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Introduction

Introduction

In many countries, the oil, natural gas and mining sectors are plagued by con-
flict and corruption. As a result, while such countries have abundant natural re-
sources, these are translated only into very slow economic growth rates and increas-
ingly acute poverty. This phenomenon is often referred to as the "resourcecurse" .

According to statistics from 2011, investment in natural resources such as
energy, mining and electricity represents 75% of all Chinese investment over-
seas. Access to natural resources has become the key factor sustaining the devel-
opment of the Chinese economy and guaranteeing China’s long — term energy se-
curity. The investment in the natural resource sector is categorized as capital — in-
tensive investment, and the recovery of investmentdemands long — term social sta-
bility in countries where investments are made. Since the 1970s though, the natu-
ral resources sector has experiencedone crisis after another, with a large number
of environmental and social crises occurring in 1980s and 1990s. During this peri-
od, public opinion began to turn sharply against the natural resources industry,
resulting in unprecedented social conflict in a number of resource rich countries
across the globe.

For Chinese companies, a greater risk is associated with the fact that 80% of
Chinese investments are concentrated in resource rich countries in Asia, Africa
and Latin America. Of these, many are conlflict — afflicted or post — conflict coun-
tries, such as Myanmar, Cambodia, Pakistan, Angola, Sudan, Libya, Syria, E-
gypt and the Democratic Republic of Congo. While China has quickly become the

top investor in many of these countries, it has also become highly exposed to
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non — technical risk associated with conflict. This risk has increased as fragile and
conflict — afflicted states have come under tremendous pressure as a result of the
global finance crisis, which has driven social, sectarian or ethnic conflict within
many countries. Chineseenterprises are in general not sensitive to conflict risk,
and many are completely blind to or lack understanding of deep fault lines within
societies where they are investing which can have the effect of perpetuating or
causing conflict. For example, Chineseenterprises suffered great losses in Libya,
Syria, Sudan, Egypt and Myanmar over the past five years as these countries ex-
ploded into or experienced sustained conflict. Chinese companies failed to predict
these conflicts or take measures that might mitigate their losses, illustrating the
lack of understanding ofchallenges that Chinese investors face in conflict — afflic-
ted states.

I. Investment Security in Conflict — afflicted States: Assessing the Lev-
el of Risk ‘

According to the guidance of organizations like the United Nations Global
Compact, conflict — afflicted states are characterized by highly complex patterns of
relationships between actors with clashing interests. Competition for control over
resources in such countries tends to be intense, while local legal frameworks are
not able to properly mediate relationships between clashing interest groups. Legal
and political structures do not properly reflect the rights of all parties, especially
disadvantaged groups and poor communities, often adding to the complexity of the
conflict. Channels for expressing grievances and mediating conflicts are often
nonexistent, or are controlled by a dominate group not representative of the broa-
der population.

Investing in such a context will undoubtedly have some type of impact on the
relationship between parties to conflict, although in the initial stage of operations,
it may be difficult to perceive the nature of the impact and the associated risk it
implies to the investor and the locality. During the initial stages of a project,
many investors lack knowledge of the local situation, and their activities can un-
intentionally exacerbate conflict, especially if they are perceived as becoming too

close to a particular party or allying with a particular group to the potential deter-
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minant of an adversary. In extreme cases, a project might advance the interests of
one party in a way that can transform latent social cleavages into violent conflict.
By triggering conflict in such a manner, the project not only threatens to destabi-
lize a fragile balance of local interests, but can also threaten the safety of the
company, its staff and local constituents.

For example, in June 2011, violent conflict broke out between ethnic armed
groups and the Myanmar government armyin northern Myanmar when a Chinese —
invested hydropower project located adjacent to a ceasefire line was perceived as
threatening the security of one of the largest ethnic minority groups. Fighting be-
tween the two armies resulted in serious damage to the hydropower project, and
ultimately led to the collapse of a ceasefire agreement, triggering violent conflict
throughout northern Myanmar. Only three months later in September 2011, an-
other project, the Chinese — invested Myitsone Dam project with investment of
220 billion RMB, also became embroiled in the conflict. The Burmese government
subsequentlysuspended the project citing strong public opposition.

While these events in Myanmar came as a shock to Chinese companies, such
phenomenon are by no means exceptional. In 2011 alone, according to statistics
from the Department of Consular Affairs of the Chinese Ministry of Foreign Af-
fairs, China had to manage over 30,000 requests for consular assistance and pro-
tection: most of these related to attacks by local interest groups against Chinese
construction projects.

In the examples above, conflict almost universally arose from latent tensions
and unseen risks, taking investors by surprise. In contexts where laws and legal
enforcement are inadequate, simply following the local laws can result in opera-
tions that are unaware of social issues and which severely damage the local envi-
ronment and negatively impact communities, thereby exacerbating local griev-
ances and exposing companies to significant risk. If a company subsequently fails
to perceive and respond to such grievances, tensions can continue to escalate to a
point at which the company loses the acceptance of the community and itssocial
license to operate. For investors that lack cross — cultural management experience

or sensitivity, such problems can become even more acute. What can be most
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frustrating for all parties is the inability on the part of the investor to identify the
problem - afterconflict results in loss, many investors attempt to explain what
has happened through conspiracy theoriesor by simply writing off such risks asbe-
ing out of their control.

An old Chinese proverb states that the wise look internally for solutions to
problems, while the foolish blame their neighbors. This raises the question -
when investing in conflict prone states is conflict risk really unavoidable,or have
investors simply failed to develop tools to detect and respond to conflict risk?

II. Conflict Risk Assessment: A Tool to Enhance Project Management

Considerable research over the past several years has found thatChinese en-
terprises have underestimated the level of risk associated with investment in con-
flict — afflicted states. Investors are not fully aware of the fact that investment in
such countrieswill have an impact on the conflict. As a result, many Chinese in-
vestors have unknowingly become involved in conflict or unintentionally aggravat-
edconflict, undermining their business operations and the security of their invest-
ments, while also harming the interests and security of local stakeholders.

Back in China, where the investment environment and political situation are
both quite stable, Chinese enterprises have not developed a high level of sensitiv-
ity regarding the impact that operations might have on conflict. Very rarely does
violence break out around development projects, and when it does, the govern-
ment responds quickly and effectively. Lacking experience investing overseas,
practices and expectations of Chinese companies are shaped largely by China’s
domestic context. Given the government’s strong role in China in mediating and
resolving conflicts and social issues, companies are accustomed to the practice of
focusing on their engagement with government, often paying less attention to other
stakeholders and actors such as the community or media. In conflict — afflicted
and fragile states on the other hand, the importance of non — government stake-
holders is much greater, and failure to engage these actors places investors at a
serious disadvantage, often exposing the investor to great risk.

Not only Chinese investors, but also the Chinese government has a tradition

of emphasizing high — level exchanges in its diplomacy. In the past the primary
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goal of the Chinese government was to uniteand support developing countries and
to win their support for China in the United Nations through development and pri-
vate sector investment. Later, as Chinese companies started to invest overseas,
these high — level relationships were utilized to provide Chinese enterprise with
protectionof their interests, especially in high - risk areas. With time though,
such diplomacy has become a double - edged sword. In many fragile and con-
flict — afflicted states, governments are not representative of their populations, or
government institutions have extremely limited reach. In cases where the Chinese
government or Chinese investors ally closely with such state actors, this has
served to intensify cleavages betweenstate and non — state actors, in some cases
causing non — state actors to perceive Chinese investors as colluding with the state
against their interests.

Any commercial activities in conflict — afflicted or fragile states, regardless
of size, will have an impact on conflict. Despite these challenges, risks can be
managed if acompany is sensitive to the local context from the point of first en-
gagemenf. Conflict risk analysis can help companies mitigate the impacts that bus-
iness activities may have on conflict, and help the company develop more stable
operations. The application of conflict assessment tools can also help promote the
stability of a conflict — afflicted or fragile state, while also providing long — term
benefits to the company.

In developing tools to assess and respond to such risks, Chinese companies do
not need to reinvent the wheel. A range of international actors have long paid close
attention to these issues, and a number of tools and guidance frameworks have been
developed to assist companies in getting it right in complex operating environments.

III. Conflict Risk Assessment and Chinese Outward Investment

Chinese companies began making significant investments overseas just over a
decade ago when the Chinese government announced the " Going Out Strategy, "
providing companies with legal space and support to venture abroad. Ten plus
years of experience have yielded significant dividends to Chinese investors, but
they still lack knowledge and experience, especially when it comes tomanaging

risks and problems in the complex operating environments characteristic of con-
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flict — afflicted and fragile states. China needs to review its lessons and experi-
ences operating in such environments, and carefully study the experiences and
approaches of other international stakeholders in responding to these issues.

Through enhancing their abilities to assess and manage conflict risk, Chinese
companies have the opportunitynot only to strengthen their performance and repu-
tation overseas, but also to help the Chinese government realize its policy goals
ofbuilding sustained peace and prosperity in conflict — afflicted states. Taking
such an approach to conflict can ensure that China’s overseas investment strategy
can support itsdiplomatic strategy of a peaceful rise. For instance, investment
made in a conflict sensitive way that integratesdifferent ethnic groups and commu-
nitiescan promote local employment, which in turn can reduce poverty and sup-
port state building processes. Conflict sensitive approaches are also extremely re-
sponsive to the needs of poor and vulnerable populations, and can improvelocal
performance with respect to human rights, labor, environmental protection and
anti — corruption. Applying tools to assess the impact of projects on conﬂicf will
ensure that projects are conducive to the local community and promote the devel-
opment of the community.

IV. The Purpose of this Book

According to the Twelfth Five — year Plan of the Ministry of Commerce, Chi-
nese overseas investment is projected to increase at anannual rate of 17% for the
next five years. Given the extent to which Chinese interests overseas will grow in
the coming years, establishing an effective mechanism to provide security to over-
seas investments is critical.

This book represents a first step in the direction of developing a comprehen-
sive set of tools for Chinese companies to assess and manage conflict in overseas
operations. Based on field research completed over a course of three years on
Chinese business operations in conflict — afflicted communities in Myanmar, Cam-
bodia, Laos, Angola, Sudan and Syria, the book discusses the current approach
of Chinese companies, and identifies a series of gaps and shortfalls. It next turns
to international guidelines, the experience of transnational corporations, and to

nongovernment organizations with deep experiences in working with companies on
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investment in conflict — afflicted spaces. On the basis of these experiences and
approaches, it introduces a framework that Chinese companies can consider in as-
sessing their operations in conflict — afflicted states.

Developed in consultation with a wide range of actors, including companies,
NGOs, community leaders and government officials, the intention of this book is
to strengthen the awareness of Chinese enterprises with respect to conflict risk and
provide a framework that can fill in gaps in their management systems when it
comes to conflict risk management. The book is based on the assumption that pro-
active conflict management can ensure local peace and sustainability, while re-
ducing company operating costs and increasing long term profitability. As such, it
demonstrates to Chinese companies how improving their risk control, assessment
systems and ability to operate in high — risk and conflict — afflicted countries can
safeguard their investments. Lastly, it is hoped that the book will be useful for
further developing China’s diplomatic strategy of increasing stability and develop-
ment around the world by directing the energies of Chinese business towards ac-
tivities which will ensure peace and harmony in conflict — afflicted states, while
enhancing the reputation of Chinese companies.

The author would like to take the opportunity to express gratitude to the fol-
lowing individuals and organizations for their support to this project: to Professor
Wang Zhile for his guidance, to theBeijing New — century Academy on Transna-
tional Corporations and Chinese Academy of International Trade and Economic Co-
operation for their support, to theHeinrich B? llFoundation, Siemens, American
Friends Service Committee and toCDA Collaborative Learning Projects for their as-
sistance. The author would also like to thank CDA for the use of its conflict pre-
vention toolkits and information on how to access them. Gratitude is further ex-
pressed to PetroChina, China National Offshore Oil Corporation, Power Construc-
tion Corporation of China, General Nice, British Petroleum, Alcoa, Shell, BHP
Billiton, Anglo American and other transnational corporations for their willingness
to open their operations to this research project and share experiences. Finally, the
author expresses gratitude to the countless number of community members, local

NGOs, humanitarian workers and others who provided assistance to this project.

- 11 -



%’_

B X

CONTENTS
A&
Z ECWEIMEETRLWER . BMEER  coovvvverrrereeenes 1
— VEIMEE A BIBMZEER  corvvererrererrerrenreii 1
(=) IR F B A IR covvvreermmnrerrin 1
1. AR LAB L covervrrmrererrerirnii 2
2. ARSI ARBT R B creveverrerosrnerinnniinnni 2
(D) MR R R AB TR --ooeeeervrrssererii 2
1. %}*%%EEMP&%E ....................................... 3
2. FERMBRERBEERAT cevvervrrrmreremrerrnrnminnii, 6
(Z) SRR MG TAR B <ooeervermressrtenmiiiiiiiiieennn, 7
1. AN AT B s GEAB ] wevverererernnsnsnsnenneeniea, 7
2. AN KB M BEAB ] woveereererermmrermmsennanreneeennnees 8
3, AR ERB A A BT coreeeresrernssrmerniiierniiiine. 9
4. AR R BRG] ooereeemremsronieniiiinean 9
(v9) i 52 R 2 o PE cevvenrenennenneneeenn, S P PPPI 9
1. SRR 2 B L HE coovoesonvaravonnnsonnssnorsnnnansnrssnnsssunsen 10
2. W BT BT BEAR M ceeeeneereret e 10
3, W BB IRER R coveenonanesroone vomes sovers sansan so g enans 10
S ENMEEREEERE BRI ---crorreerererreerrasertrierneiaeeans 11
() FIRARTL,  wvveerrmrmreemee e 11
. BREBEESHERKE BRI -oeeveereemrrenneennaenenns 11



2. HARKFEEENERASHEEER oo, 12

3, BRI B AR G K ceeeeeeneere 12
4, REDE RN B FEMRE K covverrereerrmminnnnnnnnin 12

() ERAR BT AEGIAG  ooevrerrrnnmrnnsreni e 13

1. S ARTER B -oorreremeroesnmemninnniiiiii e 15

2. FULLE T PIER -oerereerereeserenseiniiii s 13

3, F| S PP vovnesomonsrnre s snananna s tans era s s s r s b 13

£-% BELWHIMIABREMNER HRRBEI oo 15
— FREVGEIMEE IR S KU BT -eeoerreereermmneer e, 15
(=) BHEPBABAEBR oo, 16

1. FEHEUy TE TG +onsevomn sovmss smuons smunes sovass swsssn sanmss sussns 16

2. YU LT EGI covveromenormmssamnnsmsnsssansnnisesesnsensnssenses 16

3. Y GRS B ] ceocerernensasnassssnnnisrrens avnnsasinne 16

b R EH A LB ALIE ooorerrnrerrrer e 17

() BRI E B et s 19

1. BB BT A v cenarsrrcoumntmmsisiiniiseninssnaserenmnsesennns 19

2. W TARY K eerrnrrerrne 19

3. PUBEEE S HE B nomnoommmsmamss s smamem o s scnnms s v 20

A, BRI E T o-vonrrerorsrssnminesnsmsssnnrnasrinsesssrs s vsss s vuws 20

5. B E A Sk e 20

(E)V A EREEERREIE oo, 21

1. E R4 B FHUM B R IE wreeeerereremrrrer s 21

2. E I R AGBIIE coeer e 24

3, P AT B 3 cveen s sumus s vunen s susnsa semun s annnn s connn s 55ss 8 v 25

R RSN EIEAE T RS S T [X, cevereevererrrsereseernerennaees 26
(=) A RRIEE TG IATAEEE  covrerrrr 27

1. W RSk oo 27

2, BB AP B cvnvssssronsocanns vosmns s mmman samamn s wmaws s emwes s o 27

() A TR G IR IRIEEE L oo 28



1 EAEAEZR B 2k covenrrnn e 28

2. ERAEBALE Bk coeeeeeenern 29

3. AR AR AP ALE] Bk e 30
(Z)VAEREE D T LR oo 30

T s T P PP 31

2. L BYBEE eeeeee 31

IR A 32

W - A O 33

F=EF BIMIAREEENRBT I PREEER oo 35
e MM R AL R G N RT creverrrreeeee 36
(=) E TR T BAER, coeveverereerrmorrnii 37

I, FoArEJE R A ceeverercnstoresettntuitiiuiiiiiiniiitesiiiienn 37

2. E BT FE -ovoerevreascassassansinrontisssnstinisarossonsannnns 38

(Z) B AE FAE X P P AMFRA ooveeverrmrenenn 39

1 B AR M A B o oeeereenrerrennt i 39

oI E V-0 L O 40

(Z) B RAEX T B IET]  coovvveeeerirrreeeniinneeeeiiieaeans 41

1. BB K AP ovreerevorerreermmronmoiieiiiircracnans 41

2. BB AMAZEAETE oo vverrmreerenniiiiii 42

(V9) AP FAER W IZE P AR coevererrnen 44

I, EAIRAR E BRARIE coceecrererrersonsesentintunienieisnnsinanes 44

2, MIBIRARFH AL G| coeererreneciriniiiniairiiiiiiniieins 44

3. BADUIFIBB FE A coovererecererromeemieiii. 45

R BG EFHAYFEAR U] v 46
(—=)ZHAPE  coeererrnemmesnisicsanscesssssassnssuesoraoraesansmnermons 46

1, WS BPEIRNE F sovenssnamonsnosns cxsanevmemen smvmevaomuesopas 46

2. BRRFH M oo rrerictetsistiits e taste e sareneaas 46

() BAUME e 47

L J B AR B e erticttetiirensiiesiioresttineeiassonenes 47



