groundbreaking deal on climate change. This may set a precedent
for other challenging issues. In other areas, the two countries have been pursuing parallel tracks.
China has begun to explore arrangements such as the NDB and the AIIB. The US has been pursuing
trade deals such as the Trans-Pacific Partnership (TPP) and the Transatlantic Trade and Investment
Partnership (TTIP).

3.2 Evolving challenges and emerging actors

Emerging economies are trying to define their role within this shifting landscape. Since the
financial crisis, they have taken on a growing role in global economic governance through forums
such as the G20, but they have struggled to effect fundamental reforms at the multilateral level.'
Equally, incumbent powers face the dilemma of how to integrate rising powers into existing
governance systems while trying to maintain their privileged position in the order and, they
argue, protect the integrity of rules-based global trade."’

Scepticism about the ability to deliver effective global governance through formal, universal
multilateral processes partly explains the proliferation of issue-specific organizations, often based
on voluntary agreements rather than binding rules. Failure to reach consensus in key negotiations
such as the WTO Doha round and the Copenhagen Climate Conference, as well as slow progress in
reforming institutions such as the UN, the World Bank and the IMF, have all fed this sentiment.

While the outcome of the Paris Climate Change Conference suggests that deadlock at the
multilateral level can sometimes be overcome, the reality is that many recent innovations in
governance have emerged out of softer, more flexible models of cooperation. A growing number
of global governance initiatives in recent years have relied on a ‘coalition of the willing’ approach,
bringing together smaller ad hoc groups of governments and other stakeholders to address specific
issues. The most prominent new institution to emerge this way is the G20, but others — such as

the Extractive Industries Transparency Initiative (EITI) and the International Renewable Energy
Agency (IRENA) - have followed a similar model.
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4. Key challenges in global resource
governance

The political priorities accorded to different resource challenges naturally shift in line with broader
perceptions of price and supply security. Many practical, policy-level challenges — building oil
stockpiles, for example — become easier in a low-price scenario. Where more strategic questions are
concerned, such as investing in the security of maritime and resource corridors or in global energy
governance mechanisms, the risk is that the ‘perception of plenty’ results in these issues sliding down
the political agenda. The paradox is that in many cases there is the least political momentum when it
is easiest to act. How long the current window of opportunity will last before prices return to higher
levels is impossible to predict.

Other structural changes in the global outlook transcend commodity price signals. As the world has
become more interdependent, few challenges can be resolved by individual actors. In many sectors,
an innovation-driven economy is proving highly disruptive to incumbent businesses and potentially
for resource use and production, from shale gas and renewable energies to electric vehicles. Equally
important is the emergence of new actors over the past 10 years or so, in particular the rise of
emerging economies and the importance of non-state actors. They all pose questions for existing
governance structures.

Summoning the requisite political capital to forge new solutions requires a re-evaluation of the
nature of governance challenges. While acknowledging the diversity of conceptual frameworks and
actors in play, this section investigates the overall coverage and quality of global resource governance.
It focuses on whether current models are sufficient to address the key concerns for China outlined in
Section 2: ensuring that global trade and markets work, maintaining the security of resource flows,
the political and commercial risks of resource investment, and pressure on the global resources
system. It also highlights potential areas of action and investment in the light of China’s economic
and structural transition.

4.1 Gaps and opportunities

4.1.1 Efficient, rules-based global markets

As the previous sections have highlighted, a decade of high prices and demand exposed many of the
gaps in the rules governing the global resource trade. Notably, many of the pillars of global trade were
not specifically designed to manage natural resources. WTO rules, for example, focus on imports rather
than exports and provide widely applied exemptions for exhaustible resources. Throughout the resource
boom, the proliferation of export controls put additional pressure on global markets and hurt consumer
countries." These have demonstrated the limitations of the policy ‘toolkit’ available to governments in
relation to such trade distortions.
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Controls on raw material exports are routinely applied by governments for a variety of policy goals,
such as sheltering domestic consumers, providing processing industries with low-cost supplies, or

to avoid environmental harm." Iron ore export bans imposed by India may have cost China $30
billion in 2013, and Indonesia’s decision to ban exports of nickel contributed to a 35 per cent increase
in prices in 2014.™°
domestic industry — are proving sustained despite lower prices.”™’

Many of the drivers of export restrictions — such as developing and protecting

High levels of price volatility increased the pressure on governments to identify and manage tensions
arising from resources markets. Key proposals to address export restrictions have included voluntary
agreements on the use of export controls, ‘early warning’ of potential trade-related measures, and the
development of ‘win-win’ arrangements — using incentives such as investment packages or technology-
sharing in order to encourage producer countries to abstain from imposing restrictions.' The role of
emerging economies in pursuing such measures at the G20 has also been stressed.”

Today, oversupplied resource markets risk triggering new trade tensions among supplier countries
and companies. The new winners and losers in metals and minerals markets are clear, with higher-
cost, marginal producers coming under intense pressure. In iron ore markets, for example, the ‘big
three’ iron ore producers (BHP Billiton, Rio Tinto, Vale) capitalized on low production costs by
ramping up production, in an apparent attempt to drive high-cost producers out of the market."™
The fourth-largest iron ore producer, Fortescue Metals Group, whose emergence could have been
interpreted as evidence of a competitive market, called for a cutback in production in early 2015

as prices plummeted."

New trade tensions among consumer countries are another likely outcome. Where heavy industry

is concerned, China’s steel demand contracted in 2014 for the first time since 1995, and this trend is
expected to continue in 2015 and 2016, with no rebound expected in the medium term.'® The OECD
states that the steel sector accounted for 5-25 per cent of trade complaints to the WTO between
2010 and 2015, and that remedies including countervailing duties and anti-dumping measures are
disproportionately used by steelmakers.' Steelmakers in the US and the EU, for example, renewed
their calls for action to protect domestic industries against cheap Chinese steel exports in 2015."

At the same time, sophisticated forms of manipulation at the intersection of physical and financial
markets remain a challenge at the global level. The practices of some aluminium warehousing
companies on the London Metal Exchange (LME), for example, kept large inventories off global
markets and threatened the integrity of the pricing mechanism.' Analysts claimed that warehousing
practices on the LME cost consumer companies in the region of $3 billion per year.'® However,
without inflated premiums at least 80 per cent of global aluminium production would be loss-
making.' Investigations into the Qingdao scandal in China'® and Wall Street’s involvement with
physical commodities'® have brought these challenges to the top of the political agenda.

Reforms are underway. Opaque pricing mechanisms for many precious metals, including gold and

1% Recently introduced rules governing the rate at which metals warehouses

silver, have been replaced.
‘load out’ are contributing, in part, to recent reductions in aluminium premiums.'® Yet, developing
effective and comprehensive responses will remain challenging given unclear or overlapping
jurisdictions, the role of non-state actors, and low levels of transparent market data on metals

and minerals.
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Could China demonstrate leadership in the management of global resource markets?

China has often been accused of driving disputes in international resource markets. Where export
restrictions are concerned, it has been heavily criticized for its decision to implement quotas on
rare earth elements.'® These were removed following a WTO ruling.'” Yet China is almost certainly
the country most exposed to export controls in other markets and it has a significant stake in this
arena. It is also one of the few countries that agreed to curtail export restrictions, as part of its
WTO accession.'®

China has shown leadership in areas such as the use of merger controls to mitigate the impact of
cartels and anticompetitive practices. Its intervention in the Glencore—Xstrata merger resulted in

its first acquisition of a world-class ‘greenfield’ site, when Chinese company MMG acquired the Las
Bambas copper project in Peru in 2014." In the global potash market, China’s Ministry of Commerce
agreed to the merger between Russian and Belarusian potash companies that led to the creation of
Uralkali in return for a significant discount against world potash prices, which effectively immunized
China from the weight of the cartel."”® China could use this negotiating power to the benefit of other
major consumers such as India.

As China expands its presence in international commodities and financial markets, the reality is that
any effective solution will require its cooperation. The volumes traded on Chinese exchanges now

""" China’s presence and pricing power in international markets

exceed those in London or New York.
are expanding; the Bank of China became the first Chinese bank to participate in the reformed
London Gold Fix,"”? and Chinese companies have acquired a controlling share in Standard Bank’s
London-based business' and the LME warehousing company Henry Bath." The establishment
of the Shanghai Gold Exchange (SGE)"® and oil futures contracts on the Shanghai International
Energy Exchange (INE)'

China’s growing importance in global financial markets may be the IMF’s decision in late 2015

should increase China’s pricing power. The most pronounced sign of

to include the renminbi in its elite basket of reserve currencies."”’

Where global resource markets are concerned, soft dialogues and improved collection and publication
of data could represent ‘quick wins’ for China. Information about its growth trajectory and future
resource needs have profound impacts on global markets. If China participates with other countries

in dialogue and data sharing around competitive markets, such as on transparent pricing and metals
financing, this could aid market stability. Moreover, China’s entry into global commodities exchanges
and trading platforms is bound to face opposition from established powers, especially around data,
transparency and cyber security. A proactive role on these issues — for instance through a high-level
forum or dialogue — might help to alleviate those concerns.

4.1.2 Secure and resilient resource flows

Risks to resource flows are likely to remain a significant concern for policy-makers. Despite the
recent slackening in commodities markets, global resource trade remains at record volumes despite
lower prices, at levels five times those of 2000."® Looking to the future, trade in resources will grow
broadly in line with consumption. At the same time, climate change and water scarcity will pose

a growing threat to resource production and transit infrastructure. If lower prices undermine the
case for investment in physical and governance structures, there is a real risk of resource insecurity
returning to the fore in the 2020s. Maritime security equally remains a concern, whether due to
potential state intervention or the threat of piracy."”
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Emergency response mechanisms, in particular, have been undermined as energy interdependencies
have shifted east and increased in their complexity. An event such as the oil shocks of the 1970s,
which were the driving force behind the creation of the IEA and had only limited impact on China

at the time,"® would now pose a major challenge for the country.™
organization for emergency response mechanisms for energy. Its 29 OECD member countries still
hold most of the world’s strategic oil stocks, with the US alone holding nearly 700 million barrels of
crude. However, it lacks participation by key players; in 2012, non-OECD oil demand overtook that

of countries in the OECD."®

Today, the IEA remains the key

The key frameworks that underpin international supply security are dealing with considerable
pressures and the increasing the risk of fragmentation. For example, as the US becomes increasingly
energy-independent, questions have been raised about its commitment to global energy governance
mechanisms, maritime security and stability in the Middle East. Yet US support for the reforms
necessary for the inclusion of China and other emerging economies within the IEA will still be critical
to unlocking the politics behind such reform. At the same time, one of the most important facilitators
of resource trade, UNCLOS, is struggling to address the interlinked issues of sovereignty, resources
and freedom of navigation.

How to integrate emerging economies into an inflexible system?

Emerging economies are playing a greater role in the governance mechanisms around physical
resource flows. International organizations were quick to recognize the importance of engaging with
emerging economies, particularly China, given their role throughout the resources boom and in the
wake of the financial crisis. In 2013, an ‘association agreement’ was proposed between the IEA and the
BRICS countries, with the intention of building on existing bilateral work programmes and pledging
closer cooperation.'® Two years later, China, Indonesia and Thailand activated their associations.
The IEA’s new executive director, Fatih Birol, also sent a strong signal by making China his first official
visit, rather than an IEA member country. Yet despite rhetorical commitments and increasing
technical cooperation, considerable political barriers to enhanced participation remain, not least
within the IEA.

Where maritime security arrangements are concerned, China is playing a growing role in
coordination with other countries. It has increasingly engaged in anti-piracy efforts in recent
years. Its navy is not a member of the US-led Combined Maritime Forces, but it has collaborated
on Internationally Recommended Transit Corridor (IRTC) security. It also participates in Shared
Awareness & Deconfliction (SHADE), a forum for dialogue between multilateral maritime forces
and unilateral actors, alongside other major emerging economies including India and Brazil."®
However, more formal cooperation would be challenging, especially where there is a need to
integrate communications and adopt common protocols.

Keeping resource security high on the international agenda

Structural changes in China will provide new imperatives and opportunities for cooperation. Its
exposure to resource flow disruptions is likely to broaden as resource-intensive heavy industries are
superseded by a high-tech, service-orientated economy, and as the private sector takes on a growing
role. The growth of many green technologies, for example, will depend on environmentally and
strategically secure supplies of precious metals and rare earths as well as silicon derivatives such

as polysilicon. China will still need to import large volumes of ‘traditional’ raw materials, such as
fossil fuels and iron ore, due to ongoing urbanization, development of the western regions and the
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continuing importance of heavy industries. For some resources — notably oil and gas — consumption
is expected to climb significantly in the next decade."”

A period of lower prices may also expedite investment in resilience. In line with advice from
international organizations, countries such as Indonesia, India and Malaysia have implemented energy
price reforms in the past year."® China has accelerated the filling of strategic stockpiles, causing oil
imports to pass 7 million barrels per day for the first time in early 2015, overtaking the US as the world’s
biggest importer of crude oil.” China, as well as IEA members Japan and South Korea, is increasingly
well prepared for an oil shock, while other Asian countries, including India and smaller countries, are
more exposed.® Particularly where emergency response measures are concerned, there is clear scope
for increased regional cooperation and alignment.

Lower prices may also provide a less heated political environment in which to accelerate coordination
and cooperation on the physical security of resource flows. There are many examples of cooperative
governance of shared resources and key resource corridors, such as the Arctic Council’s management
of Western claims in the Arctic, UNCLOS’s freedom of navigation rights and the Antarctic Treaty.
However limited these may be, and however fraught with tension, engagement with processes that
‘pick up the pieces’ on resource issues remains the starting point, for example with UNCLOS and the
Energy Charter Treaty.

The risk is that the political imperative to foster cooperative responses may fade due to the ‘perspective
of plenty’. With lower prices and a surplus of key materials such as oil, coal and iron ore in 2015, the
immediate risk of supply disruption and severe price spikes appears reduced, compared with the tight
markets and low buffer stocks of recent years."™ So far, the ‘next China’ has not materialized in resources
markets, and it is unlikely that India and other emerging economies will step into this role in the near
future. Meanwhile, the number of incidents of piracy has fallen."* This may result in governments and
businesses becoming less focused on supply security and emergency response mechanisms.

China’s chair of the G20 in 2016 presents an opportunity to help steer the global resource
governance agenda. The G20 could play a valuable role in fostering cooperation on energy and
metals, but concrete outcomes have so far been limited to data sharing and the commitment to phase
out inefficient fossil fuel subsidies.™ Informal producer—consumer dialogues such as the IEF provide
additional avenues for China to help shape the agenda at the political level, and increasingly at the
industry level, with participation by state-owned enterprise members. Without deeper engagement
with China and other emerging economies, the risk of fragmentation in the mechanisms that ensure
the security and resilience of resource flows is likely to rise.

4.1.3 Open and improved investment

Investment decisions already look different. International oil companies (IOCs) are facing tough
choices regarding their capital expenditure in a lower-price environment, cutting capital expenditure
in complex developments and withholding final investment decisions. China’s national oil companies
(NOCs) appear to have adopted a more cautious strategy too, rather than capitalizing on the low oil
price and picking up ‘bargains’. Overseas investments by China’s big three NOCs fell by seven-eighths
year on year to just $2.8 billion in 2014." In the mining sector, Chinese companies appeared to defy
the downward trend, with investments worth $10 billion in 2014, although this was dominated by
the one-off acquisition of the $7 billion Las Bambas project in Peru.™®
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China’s investment remains crucial to meeting the sustainable investment challenge. At the Asia-
Pacific Economic Cooperation (APEC) summit in late 2014, President Xi announced that China’s
outbound investment would total $1.25 trillion over the next decade.™ This could provide a sizeable
percentage of the cumulative $15 trillion — or annual spend of $660 billion - in upstream oil and

gas investment that the IEA says is required by 2035 in order to keep pace with expanding global

demand.™

Although China’s overseas investments are diversifying into infrastructure and moving up
the value chain, there remains little prospect of delivering the required expansion in global resource

supplies in the next decade without major investment from China and other emerging economies.

Substantial investment gaps in areas such as resource efficiency, renewables, enhancing resilience to
climate change, water, agriculture, and transport infrastructure have also been identified. The Asian
Development Bank Institute estimates that at least $8 trillion is required in infrastructure investment
between 2010 and 2020 in order to ensure the region’s continued growth.'® Globally, New Climate
Economy figures suggest that some $90 trillion investment in climate-smart infrastructure is required
between 2015 and 2030 in order to maintain economic growth, which means spending $6 trillion per
year instead of the current $1.7 trillion.™’

This all suggests the need to scale up sustainable investment at the global level. The questions are
how to scale up, and how to steer investment into higher-quality, growth-supporting activities.

How to de-risk sustainable investment?

Multilateral development banks are increasingly important global governance actors. Given the
inability of the private sector to meet investment needs at the speed and scale required, major public-
private partnerships will be critical to key infrastructure and other resource-related investments.

An early estimate from the investment bank HSBC suggested that expenditure on the Belt and Road
initiative could reach $232 billion in the coming years, equivalent to two-thirds of the World Bank’s
balance sheet.”® At the same time, the global financial crisis has undermined the financial capacity of
US and European-led institutions. The establishment of the NDB, the Silk Road Fund and the AIIB,
as well as China’s recapitalization of the China Development Bank (CDB) and China Exim Bank,”
helps address the shortcomings of existing multilateral institutions in terms of stakeholder coverage
and capital.

Effectively ‘de-risking’ investment will require innovation and better coherence between some of
the ‘harder’ governance tools. De-risking investments through political risk guarantees such as the
Multilateral Investment Guarantee Agency (MIGA) and international arbitration facilities like the
International Centre for Settlement of Investment Disputes (ICSID) has become a standard feature
of the investment landscape. International trade regulations provided by the WTO and regional
frameworks play a supporting role, facilitating the movement of essential materials and services.

Where regulatory coverage is lacking, other mechanisms are bridging the gaps to varying extents. In
Central Asian countries that are not members of the WTO, the Energy Charter Treaty provides binding
freedom of transit and freedom of trade and goods provisions, as well as an investment dispute
mechanism and energy efficiency standards.

China’s resource investors, both at home and abroad, will also have to ‘leapfrog’ up the learning
curve if they are to transition into commercial actors and survive intense competition in a lower-price
environment. The risks are real — downwards price pressure and shifting resource production and
consumption patterns are already driving higher-cost producers out of the market. For China and
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other emerging economies this can represent an opportunity, but one that will require investment,
coordination and dialogue with a range of international actors on strategic and operational issues.

Now is the time to build upon emerging sustainable investment norms

International norms around responsible and sustainable resource investment have proliferated over

the past decade. Many initiatives are issue-specific and primarily focus on overcoming one aspect of the
‘resource curse’. The Extractive Industries Transparency Initiative (EITI) aims to prevent corruption and
other negative governance outcomes by enhancing transparency around resource-related payments to
governments. Others such as the Kimberley Process and OECD Due Diligence Guidelines seek to break
the link between resources and conflict by enhancing the transparency and traceability of supply chains.

At the same time, environmental, social and governance (ESG) risk frameworks that originated in
multilateral banks, such as the International Finance Corporation’s (IFC) Performance Standards,
are increasingly referenced in the market, from the Equator Principles which set project finance
requirements, to the increasing number of exchanges that impose ESG listing requirements.**

In an increasingly connected world where technology facilitates decentralized information flows,
governments and resource investors can expect sustained scrutiny regarding the environmental and
social impacts of resource development. Despite intense pressure on operating costs, consultants to
the extractive sector continue to stress the need for investment in the facilitators of a strong social
licence, from transparent and meaningful stakeholder consultation to support for local economic
opportunities.”” Moreover, there is clear commercial logic — research has put the cost of company—
community conflict that results in commercial disruption to a major mining project at around $20
million per week.**

China has already championed ways of steering the financial sector in a more sustainable
direction. Green bonds and credit guidelines from the China Banking Regulatory Commission
(CBRC) and China Exim Bank are important developments, as are overseas investment guidelines
developed by the China Chamber of Commerce of Metals, Minerals and Chemicals (CCCMC).
However, for both Chinese and international initiatives, the extent to which lending guidelines
and voluntary standards translate into better investment is often unclear. Better understanding
of the varying interpretations of ‘best practice’, the effectiveness of different levers and the areas
of alignment between different initiatives could help improve the overall quality of resource
investments and the communications around them.

Today, these norms are shifting once again in response to the threats presented by climate change.
Climate change risks and the immediate impacts of resource production and consumption on local air
quality and pollution are causing critical financial actors to redraw their strategies. The World Bank
will only fund coal-fired power stations in the most exceptional circumstances,’” and has dramatically
increased its issuance of green bonds.”* Institutional investors have followed suit, in response to the
risk of ‘stranded assets’. Norway’s $900 million sovereign wealth fund and France’s biggest insurer,
Axa, for example, have announced the divestment of their coal assets in recent months, with the
latter tripling its green investment at the same time.””’

Nonetheless, the continued commitment of some companies to Arctic, seabed and even outer space
exploration suggests that the race between technology and resource prices is still on. How China and
other resource investors approach these sensitive operating environments will have huge influence
over the priority and protection accorded to them at the policy, financial and operating levels.
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Outbound investment through the AIIB and other institutions will be the litmus test of China’s
approach. As it embarks upon development of the Silk Road Economic Belt, in particular, perception
of its commitment to global resource governance will be shaped by how it manages the increasing
number of relationships and complex risks that new institutions such as the AIIB and their
beneficiaries will face. Consultations on the AIIB’s draft Environmental and Social Framework

have begun,”® but some have raised concerns regarding consultation and implementation.*”

At this juncture, China has considerable scope to influence how international norms in relation

to environmental, social and climate change impacts are taken forward, and the extent to

which they complement or diverge from existing multilateral frameworks will be central to
international perception.

4.1.4 Fostering innovation and reform

Innovation will sit at the heart of China’s new normal. Premier Li Keqiang has made it clear that it
should be a key driver of China’s development and ongoing economic reforms.”” China will face great
structural challenges in reforming its industrial base as it attempts to direct the engine of its economy
towards a high-tech, service-orientated growth model. Fostering new industries and boosting R&D
and advanced manufacturing will be critical to generating employment and addressing many of the
challenges that threaten to undermine long-term development and prosperity, from air pollution to
water scarcity.

China’s domestic reforms could make an important contribution to global efforts to stay within
environmental boundaries. Given its role in the global resource landscape, slower demand in the

new normal will make a major contribution to relieving pressure on global resource systems. The
innovation required to manage transition may also help unlock some of the fundamental economic and
social challenges that currently hold back the global green transition. This cannot be done by China
alone. How to encourage joint effort on innovation and how to strike an appropriate balance between
competition and cooperation are among the most pressing questions facing China and the world today.

Technology revolutions in shale and renewables are already redefining the supply side of the global
resource landscape. Electric vehicles, rapid development of advanced materials and other key sectors
will have similarly disruptive impacts on the demand side. These could all present economic and
employment opportunities. Yet without clear policy frameworks, uncertainty is likely to undermine
investment and reform, complicating both the introduction of more ambitious resource efficiency
targets and measures, and the reform of energy and resource production and consumption pathways.
This underscores the need for clear policy signals.

Building an innovation-driven economy

For China and other major resource consumers, the windfall created by low resource prices can help
mitigate the impact of declining industrial production and expedite innovation at the macroeconomic
level. China is already investing heavily in R&D, but it is also looking to use a mix of regulatory
measures, financial instruments and incentives, and support for the wider enabling ecosystem that
will promote ‘Industry 4.0’ (see Box 5) and the circular economy, where industrial structures are
rewired along ecological lines to ensure that waste from one factory becomes a useful resource for
another, that products are made from sustainable materials, and that consumer products can be
repaired and ‘remanufactured’ or are designed to biodegrade safely.”"
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Moving up the value chain will also enable China to drive change downwards. Its investments
are increasingly targeting new technologies, ‘big data’ and advanced manufacturing processes.
China’s total ICT market will surpass $300 billion by 2020.** This means that investment
decisions, market position and manufacturing power could be leveraged to raise global ambition
on efficiency targets and regulatory standards. China could work with other major economies on
catalysing smart approaches through joint data collection, and spreading common protocols and
technology standards.

With increasingly complex technology systems and diffuse patterns of knowledge generation, cross-
border cooperation between countries and companies will be crucial. Yet innovation cooperation is
still primarily a national, not an international, activity.”* Overcoming this will be critical to fostering
innovation at the speed and scale necessary to meet the economic, environmental and social
challenges of China and the world.

Box 5: Industry 4.0 and ‘Made in China 2025’

The ‘Internet of Things’ and the use of embedded smart systems in the production process have the
potential to usher in a fourth industrial revolution. Industry 4.0, the production line of the future, will
be characterized by networks of interconnected systems, resources and people, leading to more
adaptable and resource-efficient manufacturing processes. In the current climate of slow or stagnant
growth in global manufacturing, countries including the US, Japan, South Korea, Germany, India and
China are recognizing the potential of new technology to reshape manufacturing and have developed
strategies to support the transition to Industry 4.0.

The Chinese strategy for Industry 4.0, ‘Made in China 2025’, was announced by the State Council

in March 2015." Premier Li then outlined a 10-year vision to ‘seek innovation-driven development,
apply smart technologies, strengthen foundations, pursue green development and redouble...
efforts to upgrade China from a manufacturer of quantity to one of quality’”® Made in China 2025
aims to reform China’s manufacturing sector by establishing innovation centres, enhancing resource
efficiency, fostering green growth, supporting high-end equipment innovation and thereby raising
standards across the manufacturing industry.

Made in China 2025 comes at a time when the manufacturing industry faces increasing headwinds
amid uncertainties over the strength of global demand and increasing competition from low-cost
producers. Macroeconomic adjustment to the new normal of slower but higher-quality growth will
entail a gradual restructuring of the Chinese economy.

The political momentum behind Made in China 2025 suggests that its effective implementation is
viewed internally as critical to managing this shift. However, the scale of the challenge should not be
underestimated. McKinsey has estimated that the internet adoption ratio among Chinese small and
#'® Additionally,
while China’s manufacturing industry, estimated at $3.2 trillion in 2013, is the world’s largest, much of

medium-sized enterprises is 20-25 per cent, compared with 72-85 per cent in the US.

it requires upgrading.””
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Industrial upgrading and transition will require careful management. China is already at the

turning point for coal and is facing the risk of less profitable domestic resource and heavy industries
as it reforms. Continually improving resource efficiency and productivity is critical to maintaining the
competitiveness of domestic industries, particularly where heavy industries are facing overcapacity.
Provinces where the economy is dominated by heavy industry will need greater assistance to make the
transition. China already has a strong record on managing incumbent industries and actors, but much
more will be needed as the engine of China’s growth shifts higher up the value chain. Reform of the
power sector presents particular challenges — and opportunities.

At the same time, investing in efficiency remains the best line of defence against resource price volatility.
A more efficient economy is more competitive and less exposed to price fluctuations. Lower resource
prices present a window of opportunity for governments to reform resource prices in order to encourage
resource efficiency — for example, by removing consumption subsidies and imposing resource taxes.
While price reform is predominantly an area of national competency, the G20’s commitment to phase
out energy subsidies showed that appetite for collective action can be developed.”™

These new production and consumption models will present ‘system-wide’ challenges. With increasingly
complex global supply chains and growing trade in waste, cross-border harmonization will be vital

to scaling up circular economy practices. Yet to date attempts to collaborate have been limited. One
exception is the proposed China—Japan—Korea Circular Economy Model Bases, which aim to identify
shared lessons but will be built with different characteristics according to the three countries’ respective
needs.”” Beyond this, there is little in the way of a blueprint for governance or support.

New technologies and big data will help open new areas of cooperation and collaboration, but will
also create tensions. Today, the collection and dissemination of data is increasingly decentralized, and
sometimes beyond the control of official sources. Data collected by companies, communities and civil
society is being shared and integrated to help provide new insights. Drones are being used to track the
impacts of mining sites and to monitor pollution from the air.?®

China’s story on resource efficiency is a soft power asset

Coordinated action on efficiency could make a huge difference to long-term resource demand. To
date, action has remained largely at the national level. While states have made impressive gains,
scaling these up has proved challenging. China is among the winners and has a strong story to tell
in terms of tackling incumbency and driving incremental improvement on resource efficiency. How
China develops this ‘national story’ and communicates it at the multilateral level will influence
global ambition levels.

Other developing countries could benefit from working with China on green growth pathways. China
is expanding its role as a development partner, using its domestic experience and the overseas reach of
its firms and diplomats. It could share its domestic challenges and progress on efficiency, sustainability
and green finance as part of these relationships.

Like many countries, China faces the problem of where resource challenges should sit institutionally,
at home and abroad. Some of its key national agencies involved in resources governance take a
backseat overseas, while diplomats and trade officials may not have the requisite expertise. There
could be a need for some agencies to have a growing overseas role, engaging with enterprises and
host governments. Encouraging them to do so may require clear incentives and direction from
China’s leaders in the domestic and international arenas.
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4.2 The next phase of global resource governance

Despite the proliferation of resource or issue-specific governance mechanisms in recent years, in
many cases national legislation and the major multilateral institutions such as the WTO, UNCLOS
and the UN Framework Convention on Climate Change (UNFCCC) still have the greatest influence
on resource production, trade and consumption. New actors and developments in technology and
communications have made ‘bottom-up’ policy levers increasingly influential. However, it is states
— and perhaps cities — that have the regulatory and fiscal capacities to address some the greatest
resource challenges in supporting and developing an ecosystem that is conducive to innovation
and international collaboration.

As outlined above, institutional and technological innovation will be critical to resolving the greatest
resource governance challenges at a speed consistent with climate change and the growing pressures
on resource systems. The solutions may come from unexpected places. Over the past decade, resource
production and consumption patterns have changed dramatically and economic and political power
has become increasingly diverse, bringing a range of actors into play. From managing volatility to
fostering new business models, it is engagement with these new actors and approaches that will
provide the fresh thinking and impetus required to overcome the deadlock that existing processes
and institutions are experiencing.

Following the UNFCCC climate negotiations in Paris, there are real questions about how to govern
this space. New models of cooperation will require careful management in order to avoid tensions and
disputes. Major disputes over PV panels, for example, demonstrate how innovation and disruptive
change can quickly result in tensions. This reinforces the need for effective governance and dialogue
at the multilateral trade level, to mitigate the risk of disputes and encourage collaboration between
traditional and emerging actors. Without concerted action in all these areas, the risk is that narrow,
zero-sum approaches will fill these governance gaps and add to systemic pressures.

The following two sections examine the geopolitical undercurrents that will influence the outcome of
the different pathways available to China and its international partners; and strategic and policy-level
considerations for China and the international community, respectively.
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5. Geopolitics, global governance
and resources

With growing pressures on the global resource system, an interconnected world and the emergence
of new actors, strengthening and adapting resource governance should be a priority for China and the
international community. Moreover, in several critical areas, most notably climate change, decisive
action cannot be delayed if potentially unmanageable risks are to be avoided.

The recent fall in commodity prices could present a window of opportunity to address unsustainable
production and consumption. Lower resource prices, for example, could allow governments to
accelerate price reforms, remove subsidies, implement resource taxes and price in environmental
externalities. More generally, some of the tensions about resource security that emerged during the
commodity boom are likely to subside, creating a cooler, more favourable political environment for
discussing governance reforms at forums like the G20.

Yet there are formidable obstacles to progress on global resource governance. There is a risk that
cheaper commodities cause policy-makers in the major economies to focus on other, more pressing
issues. In general, recent years have seen a tangible loss of faith in multilateralism and the opening
up of a leadership deficit as power has become more diffuse, not only between states but also among
non-state actors.

Natural resource security and sustainability will be key issues for China during the 13th Five-Year
Plan (2016-20) and beyond, and a touchstone issue within its growing contribution to the creation
of global goods. But there are also barriers to China assuming a progressive, reforming role on global
resource governance. As the establishment of the AIIB showed, new instruments or processes can

be seen as a challenge to the existing rules-based order. In many areas, there are costs and benefits
for China in taking a more active role that would need to be managed. This section explores these
geopolitical dynamics surrounding China’s growing global role.

5.1 Future directions of travel

A critical strategic question for China and the world emerges from the analysis in Section 4. If
China chooses to invest in cooperative approaches and multilateral solutions that are in line with its
resource and development needs, these initiatives will stand a good chance of success — because of
its central importance in resources markets; because it has the institutional, economic and political
capacities to implement and enforce these arrangements; and because other developing countries
will look to it for leadership. On the other hand, if China chooses to step back from cooperative
approaches, this will change the cost-benefit calculations of other players and is likely to lead to a
further erosion of the rules-based system as it applies to resources.

China’s broad direction of travel on the governance of natural resources will be a critical issue for the
next decade, both for China and for the international community. Here, it is helpful to consider two
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key variables. First, the extent to which China pursues a passive/reactive approach or takes a more
active or leadership role. Second, whether it ‘builds from within’ the existing systems and mechanisms
for managing resources, or chooses to ‘go outside’, either building parallel approaches or withdrawing

from international efforts. Of course, there will be no one-size-fits-all solutions. China will take a

variety of approaches to different resource-related issues, depending on the specific challenges or
existing geopolitical dynamics.

Figure 7: Potential directions of travel for China

Outside existing system

Active and cooperative

Alternative system-building

Concerns about Western dominance
lead China to have limited engagement
with existing institutions. China instead
develops parallel institutions and
coalitions of the committed.

Unilateral disengagement
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growing interest in multilateral
efforts of recent times, and renews
focus on a web of bilateralities,
diversification of supplies and
self-sufficiency.

Cooperative leadership with
Chinese characteristics

China adjusts its stance increasingly
towards broad (though not universal)
participation and leadership in GRG
mechanisms, with investment in
institutional capacity. This is in
combination with ‘bilateral vigour’,
but such ties are used to reinforce
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resource governance mechanisms
but only where it can see a direct
economic/security interest in the
medium term. In the past China has
considered this approach to best
serve its interests.
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Each of the four directions of travel set out in Figure 7 has different costs and benefits. A strategy that
combines ‘alternative system building’ with ‘cooperative leadership’ could be the most advantageous,
but would require considerable emphasis on integration and synergy as well as significant investment.

It could apply, for example, to a regional approach to oil security combined with IEA membership, or
to Chinese leadership within the Energy Charter Treaty, as well as the example of the AIIB and NDB
(see below).

Such a strategy would build on rather than replace existing efforts. For example, strong bilateral
ties over resources could be leveraged more actively by China to achieve change via multilateral

processes. At regional level, a stronger ‘resource dimension’ could be introduced in the 21 partnership
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agreements it has signed with Asian countries®' and through the Forum on China-Africa Cooperation
(FOCAC) and the China—CELAC (Community of Latin American and Caribbean States) Forum. The
US—Chinese climate accord of 2014 could also be a model for cooperation between the two countries
on some of the more sensitive issues around natural resources.

Perhaps the most high-risk strategy for China and the world would be ‘unilateral disengagement’. A
passive China would contribute to a continued erosion of confidence in global institutions, and to a
lack of strategic foresight and coordinated action at the global level. This could result in higher costs
imposed via climate change, regional insecurity or a breakdown in global trade. The risks would likely
grow over time, due to the rising non-OECD share of global economic growth, resource consumption
and greenhouse gas emissions, among other metrics.

Of course, China’s direction of travel will be determined not only by its choices, but also by the actions
and approaches of other countries. These include the extent to which international actors welcome
China to the table; the ‘price of entry’ in terms of the responsibility it takes on or principles it adopts
when joining a multilateral process; whether other countries try to limit its influence due to perceived
national security or competitiveness concerns; and the extent to which it encourages Chinese bottom-
up actors (for example enterprises, NGOs and cities) to play a role.

Particularly for flagship Chinese initiatives such as the Belt and Road, it will be important to
examine the costs, risks and benefits associated with different approaches; to ensure win-win
outcomes are possible. This means exploring not only the required investments in institutional
capacity and infrastructure but also the costs of inaction, such as potential friction with resource
trading partners or potential for price volatility if markets are more vulnerable to shocks. As with
climate change, it seems likely that the costs of inaction will vastly outweigh those of greater
engagement, though it is important to consider how the costs, risks and benefits are likely to

be distributed.

5.2 Avoiding potential flashpoints

China’s rise has led to major geopolitical shifts in the past decade. In part, these are a consequence

of the inevitable concerns and caution that the emergence of a new power engenders. Such dynamics
may go some way in explaining the often hostile response to Chinese resource-seeking investments
witnessed in Africa, Latin America and other parts of the world (see Box 6).

Great attention has been focused on China’s relations with the US. Among foreign policy analysts
there is much debate about whether or not China’s rise will necessarily lead to dangerous security
competition with the US, or if a peaceful transition to a ‘new model of major power relations’ is
possible.”? Geopolitical tensions, however, are influenced by perceptions and rhetoric as well as
material realities. How this dynamic is perceived and understood will influence policy decisions
and strategy in both countries.

The US ‘pivot’ or ‘rebalancing’ towards Asia has been interpreted by some as part of a strategy to
provide an economic and military counterweight to China in the region.”* Some analysts view the
Trans-Pacific Partnership (TPP) trade agreement, which did not include China, as an element of this
strategy. At the same time, the US has not joined the new, China-led AIIB; and when the UK applied
to join, it was rebuked by a US official for its ‘constant accommodation’ of China.”**
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A second, and related, set of tensions exists over the contested territorial claims in the South and East China
seas, which feature some of the most important sea lanes in the world and are rich in sub-sea mineral
resources. They have long been considered potential geopolitical flashpoints, but frictions have increased
in recent years. In the East China Sea, underlying tensions between China and Japan over disputed

islands and Japan’s new security strategy remain high, despite some improvements in recent months.**®

In a broader context, China’s leaders have gone to great lengths to stress their commitment to
peace and shared prosperity in Asia. Building stronger, positive relations with China’s periphery
is one of their top diplomatic priorities. President Xi has said, for example, that China will ‘deepen
win-win cooperation and connectivity with its neighbours to bring them even more benefit with

its own development’.”

5.2.1 Resources as a lightning rod

In the context of wider geopolitical flashpoints, attempts by China to enhance resource governance,
however well intentioned, are not without risk. Access to, and control over, resources is a perennial
source of inter-state conflict and, as such, resources can act as a lightning rod for wider tensions. The
prospect of resource development in offshore and frontier regions can exacerbate territorial tensions
among states, as governments jostle to stake out claims over the areas they suspect may contain
recoverable minerals or hydrocarbons. Such dynamics are clear in the Arctic, for example.

Resource exploration in contested regions has the potential to escalate pre-existing tensions. The
presence of valuable resources can lead to disputes over ownership, or in some specific circumstances,
as a basis for cooperation. The UN secretary-general has called on Turkish and Greek Cypriot
authorities to see offshore resources as a strong incentive to resolving the long-standing conflict in
Cyprus, for example.? Either way, however, resource investment in conflict-affected situations is
unlikely to be neutral — it will have impact one way or another.?”®

As to the importance of perceptions and rhetoric, in recent years China’s growing demand for
resources and its ‘going out’ strategy have fed a pervasive narrative that it is engaged in ‘locking up’
or ‘grabbing’ resources (see Box 6). This is an exaggeration, but one that has undermined China’s
reputation in parts of the world.

Box 6: Perceptions of China’s resource acquisition strategy

China’s rapidly increasing resource demand over the past decade has led to concerns over its impact
on markets, producer countries and geopolitical security.

Some international commentators have accused China of trying to ‘lock up’ resources for its own use
at the expense of the market, predicting massive price increases and volatility as a result. They blame
China’s ‘politically-driven and geostrategic (rather than economic) approach’ to resource security,””® with
Chinese companies paying ‘excessive’ prices for certain commodities for non-commercial reasons,

and relying on artificially cheap finance from state-backed banks. Some have called for the exclusion of
China from resource extraction in their respective countries or demanded that diplomatic pressure be
brought to bear to bring Chinese practices into line with Western market-economy standards.
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In fact, the evidence suggests that Chinese investment in resource extraction abroad tends to
expand and diversify the global energy supply system, as well as to make it more competitive.
However, mixed with wider fears over China’s rise, other countries have seen this as a zero-sum
game.To the extent that this has excluded China from markets and governance institutions, this
may have become a self-fulfilling prophecy, preventing Chinese firms from relying on the open
market, and doing little to encourage collaboration to ensure stable and sustainable supplies at
competitive prices.

Concerns have often been raised around the social, political and environmental impact of China’s
resource trade with developing producer countries. It has faced criticism from host countries in Africa,
for example, for not creating sufficient jobs for locals, contributing to perceptions of China as another
neo-colonial power.”® Others have been concerned that its increasing role in resource extraction
would lead to weaker environmental and social performance standards, particularly in countries

with weak governance.” Allegations of environmental and labour rights transgressions by Chinese
companies have resulted in significant disputes in Gabon and Zambia, among others.”” Finally,
China'’s policy of condition-free investment and its deepening relationship with certain governments
is viewed uneasily by some in the West, and has fed the pervasive narrative of ‘resource grabbing’

discussed above.**

While it is clear that the practices of some Chinese companies have caused genuine problems —
now recognized by Chinese experts and officials — the worst fears have not always been justified.
Even so, negative perceptions represent a genuine problem in the shifting political context of many
producer countries. As China has found to its cost, an agreement with a host government does

not guarantee a smooth trading relationship in the absence of a social licence to operate. China is
gradually adjusting its approach to resource acquisition abroad as officials and companies increase
capacity and learn from experience. However, unless China can demonstrate that it is a responsible
stakeholder across a range of issues not directly related to resources, its long-term resource security
risks being undermined by increasing scepticism from partner countries.

The connection between geopolitical tensions and China’s overseas investment in resources is most
obvious in cases where resource extraction is perceived to impact on regional and global security.
Increased tensions around territorial disputes in the seas around China have in part been attributed
to resource security concerns. These seas are thought to hold significant hydrocarbon reserves,

and act as key transport corridors for critical resources, particularly oil. According to the US Energy

Information Administration (EIA), 2*

27 per cent of all seaborne oil, or 15.2 million barrels per day,
passed through the Malacca Strait in 2013, and over half of the global trade in LNG, about 6 trillion

cubic feet, passed through the South China Sea in 2011.*°

Finally, perceived geopolitical competition has generated resistance to Chinese investment in
domestic extraction, notably in the US and Australia, due to fears that China might use control over
resources for political leverage. In these areas also, resource experts see proactive engagement rather
than confrontation as the best way of ensuring resource security. The extent to which this view can
penetrate into broader political debates, however, has yet to become clear.
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5.3 The Belt and Road

Many of the issues discussed above converge around China’s Belt and Road initiative — an ambitious
plan to link Eurasia, Europe and East Asia via Central Asia, Africa and the Middle East, through a
network of overland and maritime infrastructure, including roads and rail lines, energy pipelines,
power stations and coastal ports (see Box 7).

This is not purely a resource initiative; China also intends the initiative to deepen trade in general

and lead to greater economic and infrastructure integration within the region. However, as can be
seen from the map in Box 7, significant resources and environmentally sensitive areas lie along the
overland Silk Road Economic Belt, and many of the countries are key resources trading partners of
China. Meanwhile, the maritime components (the ‘Maritime Silk Road’) traverse particularly strategic
sea lanes, most notably those associated with the transit of hydrocarbons from the Middle East and
North Africa, from where China imports almost one-third of its oil.

Some of the key questions are as follows: will deeper trade and investment provide a route to defusing
territorial disputes within the region, or will it escalate them if certain countries are marginalized or
if maritime infrastructure is developed in contested waters? How will the US respond in the context
of its pivot to Asia? How will Russia and India look upon the expansion of Chinese influence into their
‘near abroad’?

The initiative is clearly, therefore, a high-stakes test case, not only for China’s regional ambitions
but also its resource governance ambitions. Countries in the region could benefit significantly, not
only from infrastructure investment but also from normative alignment and deeper cooperation

on resource governance and environmental security. But whether this is realized through the Belt
and Road initiative will depend upon the actions of China, as well as the reactions of its neighbours
and powers further afield. Success lies in an approach that builds trust and manages potential
geopolitical flashpoints.

It is in China’s interests to signal its benign intentions clearly and early. The most obvious opportunity
is through the adoption of best-practice social and environmental standards, whether attached

to loans through the AIIB or the Silk Road Fund, or the business practices of Chinese companies
investing and operating in partner countries. As such, the Belt and Road initiative provides a platform
for China to demonstrate its leadership credentials and to advance a collaborative, responsible and
environmentally sensitive resource governance agenda that ameliorates, rather than exacerbates,
geopolitical tensions.
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Box 7: China’s New Silk Road - risks and vulnerabilities

The Belt and Road initiative offers China a chance to showcase its commitment to global sustainable
development. While the scope of the strategy stretches beyond resources to include, for example, an
emphasis on cultural exchange, it will function as an important test of China’s management of natural
resource challenges, from high-quality investment practices and protecting sensitive environments, to
enhanced technological and financial cooperation on green technology and the circular economy.

One key benefit of the initiative could be to enlarge market access for Chinese exports and secure
supplies of raw materials in the Asia—Europe land and maritime corridors. China’s trade with Central
Asian countries along the Silk Road Economic Belt rose by 680 per cent over the last decade.”® In
terms of natural resources, these countries account for around 50 per cent and 16 per cent of global
natural gas and oil reserves respectively. The Maritime Silk Road is less of a priority for resource trade,
as these countries only make up 1 per cent and 3 per cent of global petroleum and natural gas reserves

respectively (see Figures 8 and 9).

The Maritime Silk Road does, however, play a crucial role in
strengthening China’s energy security in that it helps to secure the transportation of oil from the Middle
East. China has not only invested heavily in the maintenance of infrastructure at maritime ‘pinch

points’, it also has plans to construct alternative routes to bypass these along the Maritime Silk Road. **®

Figure 8: Resource reserves along the Belt and Road, as a percentage of total global reserves,

by country
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Source: Chatham House (2015) analysis of USGS Commodity Statistics and Information. Selected countries based on recent
papers on the Belt and Road.
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Figure 9: Reserves along the Belt and Road, as a percentage of total global reserves, by resource
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Source: Chatham House (2015) analysis of USGS Commodity Statistics and Information. Selected countries (as above) based on
recent papers on the Belt and Road.

The Belt and Road initiative is backed by a range of new Chinese-led regional funding mechanisms.
These include the Silk Road Fund, the Energy Development Fund and the AlIB, which have been
allocated $40 billion, $20 billion and $100 billion respectively.”*® These funds will not only act to
strengthen the economic growth and development of China’s neighbours, but will also work to
integrate its financial market with the rest of Asia. Ambitious plans are in the works to enable Chinese
and foreign companies and governments with good credit ratings to raise renminbi funds in China
and countries along the Silk Road route.?® This will both help to promote the internationalization of
the renminbi and facilitate the financing of infrastructure projects along the Silk Road.

The Belt and Road is not, however, exclusively outward-facing. It serves a number of important
functions with regards to China’s domestic economy. As China’s economy enters a new normal,
leaving behind double-digit economic growth, the Belt and Road is a means of reinvigorating growth
by boosting exports to new markets. The policy is aimed specifically at connecting China’s more
remote western regions to wider domestic and global markets. It is also seen as a short-term fix for
the ongoing issue of overcapacity in China’s production sectors.The Belt and Road infrastructure
projects have already been cited as a means of using excess Chinese steel and iron.?*" In the context
of the new normal and of the growing dialogue around ‘moving up the value chain’, Chinese policy-
makers will need to ensure that the Belt and Road initiative does not undermine domestic efforts

to reallocate capital from energy-intensive, high-polluting industries towards higher value-added
activities and services.
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Another aspiration is to forge closer relationships with a wide range of countries and foster new
collaborative initiatives. The success of the Belt and Road initiative will therefore rely heavily on

how China’s neighbours and powers further afield perceive the policy. While Russia could benefit
economically from a closer partnership with China and has signed a strategic agreement with China
on the Silk Road, it is likely to have concerns about China’s deepening interest in its traditional sphere
of influence.

Several of China’s Asia-Pacific neighbours are also weighing up the potential implications. India
has decided to join the AllB, but has so far not indicated whether it will back the Belt and Road.**
Indonesia, too, has so far only cautiously embraced the proposal, with President Joko Widodo
stating that Indonesians were willing to ‘open our hands... as long as we can maintain our national
interest’**® Yet there is little doubt that the prospect of large-scale investment is welcomed by many in
Asia, where there is an estimated $800 billion annual shortfall compared with infrastructure needs.”*

To date, more than 30 Asian countries have committed to supporting the AllB.>*

China has already invested in several infrastructure projects along the Belt and Road routes, entering
into partnerships with the countries in question. These partnerships are mainly driven by economic
interests and are not always tempered by political realities. Mineral-rich Afghanistan, where China
wants to invest in a railway connecting Xinjiang and Kabul among other infrastructure projects, has,
for example, been promised $100 million in grants until 2017°* It is unclear how this project could
be implemented given the deteriorating security situation in the country, with Chinese companies

operating there having faced attacks and kidnappings.””

While China may have the financial means to
implement large-scale infrastructure projects, this does not guarantee a political and social context or

security environment conducive to this.

The Belt and Road could be an opportunity for China to work with its international partners to
promote green development and ecological civilization. The Action Plan for One Belt, One Road,
published in March 2015, states that ‘efforts should be made to promote green and low-carbon
infrastructure construction and operation management, taking into full account the impact of climate
change on the construction’. A portion of China’s investment in Pakistan will go towards building more
efficient coal-fired power plants and developing coal mining projects. Moreover, the regions covered
by the Belt and Road initiative are ecologically diverse and face considerable water-scarcity issues;
the China-Pakistan Economic Corridor is a good example of these risks.?*® In short, China will need

to ensure that the potential negative environmental effects of large construction and energy projects
implemented as part of the Belt and Road initiative are carefully assessed and avoided.

5.4 Partners and peers

As the above discussion shows, China will need to collaborate with other states on global resource
governance to build consensus and minimize the risk of aggravating flashpoints. Notwithstanding
concerns surrounding its rise, China is well positioned to forge alliances on global resource
governance. It has a wide sphere of influence: among developing countries as a result of increasing
trade and investment, its history with the G77 and its own development success; with emerging
economies among which it already plays an active role; and with developed countries as the second-
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largest economy in the world and the ‘rising power’. Below, we consider some of the opportunities for
collaboration on global resource governance.

5.4.1 Emerging economies

In recent years China has repeatedly aligned with its emerging economy peers in global governance
negotiations. This can be seen in the formation of the BASIC group of countries at the Copenhagen
Climate Summit, and the establishment of the BRICS and the associated NDB. While there is little
consensus on the specifics of a future BRICS agenda, this is likely to remain focused on reforming
existing global governance institutions and establishing complementary ones.**

As the world’s economic centre of gravity continues to shift away from the West, alignment

among the BRICS economies could present an increasingly formidable prospect in geopolitics.
However, it would be wrong to assume that Brazil, Russia, India, China and South Africa can easily
form a coherent bloc where resources are concerned. They are far from homogeneous and present

a diversity of imports and exports across different resource classes. For example, as major resource
producers, Russia, Brazil and South Africa will generally suffer from lower prices while India and
China, as major consumers, broadly benefit. Consequently, on some issues their interests will diverge.
This diversity may be a strength, as it ensures a balance of interests and guards against the pursuit of
narrow self-interest: a coalition of producers and consumers is arguably more likely to seek equitable
solutions than a club of either producers or consumers. On the other hand, it means that they may
have different priorities and struggle to define a common agenda.

There could also be wider risks in China aligning exclusively with its emerging economy peers, as

this could be perceived as indicative of its intention to upset the status quo, and play into pre-existing
concerns in developed countries about inevitable challenges from new powers. This is not to say that
China should not collaborate on global resource governance with other emerging economies, but that
ambitious progress will often require a broader coalition.

In this vein, China could make further use of the G20 as a forum for established and emerging powers.
This follows the model already used in 2010 when the G20 was used by China and its emerging
economy peers to leverage (albeit modest and partially unrealized) reforms of the IMF and the World
Bank.” This approach recognizes the benefits of creating global governance reform under the cover
of multilateral solidarity rather than through unilateral action. As Amrita Narlikar has put it, one of
the big challenges for rising powers is getting the balance right: ‘Tall poppies are likely to get their
heads cut off, and doormats are likely to get trodden over’.”®' The use of platforms such as the G20
helps China avoid either extreme by trading on the legitimacy of its mixed membership, including
established and rising powers.

5.4.2 Developing countries

Developing countries could benefit from China’s role in bringing more effective global resource
governance as many are dependent on imports of fossil fuels and are among the most exposed to
energy and food price shocks. Taking a growing role on natural resource security and sustainability
would also enable China to promote the interests of other developing countries through international
processes, as it does to a greater or lesser extent on other issues.
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China has presented itself as a stable development partner for resource-producing countries and

this will be harder to sustain given falling prices. Its suppliers include 38 least developed countries
(LDCs), which collectively exported over $50 billion worth of energy and mineral resources to China
in 2013.%* For example, fossil fuels exports to China from sub-Saharan African mainly come from
Angola, South Sudan, Nigeria, Gabon and Equatorial Guinea. All these could benefit from working
with China on enhanced quality and governance of extractive sector investments, as well as from
assistance in moving up the value chain.

China will also seek to work with a broader set of resource-producing countries, which are less
important for resource security but where it can nevertheless act as a supportive development partner.
There are many developing countries in Asia and Africa for which China is a vital current and future
customer, even though these account for relatively small resource flows from China’s perspective, such
as Laos, Sudan, the Democratic Republic of the Congo, Liberia and Eritrea (see Annex). The ability

of these countries to manage the development of their resource sector in future will need careful
consideration, given their weaker institutions and capacities.

The balance of China’s economic relations with developing countries has at times, been questioned.
Its imports from Latin America, for example, consist mainly of unprocessed natural resources, while
Latin America has become an increasingly important destination for its manufacturing exports.”* This
imbalanced trading relationship has prompted a growing number of trade restrictions aiming to shield
domestic industry from Chinese competition.”® This is recognized by China — on a recent state visit to
Brazil to launch a $30 billion industrial fund for South American countries, Premier Li remarked that
‘Latin America cannot always be an exporter of raw materials, like China can no longer be a global

supplier of cheap products’.**

5.4.3 Unconventional alliances

Norms are spread more easily by coalitions of like-minded actors. As major resource importers,
Japan, South Korea and the EU share many of the same concerns as China as far as global
resource governance is concerned. All four stand to benefit from stable and transparent markets,
secure trade routes, and innovation and reform for greater resource efficiency. Put another way,
China’s competitors in an ungoverned resource market are its potential allies in shaping global
resource governance.

Existing initiatives between the EU and China, such as the High-Level Economic and Trade Dialogue,
and more targeted dialogues on energy security and urbanization provide forums from which to build
cooperation around resource governance.”® Cooperation between China, Japan and South Korea on
the Circular Economy Model Bases is another example.”

5.4.4 The US

Given their respective positions as new and incumbent powers, cooperation between China and the
US on global resource governance faces considerable obstacles. The IMF is one organization caught
in this dynamic, with the 2010 agreement to expand IMF voting rights for emerging economies only
approved by the US Congress in December 2015.7° Ultimately, agreement between the two could
be the key to unlocking reform in a range of areas, not least regarding the role of emerging powers
within the established institutions, from major multilateral bodies to the IEA.
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China-US cooperation in this space is not without precedent. The joint announcement by President
Obama and President Xi of mutual climate change commitments in late 2014 set the political
momentum in the run-up to the Paris Climate Change Conference. Notably, these have been the only
climate declarations to be made jointly (other governments have announced their commitments
individually), signalling an end to a deadlock between the world’s two largest emitters and indicating
that a global deal is politically feasible.

The question for global resource governance is whether this dynamic can be replicated more
widely. The logic behind China-US climate cooperation — that meaningful climate governance
requires alignment between the two largest emitters — can be extended to other areas of resource
governance as China and the US are also the two largest resource producer-consumers. However,
other areas of resource governance lack the political priority afforded to climate change in the run-
up to a major global summit, and may present a greater risk of igniting wider tensions (e.g. trade
or maritime security).

5.4.5 Non-state actors

Today, there is little confidence in multilateral efforts to address global challenges. An ever

more complex global economy and the risks of climate change have increased the importance of
collective action, but they also make it more complicated. From the Doha round negotiations of
the WTO (arguably stalled since the collapse of talks in Canctin in 2003, although some headway
was made in Bali in 2013), to the failure to agree on a global climate deal in Copenhagen in
2009, evidence of stalemate at the international level abounds. It remains to be seen whether

the successful outcome of the Paris Climate Change Conference can restore broader confidence
in multilateralism.

Many factors contribute to this situation, including the dispersal of power associated with the rise
of emerging economies, domestic challenges in Europe (an economic crisis, and, more recently, a

refugee crisis) and the US (polarized politics and fear of decline), which have further undermined
the capacity of these established powers to spearhead the next generation of global solutions.

Accordingly, increasing emphasis has been placed on so-called bottom-up efforts — whether from
businesses, cities or individuals. Recent years have seen a marked increase in the engagement of
businesses, NGOs, think-tanks, academic institutions and local government in global organizations.
As Section 3 describes, new initiatives tend to focus on leveraging private finance, setting voluntary
standards or facilitating knowledge exchange about best practice. There has been a corresponding
proliferation in informal rules and norms being established and monitored by non-state actors.

This presents something of a challenge for China, which is more accustomed to formalized
governance arrangements with binding rules, where national governments are the actors.
China already has some of the necessary capacity among its own businesses, think-tanks,
NGOs and universities to engage in these informal processes, but it could encourage them to
be more active and help set the agenda. Although progress is needed in multilateral forums,
the fact remains that most headway is currently being made by non-state actors, often working
through unofficial channels.
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5.5 Moves and responses

This section has argued that the geopolitical shifts associated with resources and China’s rise
present a number of challenges to the country taking on a progressive, reforming role on global
resource governance. Nevertheless, China should play a growing role in shaping resource
governance and creating global goods — reflecting not only its position as a major producer

and the world’s largest consumer of resources but also its status as a new power and the
expectations attached to this.

China’s actions will be watched closely and will have ramifications that go beyond the sphere of
resource governance. As President Obama stated in September 2015: ‘We can’t treat China as if it’s still
a very poor, developing country, as it might have been 50 years ago. It is now a powerhouse. And that
means it’s got responsibilities and expectations in terms of helping to uphold international rules that

might not have existed before. And that is something China should welcome’.**

China will aim to take a careful approach that is mindful of pre-existing concerns and tensions.

This may mean avoiding sensitive issues in the first instance and focusing on areas where there are
obvious opportunities to build trust. It will also have to seek to work collaboratively with other states,
and ensure the capacity of its non-state actors to engage in informal governance initiatives and
collaborate with foreign counterparts as appropriate. Finally, China can demonstrate its leadership
credentials by maintaining high standards of social and environmental performance — through its
banks and companies as well as any institutions it is involved in creating.

But the onus cannot be on China alone. Commensurable efforts are required from other countries —
to collaborate with China where appropriate, but more fundamentally to provide it with the
opportunity to ‘build from within’ existing institutions. This essentially means welcoming China

to the table rather than seeking to limit its influence, and setting the ‘price of entry’ into existing
institutions — whether in terms of the burden of responsibilities it takes on, the reforms it makes or
the principles it adopts — at a level that is not prohibitive for China, but that does not undermine
the efficacy of the current system either.

Failing to provide this opportunity would leave China on the margins of decision-making and

outside some institutions altogether. This would be untenable in the long term. Governance
arrangements that do not fully include a major producer and the world’s largest consumer and trader
of resources could only be considered partial at best — and certainly not global. It would also deny
China the chance to pursue its objectives through the existing system, potentially pushing it towards
building an alternative one — an outcome both the US and EU, for example, are keen to avoid.

The importance of other emerging economies as major resource producers and consumers means
this argument is not restricted to China. Indeed, China’s experience of taking a growing role in
global resource governance would set a precedent. Other emerging economies would be likely to
follow, and the way that China is brought into existing institutions and granted new rights will set
the tone for them. In this sense, while all rising powers face a similar challenge in negotiating more
favourable terms for themselves in an order in which they are not yet dominant, resources are one
area in which the established powers may need the cooperation of the rising powers, and China

in particular.
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5.6 Costs and benefits

Table 1 sets out some of the benefits, risks and key uncertainties associated with China taking a
more active role in global resource governance. Here the focus is on the geopolitical and strategic
implications of a growing role for China, building on all the analysis in this section. In some cases the
table also refers to key recommendations discussed in Section 4 — for example, ‘secure and resilient
resource flows’ considers the opportunities and risks associated with joining the IEA.

Table 1: Benefits, costs and uncertainties

Benefits/opportunities

Efficient, rules-based global markets

Costs/risks

Key uncertainties

Managing evolving risks.

China’s integration in global
economy and shift up the value chain
means growing interest in enhanced
cooperation.

Area of influence. China’s unique role in
global resource trade, and in particular
its share of metals trade, means it is
well placed to play a growing role in
this area.

Lower prices.There is an opportunity
to advance conversations about
appropriate regulation while the
pressure on global markets is reduced.

Information sharing. Political and
commercial challenges around sharing
of data, especially around trade and
stockpiles of strategic energy sources
and minerals.

Regulatory alignment.Would mean
helping to initiate complex negotiations
over alignment of national regulators —
technically and politically difficult.

Political capital. Investment in

WTO, UNCLOS and other multilateral
processes clearly unlikely to result

in quick wins, could be very slow
progress.

Perception. China has been accused

of manipulating markets in the past -
very important to get communications
right on any new initiative around
markets and regulations.

Shifting politics. Price swings

in resource markets have redrawn the
political map of resources in recent
months - the fallout is still ongoing.

Does the political will exist given lower
prices? For food, prices remain high.
Other resources are at levels still well
above pre-boom levels. Yet there is a
risk that other issues take precedence
over resources in the short term, and
thus that key strategic opportunities are
missed.

Future dislocations. Fears of
resource scarcity are likely to return
in the medium term, given geological
and environmental constraints and
demographic shifts. This could quickly
translate into geopolitical tensions and
narrow, zero-sum responses.

Secure and resilient resource flows

Seat at the table. Greater influence over
level of public good provided by the
regime — important for China since oil
security is a significant risk to future
growth prospects.

Maintaining resilience of international

system. Status quo risks rendering
current oil security mechanism

increasingly less effective due to rising

share of non-OECD consumption.

Development partner. China’s
participation in oil security
mechanisms would benefit poorer
developing countries in Asia through
enhanced oil security. It would also
pave way for others to join I[EA.

Appropriate burden sharing. China’s
leaders recognize need for the country
to contribute more to global public
goods in energy and maritime security.

Geopolitical tensions. Greater
involvement in maritime security

to protect energy flows could raise
tensions with other countries.

A new regional organization could
be seen as rival to IEA rather than
complementary if not well managed.

Impact on key energy partnerships.
Joining the IEA could give the
impression that China is shifting away
from neutral position in consumer—
producer dialogues, affecting
relations with the likes of the Gulf
countries, Russia, Angola, Venezuela
and Kazakhstan.

Additional cost burden. Costs

and inflexibility of meeting the

IEA’'s 90-day oil storage requirement.
Costs of investment in maritime
security.

Common principles and rules.
Enhanced transparency requirements
for participation in the IEA; alignment
of crisis response communications;
or common military protocols,

e.g. for anti-piracy operations.

Geopolitical situation. Building joint
efforts on energy security will obviously
be more difficult if there are heightened
tensions with potential partner
countries.

US-Chinese relations. US endgame
on China and IEA is unclear, and
political urgency is reduced due to
shale oil and lower price environment.

Flexibility of existing organizations. For
example, treaty change to allow non-
OECD countries to join IEA; or allowing
China to ratchet up to 90-day level.

Data and projections. Imperfect energy
data in China. Uncertainty over future
oil demand profile due to structural
transition. Potential for technology
breakthroughs.

Infrastructure. Supply-side uncertainties
include pipeline development to Russia
and via Silk Roads overland route, and
new import terminals.
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Benefits/opportunities

Open and improved investment

Costs/risks

Key uncertainties

Licence to operate. Adopting
international recognized practices

for risk management would lead

to better relations with producer
countries and domestic populations in
long term.

Reputational benefits. Upgrading
investment practices would
underscore China’s commitment

to ecological civilization and low-
carbon transition, helping reinforce
partnerships with partner countries.

Commercial viability. Improved risk
management approaches should lead
to enhanced commercial performance,
helping to build a group of China-
headquartered multinational firms.

Lower transaction costs. Common
sets of rules and mechanisms e.g.
under Energy CharterTreaty could be
attractive to China, allowing common
basis for negotiation and agreements,
and binding non-WTO countries along
the Belt and Road.

Diplomatic effort. Improving China’s
reputation overseas in resources
markets will take time and significant
diplomatic investment, as well as
improved commercial/risk practices.

Commercial impact. In the short term,
clearer and stronger rules around
investment could restrict the scope
and operation of some Chinese firms
overseas — especially where ‘no-go’
decisions are taken.

Partnerships. Some partner countries
may resent additional risk guidance for
Chinese firms beyond their national
frameworks, although most are used
to working with World Bank etc. Some
countries see EITI as unnecessary and
irrelevant so may react negatively to
China joining.

China-relevant approach. China

has developed its own voluntary
approaches to improving investment.
How should these be aligned with
existing standards and vice versa?

Working with BRICS. Can China
persuade other developing and
emerging economies to adopt
consistent set of rules e.g. under the
NDB and AlIB? Would other countries
join ECT after China, such as Indonesia?

Impact of lower prices. Political fallout
of lower price situation has led to
growing tensions in many resource-
exporting countries. These are likely
to affect their attitudes to overseas
investors and operators, including by
Chinese firms.

Investment profile and destinations.
How fast will China's overseas
investment shift away from resource
investments into infrastructure,
services, technology and other sectors?
What will be the geographical mix?

Innovation and reform in the new normal

Capitalizing on soft power
opportunities. China's experiences of
price reform, efficiency policy and the
circular economy, and its links with
several countries on resources, are
an underused soft power resource,
including in multilateral processes.

Influencing global market rules.

For example, domestic action on
listing rules will have a global reach,
as capital markets become deeper
and more liquid.

Opportunities for Chinese firms. New
policy areas could help Chinese firms
to ‘drive change down’ the value chain,
through for example supply chain
standards or technology cooperation
with supplier firms.

New global markets. Catalyzing global
action on the circular economy
would create huge opportunities

for China’s heavy industry and
manufacturing sectors.

Competing priorities. Policy-makers
are focused on tackling ‘deep-seated
problems’ exposed by the global
slowdown, which have built up over
many years. It is important to explain
the short- and longer-term benefits
of enhanced resource governance in
this context.

New policy risks. Greater use of market-
based and financial levers will require
learning by doing, and in some cases
piloting and experimentation.

Alignment and coordination challenges.
Integrating domestic and foreign policy
approaches to resource governance
would reduce costs and predictability
and facilitate the internationalization

of Chinese firms, but will be difficult to
implement.

Perception. China is a leader in
efficiency, but it is in the process

of dealing with huge ecological
challenges and many areas of reform
are unfinished. Communicating this
message is challenging, although it
may be a story other countries can
relate to.

The state of the new normal. How
quickly the new normal will settle down
after the current period of economic
volatility and uncertainty.

Who should take the lead? Assigning
responsibility for resource governance
is difficult due to competing interests
and overlapping responsibilities.

New partnerships. Policy
development in new areas will provide
new opportunities for partnerships, but
which countries should China prioritize?

Trade politics. Progress in some key
areas will depend on global conditions
and relations with key partner countries,
e.g. difficult to negotiate circular
economy strategy with EU if there are
ongoing battles in other areas.

Data and projections. Uncertainty over
future resource demand profile due to
ongoing industrial structural transition.
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6. Recommendations for China and the
International community

This section outlines recommendations for China’s government, for consideration in the 13th Five-
Year Plan process, and for its international partners. It summarizes the rationale for enhanced
engagement on global resources governance, identifies the strategic-level priorities for China and the
international community, and makes a number of policy-level recommendations that can help further
progress toward them.

As earlier sections have explained, China’s choices will to a large extent define the landscape of
cooperative efforts on natural resources in the next five to 10 years. If China invests in cooperative
approaches and multilateral solutions that are in line with its resource and development needs, these
initiatives will stand a good chance of success — because of China’s central importance in resources
markets; because it has or is capable of developing the institutional, economic and political capacities
necessary to implement and enforce these arrangements; and because other developing countries will
look to it for leadership.

On the other hand, if China chooses to step back from cooperative approaches this will change the
cost-benefit calculations of other players, and is likely to lead to a further erosion of the rules-based
system as it applies to resources. While the rise of new powers into an order that was established to
reflect the interests of old powers might present opportunities for conflict, there is no need for this to
be the case. Moreover China is not alone in these challenges; other rising powers are grappling with
similar questions and will look to China for leadership in this area.

Box 8: Five key principles for global resource governance

The strategic and policy-level recommendations in this section reflect five key principles for global
resource governance that were developed by Chatham House and the DRC, in collaboration with a
variety of stakeholders in global resource governance:

® Open competition and more stable markets: It is in the interests of resource importers and
exporters to make steps towards reduced government intervention in energy and resource
markets; to improve the efficiency of resource allocation; and to increase global competition and
reduce distortions to prevent excessive volatility and market manipulation.

® Consensus-led and broad representation of actors: A key issue for the legitimacy of governance
arrangements, but also for effective responses. Participants in global resource market
governance should include developed and emerging economies, resource exporters and
importers, businesses, international organizations and expert bodies. ‘Coalitions of the willing’
can be a starting point for catalysing action, but should be broadened over time to maintain
effectiveness and legitimacy.
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¢ Dialogue and win-win solutions: As with any cooperative activity, all parties will need to perceive
a benefit from participation in global resource governance arrangements, or at least a low cost of
participation with some hope of future gains or political leadership. Zero-sum outcomes where
one party benefits at the expense of another should be avoided, and trade and investment disputes
should be carefully managed to jointly maintain a fair and stable market environment.

® Pragmatic approaches: Given the complexity of global markets, the competing interests of
many actors and the range of existing institutions, a unified approach under a formal ‘resources
organization’ is unlikely to succeed. Global resource governance will remain a patchwork and
policy-makers need to focus on addressing key problems and improving key institutions to
succeed in the long term.

® Sustainability: Given the growing threats from climate change, environmental degradation, water
scarcity and rises in sea levels, a key challenge for global resource governance is how to overcome
inertia and avoid locking in failures that will undermine long-term growth. It must also address the
underlying causes of risks posed by unsustainable resource production methods, infrastructure
and consumption patterns. It should work to capture the benefits of resource-efficient technologies
and new business models.

6.1 Navigating the geopolitics of resources and governance reform

Interdependence can provide opportunities for strategic choices — particularly in terms of engagement
with multilateral institutions — that may make harmony more likely than discord. But as Hugh White
has put it: ‘Interdependence increases the incentive for leaders to subordinate political ambitions

and ignore nationalist sentiments, but it does not remove the need for them to take these bold and
politically risky steps. The hard choices still have to be made.”**

A central message of this report is that global resource governance is at a pivotal moment and that
China’s choices in this area, more than those of any other actor, are likely to shape the framework
and norms that are set in place for the foreseeable future. Across all the issues discussed in this
report, the outcome for the management of global public goods will depend not only on choices
made by China but also on the actions, reactions and approaches of other countries, from the extent
to which they seek to block, frustrate or alternatively work with China, to how flexible they are in
seeking collaborative solutions.

This raises fundamental questions about how other existing powers see relations with China. Are they
ready to welcome China to the table, once practical solutions and dialogues bear fruit and if it is able
to accept the rules of the game? Or do they ultimately see their core interests in limiting the influence
of China in resources issues due to perceived national security or competitiveness concerns — even

if global goods are undermined as a result? Of course, some of these questions touch upon the core
foreign policy interests and principles of China and its international partners.
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A sensible goal would be to find a recipe for reform that is sufficient to encourage or enable China to
join without risking undermining the most important characteristics and values of the current system.
Getting this right will have broader benefits, as the way that China is brought into the system may set
the tone for how other emerging economies will be treated.

One side of this equation is how to set a fair ‘price of entry’ for China into organizations — in terms
of the level of responsibility it will take on or the principles and processes it must adopt being
within acceptable bounds for Chinese officials. For example, China’s Ministry of Foreign Affairs has
conducted an assessment of the EITI and approved its principles, but the initiative’s mechanism is
perceived as being in conflict with China’s foreign policy principle of non-interference.*'

The other is the willingness of existing organizations to be flexible and innovative. Being more
flexible and active in engaging with China would also enhance the credibility of other countries when
they make criticisms of China’s position or actions related to natural resources, or when they argue
that China is not pulling its weight, or is not willing to compromise. The US accusation of ‘constant
accommodation of China’ levelled at the UK when it applied to join the AIIB, for example, increased
the perception that any role for China is unwelcome.

In return, China can assume a more active role in resource diplomacy, contributing to a more dynamic
and inclusive form of governance. First, its resource diplomacy and trade and economic cooperation
should support poorer countries and grant them a stronger voice on international resources issues. It
could actively coordinate country groupings on energy and natural resource cooperation mechanismes,
working together to promote benign interaction and enhance collective capacity to participate in
global resource governance. Second, China can act as a bridge between industrialized and developing
economies, working with others to ensure an open international resource system. Chatham House
has, for example, previously called for sustained but informal dialogues focused on resources markets
between 30 key countries (the ‘R30%).**

Addressing the existing governance regime’s shortcomings may require new organizations, mechanisms
and processes. From a global resource governance perspective, there is nothing inherently negative
about these being led or initiated by China. China can play a valuable role, filling existing policy gaps,
helping to meet the need for investment, and broadening participation to a wider range of countries. The
extent to which Chinese-led and other parallel approaches align and cooperate with existing governance
institutions is the key question; there is a risk of friction where new initiatives are seen as rivals to —
rather than complementary to and aligned with — existing organizations, rules and norms. Making use of
existing platforms such as the G20 to help transform the global resource landscape would demonstrate
China’s recognition of the benefits of creating global governance reform under the rubric of multilateral
solidarity rather than unilateral action.

The literature on the role of international institutions in facilitating cooperation between states
suggests that states have an enhanced ability to signal their intentions when they are deeply involved
in the dominant global institutions rather than on the sidelines (or more involved in alternative
institutions).?® This applies to China as well as its international partners. It will be easier to avoid
misperceptions and miscalculations on sensitive issues if Chinese officials or other representatives

are at the table.
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6.2 Policy-level recommendations

This subsection sets out a series of policy-level recommendations that follow on from the strategic-
level recommendations above, and the four areas of global resource governance that were identified
in Section 4. In general, these recommendations are aimed at Chinese decision-makers, but most

if not all require close collaboration with other countries and with international organizations

if they are to be successfully implemented. The table at the end of the section summarizes these
options and presents them as ‘quick wins’ and longer-term objectives for the 13th Five-Year Plan

and beyond.

6.2.1 Efficient, rules-based global markets

Enhance collaboration and regulatory reform in global resource markets
China should convene a high-level informal forum on minerals markets,”* capitalizing on its unique
position in metals markets, in order to facilitate ongoing dialogues and also common solutions,

264

where possible. Forum participants could for example: examine different approaches to regulation of
physical and paper markets in key countries; share information on investigations where appropriate;
discuss the evolution of China’s commodities exchanges and international experience; and examine
the options for different pricing regimes.

Explore practical options for improved dialogues and information

Under the high-level informal forum on minerals markets or separately, China could propose a
regular ‘global metals and minerals report’, co-produced by national agencies in producer and
consumer countries, setting out key statistics for the production, consumption and trade in minerals
and assessing key themes, along the lines of the IEA’s World Energy Outlook.

China should also explore opportunities to avoid damaging export restrictions through win-win
arrangements with producer countries at government-to-government level. China could offer incentives
such as investment packages or technology sharing in return for producer countries’ refraining from
imposing restrictions.

China could also work with developed and emerging economies to develop enhanced mechanisms
for ‘early warning’ of possible trade disputes over natural resources, in order to identify and manage
tensions arising from resources markets.

Take the long view in multilateral negotiations towards more comprehensive solutions

China should seek to work with other major economies to unblock negotiations and build
momentum in key multilateral forums, even though there is little prospect of rapid progress on
resource-specific issues. The WTO remains the key venue for trade negotiations, while UNCLOS
plays an equally important role for maritime security and jurisdiction issues.
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6.2.2 Secure and resilient resource flows

Promote the reform of global energy governance

China should consider joining the IEA but this would need to be in parallel with IEA reforms. There
has been considerable work towards cooperation on technical and data matters, but comparatively
less focus on resolving the major political barriers to greater participation. The question of China and
other associate member countries formally joining the IEA should be further explored. In addition

to resolving the question of ‘treaty change’, moving the headquarters of the IEA to an Asian country
(such as Singapore or South Korea) would send a strong signal.

Enhance global and regional energy security mechanisms

In the short term, China could seek to accelerate agreement of mutually acceptable common
communication and response protocols between the BRICS and the IEA, building on recent joint exercises
and data sharing.

China should work towards a regional agreement to manage energy security risks in oil and gas import-
dependent countries and support more vulnerable countries, in collaboration with South Korea,
Japan, India and ASEAN (which already has a petroleum supply agreement). This could later be
expanded to renewables, nuclear and electricity market security.

Between BRICS countries and the Shanghai Cooperation Organization (SCO), for example, an energy
transaction database could be established, and options for an energy crisis early-warning mechanism
and emergency response mechanism could be explored. In general, China should seek to expand
channels of multilateral corporation for BRICS and the SCO, with the aim of multi-level governance
through broad participation.

China could also encourage national oil companies in the Middle East to develop oil storage in China
and other Asian countries, as they do in South Korea and Japan; this is a relatively low-cost way to

strengthen Asian oil security.”

Contribute to the security and sustainability of shipping routes

China should take advantage of opportunities for enhanced cooperation and alignment with the Combined
Maritime Forces to tackle piracy and secure shipping routes. Current joint exercises could be used as a
starting point for closer cooperation and capacity-building.

6.2.3 Open and improved investment

Improve dialogue and information around China’s overseas investments

Consider joining the Extractive Industries Transparency Initiative (EITI) or other processes to encourage
transparency. Greater cooperation with the EITI and relevant in-country stakeholders would help
Chinese companies build capacity and work with partners on implementation, which may enable
Chinese companies to demonstrate best practice in producer countries and help safeguard the ‘social
licence’ to operate. Many Chinese companies are already following EITI rules in countries that have

adopted the framework.”*
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Enhanced environmental monitoring and reporting is critical in order to establish baselines and
track environmental change internationally, including in partner countries along the Belt and
Road. Better information is also needed as part of a broader strategy to ensure that international
narratives regarding China and natural resources are accurate. A more proactive strategy led

by China’s diplomats and experts could include regularly publishing details on China’s overseas
activities; being more open about problems and how they are being addressed; and expanding
dialogues with non-state actors.

Develop common standards in conjunction with international partners

Policy-makers in China should establish an international benchmarking exercise for China’s
investment frameworks and guidelines. This would clarify how existing Chinese environmental,
social and governance standards and compliance processes compare with international norms
and guidelines — at project level and along supply chains (including the Equator Principles, IFC
Performance Standards and OECD due diligence guidelines). Where relevant it would identify
specific areas where enhanced alignment is possible and desirable, and the role of Chinese
agencies and new organizations such as the AIIB.

Chinese organizations should draw on international experience to leapfrog up the learning
curve on overseas investment. Chinese firms could expand informal dialogues with major
multinational companies, and include firms from other emerging economies that are developing
overseas capacities.

In some cases natural resource projects pose unacceptably high risks from a political, technical

or socio-environmental standpoint. China could demonstrate its commitment to sustainable
development by working towards principles for ‘no-go’ activities and areas, working with other major
economies and resource producers. Establishing such principles (e.g. via the G20) could make a key
contribution to global environmental protection while avoiding risks to China’s reputation.

Develop governance and financial tools that reduce the risks associated with resource-related investments
China could show leadership with an instrument to facilitate the scaling up of regional and

bilateral investments, with incentives for green projects. Like the World Bank’s Multilateral Investment
Guarantee Agency (MIGA), it could address political risk and sustainability challenges of large-scale
investment in resources and infrastructure. It could work with the Silk Road Fund, AIIB and BRICS
bank, providing discounted premiums for excellent environmental and social performance.

China should also consider joining the Energy Charter Treaty, which could provide a low cost means

to mitigate overseas investment risks in resources and infrastructure and develop a common set of
rules with dispute resolution mechanisms.”” The benefits to China outweigh the risks of joining, given
the balance of China’s outward to inward investments.”® The short-term benefits apply primarily

to investments in Central and Eastern European countries (especially for non-WTO members),

but China could also encourage resource partners such as Indonesia to join.
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6.2.4 Fostering innovation and reform

Formulate and implement a strategy on resource security under the 13th Five-Year Plan

A new strategy for China’s engagement in global resources governance should be established under
the 13FYP. Aligning China’s domestic and international agendas on resources makes sense, given the
launch of the Belt and Road initiative and China’s increasing role in global governance. China could
play a more active role in global resource governance through the mobilization of domestic actors
such as relevant ministries, think-tanks, enterprises, industry associations and NGOs. This could work
best where domestic actors have particular technical or policy-making expertise, although significant
investment in institutional capacity building would still be required.

Oversight of China’s strategy for engagement in global resources governance would need to be led

by new inter-ministerial arrangements. Central government should coordinate activity in different
departments on international resource issues to enhance efficiency, address complex risks and present
a coherent approach overseas.

Take advantage of new policy options towards 2020

As Chinese companies are increasingly focused on higher value-added, non-extractive activities, they
will have growing opportunities to ‘drive change down’ the value chain, for example through supply
chain standards or technology cooperation with supplier firms.

The size of China’s markets means that domestic regulations could contribute to change in overseas
markets. In the 13FYP period, China could enhance listing and reporting requirements for quoted
companies as capital markets become deeper and more liquid, or market access regulations, in line
with emerging standards in other countries.

Turn China’s new normal into a window of opportunity

China should use its G20 chair in 2016 to promote global resource governance. A number of initiatives
from phasing out fossil fuel subsidies to enhanced coordination around energy data have already been
established under the G20. China should build upon this momentum and take the lead in developing

a coherent agenda for global resource governance, in partnership with Germany and India, the next
two chairs of the G20. Possible topics could include the peaking and phasing out of coal, in light of
national circumstances, and energy and resource pricing. China could also utilize the G20 platform for
a number of ‘quick wins’ (see Table 2). In soft power terms, this would allow China to demonstrate its
commitment to ongoing market reforms and ecological civilization at home and abroad.

China should continue to upgrade its circular economy strategy within the 13FYP and seek international
opportunities to promote this agenda. China is already a leader in the circular economy in terms of scale
of efficiency savings, but it is still developing advanced technological capacities. This is an area where
China could aim to be the global leader by 2020-25. In the short to medium term, the goal should be
to align standards on the circular economy and build global markets for circular economy products,
working with major markets and regional partners that are accelerating action in this area, including
the EU, South Korea and Japan.
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Table 2: Summary of recommendations for China and the international community,
and likely timeframes

‘Quick win’ 2020
Efficient, rules-based global markets

2025

Enhance collaboration and regulatory reform in global resource markets

e Convene a high level informal forum on minerals markets to
facilitate ongoing dialogues and promote common solutions

Explore practical options for improved dialogues and information
* Propose a ‘global metals and minerals report’ P
¢ Avoid damaging export restrictions through win-win
arrangements

e ‘Early warning’ of trade-related measures to identify and
manage tensions

Take the long view in multilateral negotiations towards more
comprehensive solutions

¢ Work with other emerging economies to unblock negotiations
and build momentum

Secure and resilient resource flows

Promote the reform of global energy governance

e China should consider joining the IEA (in tandem with
IEA reforms)

Enhance global and regional energy security mechanisms

e Accelerate agreement of mutually acceptable common
communication and response protocols between the BRICS ( ®
and the IEA

¢ Work towards a regional agreement to manage energy security
in collaboration with South Korea, Japan, India and ASEAN

e Consider establishing an energy transaction database between
BRICS countries and the SCO, for example, and explore energy °
crisis early-warning and an emergency response mechanisms

* Encourage MENA NOCs to develop oil storage in China and
other Asian countries

Contribute to the security and sustainability of shipping routes

e Consider opportunities for enhanced cooperation and
alignment with the Combined Maritime Forces

Open and improved investment

Improve dialogue and information around China’s overseas investments

e Consider joining the EITl to demonstrate best practice and build
capacity

e Publish information and expand dialogues with non-state
actors re. China’s overseas activities

Develop common standards in conjunction with international partners

e Benchmark China’s investment frameworks against
international best practice

¢ Draw on international experience to leapfrog up the learning
curve

e Collaborate with other major economies at the G20 on ‘no-go’
activities, e.g. principles for non-acceptable exploration

Develop governance and financial tools that reduce the risks associated
with resource-related investments

¢ Develop ESG-led finance instruments under the AlIB and others
e Consider joining the Energy CharterTreaty PY
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‘Quick win’

Fostering innovation and reform

Formulate and implement a strategy on resource security under the
13th Five-Year Plan

e Establish a new strategy for China’s engagement in global
resources governance

¢ Make new interministerial arrangements to coordinate activity
in different departments on international resource issues

Take advantage of new policy options towards 2020

* ‘Drive change down’ the value chain through supply chain
standards or technology cooperation, for example

* Leverage domestic regulations to contribute to change in
overseas markets, e.g. leading the way on listing requirements

Turn China’s ‘new normal’ into a window of opportunity

e China could use its G20 chair in 2016 to promote a coherent
global resource governance agenda

e Continue to prioritize the circular economy within the 13FYP
and seek international opportunities to promote this agenda
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7. Conclusions

China and global resource markets have both entered a period of rapid, structural realignment. In
global commodity markets a decade-long demand and investment boom is giving way to deflationary
dynamics and a sharp contraction in global investment. In China, the successful growth model that
has propelled the rapid industrialization and urbanization of the world’s most populous nation is
reaching its limits. Three decades after beginning successful reform and opening up, China faces the
challenge of transitioning to a more measured, consumption-led, and more sustainable growth model.

These phenomena are closely intertwined. The accelerating urbanization and industrialization of China and
other emerging economies were major drivers of the commodities super cycle of the past decade and China’s
shifting consumption pattern is a key contributor to falling prices today. Over the same time, mounting
import dependence and the debilitating environmental consequences of unfettered resource consumption
growth in China began to highlight the limitations of an investment-focused development model.

The speed and scale of the economic realignments have taken most experts and policy-makers by
surprise, but it is already clear that the ramifications reach far beyond the confines of the Chinese
economy or global commodity markets. While the situation remains fluid and the shape of the new
equilibrium, both in China and global resource markets, is still difficult to predict, there is nonetheless
an urgent need to assess the implications of these shifts for policy-makers, in China and globally.

Not everything changes with China’s new normal. Underlying environmental pressures continue to
build at local level, such as water scarcity, land degradation and pollution, and these risks will be
further amplified by climate change. Meanwhile, at global level the next two decades will see 1 billion
people added to the global middle class, and hundreds of millions of people will gain access to modern
energy and water services. It remains a huge challenge to ensure that sufficient and sustainable
investments are channelled into sustainable resource production in coming decades.

Clearly, the politics of resources have shifted in the past two years, along with the immediate priorities
of policy-makers. During the resource boom, policy-makers and businesses in consumer countries
focused on the risks posed by resource nationalism in producer countries, the accompanying rise

in investment disputes, and the proliferation of export restrictions. Today, producer countries are
under economic pressure from falling revenues and investments. The policy debate is shifting to
diversification and cost-cutting, as well as the risk of ‘stranded assets’.

China’s role on the international stage is also beginning to take shape. New resource realities will
provide the backdrop for its emergence and for the shape of its relations with resource-producing
countries. Resource security and sustainability issues have been a focal point in narratives about China
over the past decade. How China responds to the challenges, working with others, will help define
China’s reputation as a responsible actor on the world stage in the next decade.

In global resource governance, the drop in prices and investment is taking the pressure off the heated
politics around natural resources that have characterized the last decade. In this context, policy-makers
in China and around the world should see the price deflation and slowing demand growth in China as
an opportunity for accelerated reform, both in China and in global resource governance.
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Annex: China’s resource
Interdependencies

China’s growing reliance on overseas natural resources has created an expanding web of trade
relations over the past decade, tying the fortunes of resource-reliant economies and China’s economic
development ever more closely together. These interdependencies are reshaping interests, politics,
and diplomacy — not only in China, but among resource exporting nations, and other major importing
countries. This section analyses these evolving patterns with the help of the Chatham House Resource
Trade Database, which tracks resource trade disaggregated by individual commodities at the regional
and bilateral level. It starts by viewing China’s interdependencies across all resources (including
agricultural and forestry resources), before focusing on fossil fuel and metals and mineral resources.

China has sought to invest in the resource sector and to build and strengthen economic and

political partnerships with a number of key regions. In 2014, China’s neighbours in Asia and the
Caucasus (including Russia) accounted for 22 per cent of resource imports in value terms. However,
their importance has been declining relative to five overseas regions that collectively supply around
two-thirds of China’s resource imports: the Middle East and North Africa (20 per cent), South America
(14 per cent), Oceania (13 per cent), sub-Saharan Africa (10 per cent), and North America (8 per cent)
(see Figure 11). The nature of the challenges China confronts as it seeks to expand resource-related
trade and investments varies significantly from region to region.

Figure 11: China’s imports of natural resources by region of origin, 2000-14, billion USD
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Source: Chatham House Resource Trade Database, UN COMTRADE (2015).
Note: Data for mainland China; imports from China region denote intraregional flows from Hong Kong and Macau.
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China’s resource interdependencies by region

Exports from China’s neighbours in Asia and the Caucasus consist broadly of two groups: higher-
value, processed products from more advanced economies and raw materials from less advanced
economies in the region. There is in theory great potential for expanding mutually beneficial resource
trade in the region, but this would require overcoming significant challenges. Political tensions and
concerns have been a key factor in shaping trade and investment in the region, with some countries
trying to limit their dependence on their powerful neighbour.?® The lack of infrastructure to transport
large quantities of resources into China from its northern, southern and western neighbours is another
major constraint on regional resource trade.

To overcome these challenges, China has invested heavily in bilateral diplomacy and cross-border
infrastructure in recent years. China has established ‘strategic partnerships’ with at least 20 Asian
countries, including most of its major resource suppliers in the region. China has also made extensive
investments in cross-border pipelines and ambitious rail and road projects. More recently, under President
Xi, China has begun to complement bilateral diplomacy with a host of regional initiatives, which also feed
into infrastructural investments. The most ambitious of these is the Belt and Road initiative: a composite
of the Silk Road Economic Belt, linking the Eurasian continent, Europe and East Asia through a network
of overland infrastructure and logistical hubs, and the Maritime Silk Road, its naval equivalent, which will
connect China with Europe via ports along South and South East Asia, Africa and the Middle East.

These proposals are backed by a range of new Chinese-led regional funding mechanisms, which
include the Asian Infrastructure and Investment Bank (AIIB) and the Chinese Silk Road Fund.?®
Although the prospect of large-scale investment is welcomed by many in the region, concerns
remain among several of China’s neighbours, most notably India and Indonesia. Natural resource
trade is only one component in China’s rapidly developing and ambitious bilateral and regional
diplomacy. Both Silk Road initiatives, for example, are aimed at cultural exchange as well as broad
economic development across the region. Trade and investment in the resource sector are, however,
likely to remain among the principal vectors in China’s engagement with many of its resource-rich
neighbours, and in regional diplomacy more broadly.

China’s expanding trade links with its neighbours have been overshadowed in recent years by the
much faster growth in imports from five key overseas resource-producing regions. In 2014, these five
regions accounted for around 65 per cent of China’s resource imports in value terms.

Middle East and North Africa (MENA)

The Middle East and North Africa (MENA) is now the most important overseas source of natural
resources to China. China currently depends on the Middle East for approximately one third of the oil
it consumes.”” Political instability in the region is perhaps the single most important risk for China’s
resource security. In order to secure its long-term and growing resource interests in the region, China
has worked hard to strengthen bilateral ties with key producer countries, establishing strategic
partnerships with key oil and gas producers.”> However, conflicts in Libya and Iraq have resulted

in disruption to oil flows and demonstrate how limited the response options are for China.

Oceania region

Australia accounts for over 90 per cent of exports from the Oceania region and has been among
the biggest economic beneficiaries of growing Chinese resource import demand. Imports from the
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region consist mainly of iron ore and coal. China is now Australia’s biggest trading partner, and
Australia is China’s biggest resource supplier — the conclusion of a strategic partnership agreement
between the two countries in April 2013 and the China-Australia Free Trade Agreement (ChAFTA) in
2014 will support the continued expansion of this trade relationship. Despite the strong economic ties,
however, bilateral relations have at times been tense. Australia has been critical of China’s role in the
South China Sea””® and apprehensive about Chinese investments in strategic assets; several takeovers

in the mining sector have been blocked on national security grounds.””

North America

A large share of North American resource trade with China consists of agricultural products, such

as large quantities of soybeans from the US and other oilseeds like rapeseed from Canada, as well

as forestry products. Soybean imports are closely linked to China’s fast-expanding meat production.
Large quantities of metals, particularly copper, gold and nickel, are also being exported. The region
may also emerge as a significant future source of fossil fuel exports to China, if the North American
surge in unconventional gas and oil can be sustained and if significant regulatory hurdles and
infrastructure bottlenecks can be overcome. While the US and Canada have been keen to benefit from
fast-growing Chinese imports and investments in the resource sector, major acquisitions in the sector
remain a politically sensitive issue.””

South America

South America is the fastest-growing export region to China, supplying a wide variety of

resources from fossil fuels and metals to agricultural and forestry products. Its importance as a
supplier to China is likely to grow further — in 2014 President Xi announced the goal of boosting trade
with the region to half a trillion dollars per year and boosting China’s foreign direct investment (FDI)
in the continent to $250 billion.””® This cooperation is underpinned by increasingly strong political
ties, with many countries in the region perceiving China as a useful counterweight to the influence
of the US.?” China’s relations with Latin American countries are, however, not without tensions.
Concerns have been raised over the environmental and social practices of Chinese investors and
over the imbalanced nature of the trading relationship — China’s imports from the region consist
overwhelmingly of unprocessed natural resources, while Latin America has become an important
destination for Chinese manufactured goods.”’® A growing number of trade restrictions aimed at
shielding domestic industry from Chinese competition have been imposed.””®

Sub-Saharan Africa

Sub-Saharan Africa has emerged as another fast-growing resource supplier to China in a relatively
short time. The lion’s share of African resource exports still consists of fossil fuels, particularly crude
oil from Angola and the Sudans. This is followed by metals, including iron ore, precious metals and
chrome from South Africa, bauxite from Guinea, gold from Ghana, and copper from Zambia and the
Democratic Republic of the Congo. Mozambique and Tanzania have the potential to become important
suppliers of gas and oil following significant offshore discoveries. Guinea and a number of its West
African neighbours may also emerge as significant sources of iron ore, although the immediate
prospects for greenfield mega-sites such as Simandou remain uncertain in the current macroeconomic
climate. At present, however, Africa remains a relatively small player in global resource production
compared with other regions, despite the attention it receives as a major destination for foreign energy
and mineral resource investment and land acquisitions.*®
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Key concerns for China

The concentration of resources among relatively few suppliers is a key resource security concern for
China. Just 18 trade partners — each exporting over $10 billion worth of natural resources to China per
year — together account for over 70 per cent of China’s total resource imports (see Table 3). Four are
China’s neighbours (Russia, Japan, South Korea, and Indonesia), five are Middle Eastern oil exporters
(Saudi Arabia, Iran, Oman, [raq and UAE), three are South American (Brazil, Chile and Venezuela),
two are African (Angola and South Africa), and four are advanced economies that are resource-rich
(Australia, the US and Canada) or processing centres (EU).

Table 3: China’s top resource trade partners in 2014 (trade flows over $10 billion)

Exporter Resource Share of  Key products (share of resource exports to China) Share of China in
exports China’s overall resource
to China overall exports
(USD resource
billion) imports

Australia 86.0 13% Iron ores and concentrates (59%), Hard coal and coke 35%

(10%), Gold (7%), Copper (5%)
Brazil 44.8 7% Soybeans (41%), Iron ores and concentrates (35%), Crude 27%

oil (9%), Wood pulp, chips and particles (4%), Skins, hides
and leather (2%)

us 41.2 6% Soybeans (38%), Copper (9%), Wood waste and waste 1%
products (6%)

Saudi Arabia 38.0 6% Crude oil (97%), Refined oil (2%), Other gas, 13%
liquefied (1%)

Russia 31.2 5% Crude oil (67%), Sawn wood (4%), Logs and roughly 6%
treated wood (4%), Nickel (4%), Hard coal and coke (4%)

Angola 31.0 5% Crude oil (99%) 52%

EU 29.9 5% Copper (20%), Gold (15%), Rolled iron and steel (6%), 3%
Pork (5%), Wood waste and waste products (4%)

Iran 23.3 4% Crude oil (89%), Iron ores and concentrates (4%), Refined 49%
oil (1%)

Oman 224 3% Crude oil (99%) 48%

Iraq 20.7 3% Crude oil (100%) 25%

Chile 19.5 3% Copper (79%), Wood chips, pulp and particles (6%), Iron 29%
ores and concentrates (6%), Fruit and berries (4%)

Japan 14.8 2% Rolled iron and steel (32%), Copper (23%), Iron and steel 20%
scrap (9%), Refined oil (8%), Wood waste and waste
products (4%)

Canada 14.4 2% Other oilseeds (21%), Wood pulp, chips and particles 6%

(13%), Sawn wood (10%), Copper (9%), Iron ores and
concentrates (8%)

South Korea 13.7 2% Refined oil (44%), Rolled iron and steel (27%), Copper 15%
(13%), Aluminium (4%), Skins, hides and leather (3%)

Indonesia 13.6 2% Low rank coal (27%), Palm fruit (17%), Hard coal and coke 13%
(14%), Wood pulp, chips and particles (10%), LNG (6%)

United Arab 12.9 2% Crude oil (70%), Other gas, liquefied (24%), Refined oil 8%

Emirates (2%), Copper (1%), Other oil seeds (1%)

Venezuela 1.2 2% Crude oil (74%), Refined oil (23%), Iron ores and 17%
concentrates (2%)

South Africa 10.8 2% Iron ores and concentrates (42%), Chromium (19%), 16%

Platinum (11%), Manganese (8%), Wood pulp, chips and
particles (4%),

Source: Chatham House Resource Trade Database, UN COMTRADE (2015).
Note: Data for mainland China, excludes China interregional flows.
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From China’s perspective, its resource import profile is actually more diversified than that of other
major importing regions in aggregate terms. The top five resource suppliers account for just 36 per
cent of China’s imports, by value, compared with 42 per cent for the EU and 51 per cent for Japan.
The top five resource suppliers to the US provide 63 per cent of total resource imports, though the US
meets much of its own resources consumption. Australia is the only country that provides more than
10 per cent of China’s resource imports. Only three other countries (Brazil, the US and Saudi Arabia)
account for more than 5 per cent of China’s imports each.

However, for some specific commodities there are examples of higher concentrations. Across six
critical import streams, the four largest suppliers provide between half and four-fifths of China’s
imports (Table 4). Australia accounts for 59 per cent of iron ore; Australia and Indonesia provide 40
per cent and 31 per cent of coal, respectively; Turkmenistan supplies 40 per cent of gas; and Chile 24
per cent of copper imports.

Table 4: Share of top four suppliers of key commodities, 2014

Resource Share of four largest Countries (share in total commodity imports)

suppliers
Crude oil 52% Saudi Arabia (16%), Angola (14%), Russia (12%), Oman (10%)
Coal 84% Australia (40%), Indonesia (31%), Russia (7%), North Korea (5%)
Gas and LNG 79% Turkmenistan (40%), Qatar (29%), Myanmar (6%), Malaysia (5%)
Copper 47% Chile (24%), EU (10%), Peru (7%), Australia (7%)
Iron ore 85% Australia (59%), Brazil (18%), South Africa (6%), Ukraine (2%)
Potash 80% Russia (24%), Belarus (22%), Israel (18%), Canada (16%)

Source: Chatham House Resource Trade Database, UN COMTRADE (2015).
Note: Data for mainland China, excludes China interregional flows.

Box 9: China’s experience of supply disruptions

So far, China has not experienced any large-scale import-related disruptions in resource supply.

Past global supply disruptions, e.g. during the oil shocks of the 1970s or during the GulfWar in 1991,
had limited impacts on China, which at the time was still a net exporter of crude oil. But several
smaller-scale disruptions have affected Chinese import streams in recent years, which demonstrate
the growing exposure of the Chinese economy to shocks as a result of market concentration and

the proliferation of export restrictions; threats to the security of key resource corridors and maritime
chokepoints; and overseas investments in resources that have underperformed and embroiled China
in political, environmental and social risks.

India: Since 2010, iron ore export bans and tariffs have contributed to a 72 per cent decline in iron

%" India was the third-largest iron ore exporter to China in 2011,°® but in 2014-15

ore exports to China.
the country became a net iron ore importer, buying 15.5 million tonnes.”® China mitigated declining
Indian exports by increasing iron ore imports from Australia and Brazil, but was still exposed to the
immediate price impact. The disruption was estimated to have added approximately $40 per tonne to

global iron ore prices in early 2013.”*
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Indonesia: In January 2014 Indonesia banned raw nickel exports in an attempt to increase
in-country beneficiation.” Indonesia accounts for 20 per cent of global nickel production,’®®

and approximately 90 per cent of its nickel ore exports in 2013 went to China.”® Chinese nickel
consumers stockpiled at least 18 million tonnesin anticipation of the ban, and the price of
imported nickel increased by over 35 per cent in the six months following implementation of
the ban.The Philippines has emerged to fill the supply gap, accounting for 74 per cent of China’s

nickel imports in 2014,%%

but its use increases costs at the processing stage by 30 per cent due
to its lower quality. China’s nickel, pig iron (NPI) output is expected to drop from around 485,000

tonnes in 2013 to just 360,000 tonnes in 2015.2%

South Sudan: South Sudan’s oil production rapidly increased following the country’s secession from
Sudan in July 2011, rising from an average of 50,000 barrels per day (bpd) in 2012 to 245,000 bpd
by December 2013.® China is South Sudan’s largest investor,”®' and accounted for 80 per cent of the

292

country’s oil exports in 2012.” However, conflict since mid-December 2013 has reduced production

293

by approximately 35 per cent™ resulting in an 85,000 bpd shortfall for China. Chinese assets are

heavily exposed to the conflict — CNPC is the largest investor in South Sudan and has operations in

294

Upper Nile state, the only region to continue production.™ In early 2015, over 400 Chinese nationals

were reportedly evacuated from the facility as conflict intensified.”

Key concerns for exporters

Established and emerging resource-exporting economies, by contrast, are engaged in a balancing
act. On one hand, many are seeking to gain and maintain access to the Chinese market, and court
Chinese investment in their resource sectors. On the other hand, governments in many producer
countries are concerned about growing dependence on China. With the exception of four trade
partners (the US, the EU, Japan and South Korea), China’s top 18 suppliers depend on the resource
sector as engine of their economies and exports. On average, one-fifth of the exports from these
countries goes to China, although some exporters are more exposed, including Angola (52%),
Australia (35%), Iran (49%) and Oman (48%).

However, there is another group of smaller producers for whom China’s resource demand is

equally important. As Figure 13 illustrates, China accounts for at least 80 per cent of overall resource
exports from South Sudan (98%), North Korea (95%), Sierra Leone (92%), Turkmenistan (85%)
and Mongolia (84%). Some of the lowest income and least developed countries in the world are
heavily dependent on China; for fossil fuels the list includes Laos (95% of total fossil fuel exports),
the Democratic Republic of the Congo (76%), Sudan (63%) and Congo (58%) while for metals and
minerals it includes Liberia (60% of total metals and minerals imports) and Eritrea (60%). China’s
resource demand and its choices as trade and development partner will have major implications for
these countries.
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Figure 13: Share of China as a percentage of total country exports in 2014 (where exports to

China equal one-third or more of total resource exports)
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Source: Chatham House ResourceTrade Database, UN COMTRADE (2015).

The Chatham House Resource Trade Database

The Chatham House Resource Trade Database reorganises UN COMTRADE data around natural
resources, and reconciles reports from exporters and importers to produce single entries — each
representing the aggregate value (US$) and weight (kg) of a single commodity flow from one
country to another over one year. Further information on the Database is available at:
https://www.chathamhouse.org/about/structure/eer-department/resource-trade-database
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Acronyms and abbreviations

AIIB
APEC
ASEAN
BASIC
BRICS
CASS
CBRC
CCCMC
CDB

CE
CEECs
CELAC
ChAFTA
CITIC
CMF
CNOOC
CNPC
COMTRADE
COP
CPC
CTF-151
DRC
ECOSOC
ECT
EIA
EITI
EMF
ESG

EU

FAO

FDI
FOCAC
FYP
GATT
GDP
GGFR
GGGI
G20
G77
IBRD
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Asian Infrastructure Investment Bank
Asia-Pacific Economic Cooperation
Association of Southeast Asian Nations
Brazil, South Africa, India and China

Brazil, Russia, India, China and South Africa
Chinese Academy of Social Sciences

China Banking Regulatory Commission

China Chamber of Commerce of Metals, Minerals and Chemicals

China Development Bank

circular economy

Central and Eastern European countries

Community of Latin American and Caribbean States
China-Australia Free Trade Agreement

China International Trust and Investment Corporation
Combined Maritime Forces

China National Offshore Oil Corporation

China National Petroleum Corporation

UN Commodity Trade Statistics Database

Conference of the Parties

Communist Party of China

Combined Taskforce 151 (Counter piracy)
Development Research Center of the State Council (China)
United Nations Economic and Social Council

Energy Charter Treaty

Energy Information Administration

Extractive Industries Transparency Initiative

Ellen MacArthur Foundation

environmental, social and governance

European Union

Food and Agriculture Organization of the United Nations
foreign direct investment

Forum on China—-Africa Cooperation

Five-Year Plan

General Agreement on Tariffs and Trade

gross domestic product

Global Gas Flaring Reduction Partnership

Global Green Growth Institute

Group of Twenty

Group of 77

International Bank for Reconstruction and Development
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ICBC
ICSID
ICT

IEA
IAEA
IEF (JODI)
IFC

IGF
IMF
IMO
INE
I0C
I0PC
IPCC
IRENA
IRTC
Kp

LDC
LME
LNG
MARPOL
MENA
MIGA
MLR
MOFCOM
NACA
NAM
NDB
NDRC
NEA
NGO
NOC
NPI
OECD
OPEC
PV

SCO
SCP
SGE
SHADE
Sinopec
SOE
TPP
TTIP
UN
UNCHE
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Industrial and Commercial Bank of China

International Centre for Settlement of Investment Disputes
information communications technology

International Energy Agency

International Atomic Energy Agency

International Energy Forum (Joint Oil Data Initiative)
International Finance Corporation

Intergovernmental Forum on Mining, Minerals, Metals and Sustainable Development
International Monetary Fund

International Maritime Organization

Shanghai International Energy Exchange

international oil company

International Oil Pollution Compensation Funds
Intergovernmental Panel on Climate Change
International Renewable Energy Agency
Internationally Recommended Transit Corridor

Kyoto Protocol

least developed country

London Metal Exchange

liquefied natural gas

International Convention for the Prevention of Pollution from Ships
Middle East and North Africa

Multilateral Investment Guarantee Agency

Ministry of Land and Resources

Ministry of Commerce

China National Coal Association

Non-Aligned Movement

New Development Bank

National Development and Reform Commission
National Energy Administration

non-governmental organization

national oil company

nickel pig iron

Organisation for Economic Co-operation and Development
Organization of the Petroleum Exporting Countries
solar photovoltaic

Shanghai Cooperation Organization

sustainable consumption and production

Shanghai Gold Exchange

Shared Awareness & Deconfliction

China Petroleum & Chemical Corporation

state-owned enterprise

Trans-Pacific Partnership

Transatlantic Trade and Investment Partnership

United Nations

United Nations Conference on the Human Environment
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UNCITRAL
UNCLOS
UNCLOS (IA)
UNCTAD
UNDRIP
UNEP
UNFCCC
UNGA
UNIDO
USGS
WBCSD
WEF
WSSD
WTO

7

United Nations Commission on International Trade Law

United Nations Convention on the Law of the Sea

United Nations Conference on Trade and Development (Implementing Agreement)
UN Conference on Trade and Development

United Nations Declaration on the Rights of Indigenous Peoples
United Nations Environment Programme

United Nations Framework Convention on Climate Change
United Nations General Assembly

United Nations Industrial Development Organization

US Geological Survey

World Business Council for Sustainable Development

World Economic Forum

World Summit on Sustainable Development

World Trade Organization
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