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Abstract: In this article, it will undertake a comprehensive examination of "patient capital”
within the context of China's foreign direct investment (FDI) in Africa, introducing the
concept and its distinctive characteristics. This analysis is framed against the backdrop of
China's evolving economic and trade relationships with other nations. Firstly, it will provide
a brief literature review outlining the essence of patient capital and its application in China's
FDI strategies. Subsequently, this paper will delve into the historical trajectory of China's
direct investment in Africa, examining shifts from state-owned enterprises (SOEs) to private
enterprises and their subsequent impacts on African economies. This section underscores the
emergence of long-term oriented "patient capital" approaches, challenging perceptions of
China's investments as purely altruistic. Furthermore, it will analyze the structural
composition of China's investments in Africa, emphasizing the strategic focus on long-term
gains and relationship-building. This analysis sheds light on the transformational nature of
China's engagement in Africa, fostering sustainable development and enhancing African
countries' autonomous production capacities. To contextualize China's approach, this paper
will compare it with that of the United States, exploring differences in investment strategies,
motivations, and their respective outcomes on African nations. Utilizing case studies, it will
assess the multi-faceted impacts of these investments on African economies and their
contributions to China's domestic economic advancement. This comparative analysis
underscores the practical significance of China-Africa cooperation, highlighting a historical
opportunity for mutual benefit and win-win outcomes. By emphasizing sustainable
development and capacity-building, China's FDI in Africa presents a compelling narrative of
shared prosperity and growth.
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1. Introduction

As China's investments in Africa continue to increase, coupled with the public's often ingrained
perception of Africa as impoverished, there is a growing sentiment within China that views direct
investments in Africa as acts of charity, or that China is engaging in altruistic but self-detrimental
activities. Besides, there are opinions that claims that China's direct investment in Africa is a form of
neocolonialism [1]. Nevertheless, this article does not agree with these viewpoints, which pursue
short-term gains while neglecting long-term benefits and the possible win-win scenarios. Instead, the
article argues that China's investments in Africa have the following characteristics: They are based
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on raising the modernization levels of African countries, thereby pursuing long-term returns. Also,
China's investments in Africa are led by national initiatives. Besides, these investments also promote
economic development within China.

Based on these characteristics, I believe that the reason why Chinese FDI is increasingly strong is
that China's direct investment in Africa represents a historical opportunity to develop for both China
and Africa.

2. Literature Review

China's type of foreign direct investment capital is distinct from "mobile capital" as it represents a
form of "patient capital." This type of capital is willing to accept high-risk investments and is
supported by the Chinese government through both explicit and implicit subsidies. Additionally,
Chinese "patient capital” also encompasses "long-term" endowments [2].

Considering these characteristics of China's foreign direct investment, rather than seeking short-
term gains from its investments in Africa, China prefers to act as a "venture investor." This means
focusing on early-stage investment and the development of the industrial base to pursue the possibility
of the potential for profits being realized in the future, or in other words, China's patient capital is
characterized by investing in "relationships". Investors voluntarily inject funds into recipient
countries or partners, prioritizing long-term returns that come as the borrower or investment project
grows or expands, over short-term gains.

From another perspective, which this article mainly argues about: as a "new historical opportunity",
China's patient capital can be understood as a "new type of rising power." Just like the "One Belt,
One Road" initiative, instead of using investments or initiatives as tools or weapons for traditional
geopolitical confrontations, China is more inclined to use these methods to complement existing
international and regional institutions [3].

In general, compared with Western countries, China places much more emphasis on the profits
brought by the development of African countries, rather than viewing them merely as sources of raw
materials. So, for China, it will use the “power to withdraw” very carefully, thus enhance the host
countries’ capability to draw resources. Then, on the base of these countries’ development, China can
gain a lot through these projects with stability. It should be notice that the opinion that claims that
China is create a new trap of debt created by western media has misunderstood the Chinese FDI,
mainly because that China provides a substantial way for these countries to pay for the investment,
China “help” them, instead of “robbing” them. Or in other words, China help African countries to
establish the market and benefit by sharing the interest created by the market.

3. The Historical Evolution of China's FDI in Africa

China’s FDI in Africa has been formed for a long time. In my view, the process can be split into two
stages, and both has their own characteristics.

3.1. The First Stage

The large-scale China’s FDI in Africa has begun in around 1990s, and almost all the pioneers are
state-owned enterprises (SOEs). As the basic power who trying to explore a blue ocean market, the
task or the target for them is focused on the resource development and infrastructure building. Large
state-owned enterprises such as China National Petroleum Corporation (CNPC) and China State
Construction Engineering Corporation (CSCEC) began large-scale investment and construction
projects in Africa as early as the early 2000s. In addition, state-owned financial institutions such as
the Export-Import Bank of China and the China Development Bank have provided substantial
financial support for these investments.
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With the strong back up of the Chinese government, the SOEs indeed make differences in African
countries. For example, in 1996, when Western oil companies withdrew from Sudan due to the harsh
natural environment and war, China National Petroleum Corporation (CNPC) entered Sudan with its
own capital and technology, at the invitation of the Sudanese government. In a decade, with the help
of China, Sudan established a complete set of oil exploration, drilling, crude oil extraction, processing
and petrochemical product production, with advanced technology and matching scale. Driven by the
rapid development of the oil industry, Sudan's transportation, manufacturing and construction
industries have made great progress. Sudan has grown from a poor country with almost no modern
industry to a developing country with rapid industrial development. At present, from the perspective
of the oil industry alone, Sudan produces aviation kerosene, gasoline and diesel not only to meet its
own needs, but also to export part of it. Driven by the oil industry, Sudan's national economy has
developed at an average annual growth rate of 8, 000 in recent years, ranking 1st among the six North
African countries [4].

The action taken by the CNPC is representing the Chinese SOEs’ action in Africa: these
enterprises firstly trying to help these countries to enhance their own capability to produce, help them
to develop economy independence. After that, the interest came to the position.

3.2. The Second Stage

Chinese private companies account for 90% in 2021 of the total number of Chinese companies
investing in Africa, and 70% of the value of Chinese FDI, according to the Chinese Ministry of
Commerce. By the end of 2010, the number of Chinese companies operated in the continent was
1,955, with more than 100 state-owned actors [5]. So, it’s obvious that after the SOEs’ exploration in
the African market, the Chinese private companies see the potential that the Africa has. Instead of
saying that the Chinese private companies follow the SOEs because of the direction made by the
policy makers, maybe the fact is that they are captivated by Africa’s future, much like Western
companies were charmed by China’s 40 years ago.

3.3. The Characteristics of the Chinese FDI in Africa

Totally speaking, based on the two stages ,we can withdraw some characteristics of the Chinese FDI
in Africa: Early Dominance by State-Owned Enterprises (SOEs); Strong Government Support in
early stage; Emphasis on Enhancing African Countries' Autonomous Production Capacity; Increasing
Dominance by Private Enterprises

Based on these characteristics, we can do further analysis in the advantage of Chinese FDI to
Africa.

4. The Difference Between Chinese FDI and US FDI

The unique characteristics of Chinese FDI stand in contrast to conventional wisdom, highlighting a
long-term focus rather than short-term gains. Notably, Chinese private enterprises dominate
investment in Africa, challenging perceptions of risk aversion and profit maximization. Furthermore,
a comparison of Chinese and US FDI flows to Africa reveals a marked shift, with China surpassing
the US since 2012.

4.1. Chinese FDI: an Exception to the Common Sense

It seems that the Chinese FDI is more like the investment on the long-term interest than the investment
for short-term interest. Thus, it’s naturally to think the private companies won’t be willing to invest
in the project located in Africa. But the fact is Chinese private companies account for 90% in 2021
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of the total number of Chinese companies investing in Africa, and 70% of the value of Chinese FDI
just as the last part we mentioned. So, what makes things so different from the common sense?

We intend to believe that private companies always try to optimize their benefits and dislike high
risks. It's true, but we should also realize that this common perception assumes that we consider all
enterprises to be of the "Western type," I mean, the type that focuses on high value-added production
processes.

Thus, the reason why the “common sense” loses its effectiveness to describe the situation that
Chinese private companies flooded into Africa becomes clear. It mainly because Chinese private
companies originated from the manufacture, which happens to meet the Africa’s needs.

4.2. The Current Situation of Chinese FDI and US FDI to Africa

Firstly, here is a line chart (Figure 1) showing the Chinese FDI vs. US FDI to Africa. It’s obvious
that after 2012, US FDI to Africa began to fall behind Chinese FDI to Africa, and until 2022, the US
has never surmounted China on this value. It seems that America's performance in this area is
increasingly weak, while China is increasingly strong. Briefly, we can see a very stable increase when
we look to Chinese FDI situation [6].

Chinese FDI vs. US FDI to Africa, Flow

billion US$

China

us.
Figure 1: Chinese FDI vs. US FDI to Africa [7, 8].

4.3. The Reason behind the Phenomenon

This section discusses the contrasting investment strategies of China and the US in Africa, introducing
two distinct labels: "Gold Fever" for US FDI focused on short-term, profit-driven investments with
high risks, exemplified by Moderna's failed vaccine plant, and "Good Friends" for China's more
durable, risk-tolerant FDI aligned with Africa's industrial needs. It explains why China's investment
model, based on its manufacturing prowess and suitability to Africa's capacity, has surpassed the US
in Africa, creating a win-win situation by enhancing Africa's production capacity and resource
absorption while helping China address overcapacity issues.

4.3.1.The Meaning of Gold Fever

The FDI from the US mainly focus on the trade and “humanitarian” affairs. It’s true that it can help
the US get a little benefit by exploring new market, but the efficiency is limited, or even worse, suffers
from the loss rather than gets the benefit.

Take Moderna's investment plan in Africa for an example. In 2021, Moderna announced a plan to
invest $500 million in Africa to build a new mRNA vaccine manufacturing facility in Kenya that will
produce 500 million doses per year. The initiative aims to boost the continent's vaccine production
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capacity to tackle diseases that continue to threaten global health, including the COVID-19 pandemic.
However, Moderna's investment plans in Africa have not worked out exactly as expected. Due to
market demand, affordability and lack of orders, Moderna decided to stop further development of the
African plant and admitted that it suffered more than $1 billion in losses as a result.

Through the case we can see that the US companies cannot bear the high risk. Additionally,
without the quick interest, the investment means nothing to them. So, I prefer to call these investment
as “Gold Fever”, which is mainly focus on the one-direction benefits.

4.3.2.The Meaning of Good Friends

In contrast, the FDI from China is more durable and more risk tolerant. Before we clarify the issue
that why we use the word “suitable”, we should know the needs of the African economy. The
fundamental situation of Africa economy is that Africa only has weak capacity to undertake industries,
also, it is necessary for Africa to build up basic autonomous production capacity. What’s more,
African countries are trying to get rid of the previous race to the bottom.

After knowing that, we looking back to the benefit that Chinese companies can offer to African
countries. The most important benefit for African countries is that Chinese companies try to minimize
withdrawals. Chinese manufacturing industries is suitable for Africa’s weak capacity to undertake
industries.

Both of China and Africa needs each other to handle some crucial issues, none of them can get
benefit without each other, and that’s why I call them as “Good Friends”.

4.3.3. Situations

At the beginning of the analysis, we should do some basic classification of the situation. The
performance of strong investment is large scale, large scale means large investment intensity,
investment intensity can explain two points: First, the project is profitable, this is the base of the
investment. Then, the interest agent can fight for it, without that there won’t be any possibility to
make interest.

Both China and the United States meet the condition of chasing the profitability, but the
prerequisite for pursuing interests can only be met by China, that is, commensurate with Africa's
actual industrial undertaking capacity.

The global system of the United States and its capitalist production habits require the United States
to put many "broad sense" manufacturing industries in the middle of the industrial chain (including
the whole industrial chain of heavy machinery, civil engineering and other industries involved in
manufacturing) to other countries to maximize the benefits. China, as a “semi-peripheral nation”, it
has undertaken the manufacturing part of the global industrial chain, and through the continuous
development of reform and opening, it has become the most complete country in the global
manufacturing system [9].

Based on the above basic facts, it is not difficult to find that the problem is that the previous de-
manufacturing behavior of the United States led to the deepening of the hollowing out of the
American manufacturing industry, resulting in a huge gap between the investment capacity of the
United States and the economic foundation of Africa, or in other words, Africa's industrial capacity
cannot accept the industrial transfer and investment of the United States. It is precisely because of the
existence of this gap that American companies cannot anchor in the blue ocean market in Africa, so
they have been away from the blue ocean market in Africa, and focus on education, finance and other
industries, also raw materials and energy industries. The basic logic is that America sees Africa more
as a source of raw materials than as a potential economy.
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As China's industrial transfer and investment are commensurate with Africa's industrial
undertaking capacity, the African blue Ocean market that is in line with China's investment capacity
is being explored [10]. The saturation of the US market in Africa contrasts with the continuous
development of the Chinese market in Africa, so the "Gold Rush" investment model is gradually
declining to the "Good Friends" investment model.

4.3.4. Win-win Situation

Let's start our analysis from an African perspective. Africa's economic situation is very similar to that
of China in the early days of reform and opening, with a large number of cheap labors, a low level of
industrialization, and poor infrastructure. Therefore, Africa's historical development dilemma has
never been the traditional "resource curse” but is more likely to be based on its colonial history, which
limited its ability to produce on its own and forced it to export raw materials and energy [11]. It is
precisely because of the congenital defect of being unable to produce independently caused by the
colonial history that African countries choose to race to bottom to attract foreign investment when
pursuing their own development, which further limits Africa's economic autonomy. China's long-
term oriented "patient capital", based on the characteristics of its capital type, will minimize the
possibility of using its withdrawal right. On top of that, the absence of policy conditionality has eased
the race to bottom. In addition, based on the similarity of economic development between China and
Africa, China's manufacturing industry and private enterprises meet the access conditions of Africa's
blue ocean market to a large extent, thus helping African countries optimize their production level
and resource absorption capacity.

Maybe we can use some cases to prove the effectiveness of the Chinese Disaccording to the IMF
database, from 1991 to 2004, the proportion of income tax, profit tax and capital gains tax in
Ethiopia's total tax revenue showed a significant downward trend. But after a large influx of Chinese
capital into Ethiopia in 2004, the index rose overall. As a direct tax representative, income tax and
profit tax are very important for a country to optimize its tax structure. The optimization of tax
structure itself also indicates the improvement of national resource absorption capacity. Besides, we
can also see a sharp increase in Ethiopia’s volume of exports of goods and services after 2004, and
keep the growth percentage above 0%, except for 2008’s global financial crisis & 2020’s COVID-19,
which also shows that with the influx of Chinese FDI, Ethiopia improves its capability to produce
and keep the growth stably [12].

Then, the Chinese perspective. As mentioned above, the economic situation in Africa is very
similar to the situation in the early days of China's reform and opening, which also means some
problems of today’s Chinese enterprises from another perspective: the domestic market is close to
saturation, resulting in excess capacity, which makes some companies must explore overseas markets
[13]. In fact, this is also the same as China's previous industrial transfer to developed countries, that
is, China and Africa are undertaking marginal technology, which is mainly limited by their own
industrial capacity [14].

Take SANY as an example. As a heavy machinery manufacturer, SANY's products have gradually
grown in the process of China's domestic infrastructure construction. However, according to Figure
2, with the gradual saturation of China's domestic real estate industry and infrastructure in recent
years, the domestic demand for heavy machinery is also gradually decreasing. Meanwhile, we can
see a gradual increase in the foreign revenue value, in which Africa market share is very significant.
In other words, China also needs Africa countries to deal with the problem of overcapacity.
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Figure 2: SANY's domestic and international revenues [15].
Conclusion

China's FDI in Africa represents a new historical opportunity for win-win cooperation between the
two continents. By leveraging its unique advantages in manufacturing, technology, and capital, China
is helping African nations to achieve sustainable economic growth and industrialization. At the same
time, China's investments in Africa are also contributing to the country's own economic development
by opening new markets and sources of revenue. This mutually beneficial relationship is set to
continue and deepen in the years to come, as both China and Africa strive to build a shared future of
prosperity and development.
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