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FOREWORD

China-Arab states’ relations are an important part of the comprehensive diplomatic
policies of China. On June 5, 2014, Chinese President Xi Jinping addressed the Sixth
Ministerial Level Conference of the China—-Arab States Cooperation Forum, during which he
proposed that China and Arab countries should deepen all-round cooperation and develop a
China—-Arab strategic cooperative relationship, taking advantage of new opportunities of
co-constructing the Silk Road Economic Belt and the 21st century oceanic Silk Road in the
coming decade. All concerned parties would strive to build a community of common interests
and a destiny based on the principles of cooperation and sharing.

This parallel development in addition to “The Belt and Road Initiative”, the China-Arab
States Expo (“the Expo” hereafter) is facing a significant strategic opportunity. The party
committee and government of Ningxia Hui Autonomous Region are more aware of the
strategic positioning of the Expo, which serves as a platform on which high-level dialogue,
policy exchanges, trade and economic cooperation as well as humanitarian exchanges are
conducted. It also serves as a pivot of the strategic Silk Road Economic Belt. From this
perspective, the Expo is expected to play an even bigger role in the all- round exchanges
among the countries along the belt.

Co-construction of “the Belt and Road” is consistent with the trends of the time and is
in the best interests of the people of China and of the Arab states. With the free flow of
economic factors, and efficient allocation of resources, as well as the deep integration of
markets, the Arab states will have a bigger chance of gaining diverse, balanced, sustainable,
development. China has also proposed the establishment of the Asian Infrastructure
Development Bank, with an authorized stock capital of $100 billion. In addition, China set up a
Silk Road Fund using $40 billion to fund the infrastructure development in Asia and the Belt
and Road Initiative.

The Chinese government is encouraging companies and corporations to invest in Arab
states’ energy, petrochemical, agricultural, manufacturing and service industries to support the
employment, industrialization, and economic development of all the countries concerned. In
the coming decade, China-Arab region bilateral trade is expected to grow to $600 billion and
China’'s financial investment stock to Arab countries is likely to surpass $60 billion. China and
Arab countries are joining hands in constructing the Belt and Road Initiative, and their




strategic, cooperative, relations will constantly be elevated to higher levels.

In focusing on research of China and Arab region’s trade and economic ties, this report
systematically analyses the regional situation of the Middle East, dependencies on China—Arab
region trade, China-Arab region trade structures, and dependencies on China-Arab region
investments. It also discusses critical issues such as the bilateral trade in services, bilateral
agricultural and food trade, the development of Islamic finance, and the internationalization of
the RMB. It is hoped that the analyses found within this piece will serve as an important
reference to our readers.

The vision of “the Belt and Road Initiative” is becoming abundantly clear. The people of
China and of the Arab states are expected to gain more development opportunities thanks to
the implementation of this strategy. As an important cooperative mechanism, the Expo is
expected to attract more participants with insights to promote the trade and economic
relations of China and Arab states as well as share the benefits of China-Arab region's
cooperation. In the meantime, it is sincerely hoped that readers will have informative and
productive exchanges that will allow more refinement and, as a finished product, an even
better report in the future.

31

Wang Jing

Secretary General of the China—Arab States Expo Secretariat
Head of Ningxia Hui Autonomous Region Exposition Bureau
August 30,2015




Table of Contents

ACKNOWLEDGEMENTS /1
LIST OF CONTRIBUTORS / 2
ACRONYMS /3
FOREWORD / 1
Chapter 1  The situation in the Middle East Development Review / 1
1.1 Chaos of the Middle East /1
1.2 From ISIL to the Caliphate /2
1.3 Syria’s future after the chemical weapons are destroyed /5
1.4 The trend of the transforming Arabian countries /7

1.5 Staggering Middle East Peace Process /10

Chapter 2 China-Arab Bilateral Trade Dependence / 13
2.1 The general situation of China-Arab trade development in 2013 /13
2.2 Inter-region and Intra-region trade flows of Selected Arab countries /18
2.3 China’s Trade Dependency Index with Selected Arab Countries /21
2.4 Trade Dependency Index (TDI) of Selected Products /21

Chapter 3 Trade Structure between China and the LAS (GCC) Countries / 26
3.1 Major goods traded between China and the Arab countries /26
3.2 Trade flows of Sino-LAS major trading goods /33
3.3 China-Arab countries Intermediate Goods Trade /38

3.4 The effective rate of protection of China-GCC bilateral trade /43




Table of Contents

Chapter 4 China-Arab Investment Dependence / 46
4.1 Mutual Investment between China and Arab countries and their major areas of
cooperation /46
4.2 FDI Dependency between Arab Countries and China /51

4.3 Reform on Foreign Investment Management System in China and Arab Countries /54

Chapter 5 China and Arab Service Trade / 63
5.1 Service and Service Trade in the Arab Countries /63
5.2 Service Trade Liberalization in Arab Countries and China /69

5.3 China’s engineering contracting business in Arab countries /71

Chapter 6 China-Arab Trade in Agricultural Products and Food / 76
6.1 The Development and Customs of Bilateral and Trade between China and Arab
Countries /76
6.2 The Main Source Countries and Destination Countries of Agricultural Products Traded
Between China and Arab Countries /80
6.3 China-Arab Food Standards System /83
6.4 The Certification Process of Halal Food in China /84

Chapter 7 Developing Financial Markets / 87
7.1 Indirect Investment in Arab Countries /87
7.2 The development of Islamic finance in the world /92

7.3 The Progress of the RMB toward an International Currency /96



Table of Contents

7.4 De jure and De facto Measures of Financial Liberalization for Arab countries and

China: 1999-2014 /99

Outlook / 109
APPENDIX 1/ 111
1. Flow of Funds Analysis of China and select Arab countries /111
2. Current account balances in Arab countries /114
3. Index of Business Cycle Synchronization /117
4. Savings and investment correlation coefficient (Feldstein-Horioka hypothesis) /120
5. China-Arab Stock Market Integration /122
6. GDP and CPI Correlations between China and Arab Countries /124

APPENDIX 2 Sino-Arab bilateral trade and economic timeline / 127




Chapter 1

The Situation in the Middle East
Development Review

1.1 Chaos of the Middle East

The year of 2014 was a year of continued
turbulence for west Asia and North Africa.
The Arab Spring’s fallout is continuously felt
in the regions to this day.

The “Jasmine Revolution” that broke out
at the end of 2010 in Tunisia, induced the in-
ternal contradictions that had accumulated for
years in many countries within the region.
Thus, various social political forces emerged,;
ethnic contradictions gradually expanded; and
the violent confrontations intensified greatly.
The underlying goal of the “Arab Spring” mor-
phed from appealing to livelihood improve-
ment to a conception of “democracy”, which
then developed into the people’s demands
for state power. The “Arab Spring” also e-
volved from a localized disturbance into a
massively chaotic social unrest, and then
morphed into violent conflicts and confronta-
tions between different ethnic groups and/or
interest groups.

Original state order and organization was
broken and the new order has not yet been
realized. Three years of unrest has resulted in
weakened state power, malfunctioned state
machines, declining economic conditions and

even worsening livelihood conditions of the
affected people. It also has led to growing
numbers of refugees and severe humanitari—
an problems. In some countries and regions,
even basic living conditions such as food,
safe drinking water and personal safety can-
not be guaranteed.

Tunisia, Egypt, Libya, Yemen and Syria,
most severely affected countries from the
upheaval, have different situations.

The situation in Tunisia appears to have
stabilized, but the impact brought on by the
“Jasmine Revolution” can still be seen from
time to time. Terrorist attacks targeting for-
eigners have casted a big shadow on the se-
curity situation in Tunisia.

After two regime changes, it seems the
revolution in Egypt has gone back to the
starting point. The Muslim Brotherhood, rep-
resented by President Mursi, was overthrown
after being in office for one year. That one
year showed the Mursi administrations in-
ability to make progress in key areas such as
social reconciliation or economic develop-
ment. This, at least, shows that the “diplo-
macy” of the west cannot be rooted in an
Arab nation dominated by Islamic culture. In
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terms of social stability and stable political
regimes, social reconciliation is the founda-
tion and economic development is the “top
priority”. Two key problems facing Egypt, that
has experienced such tumultuous transfor-
mation, is to achieve social reconciliation and
economic development.

Libya’s circumstance is also different
with some answers lying with its many
tribes. As a country with a population of less
than 7 million, it has nearly 200 different
tribes. It almost fell in a state of “anarchy”
after the former regime collapsed. Its security
situation is very grim. The future of this
country, which is rich in oil, will largely de-
pend upon two factors: tribal reconciliation
and territorial security.

Yemen is also a country that is particu-
larly affected by ethnic factors. The conflicts
of its tribes and sects have affected the
country for many years. Caught in both civil
wars and foreign wars, Yemen has a future
that depends not only on domestic sects,
tribal and regional factors, but more on the
regional powers’ wills and the glaring need to
develop constructive geopolitics.

Syria is undoubtedly a country that has
been most severely affected by the turmoil in
terms of intensity, duration and the interna-
tional attention it has received. However, it is
also the only country, having experienced the
Arab Spring, which has not gone through
regime change. The Assad regime fortu-
itously made it through twice. The first time,
the situation was relieved through “Chemical
Weapons for Peace”. The second and most
recent time, “Islamic State” appeared and
expanded, thus the pressure from the inter-
national community was reduced. However,
because of its geographic importance, it in—-
evitably will become a focus of the geopoli-
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tics and the arena, where regional and world
powers will compete with each other for
more influence within the Middle East region.
The Syrian issue has not been resolved and
fundamental changes have not yet taken
place. It will take significantly more time for
this country to become socially, politically and
economically stable.

West Asian and North African regions
are “favored” by world powers because of
their significant, strategic, positions as being
Africa and Asia's intersection with Europe.
These regions have also suffered from an
Ordeal by Innocence because they're both
rich in oil and natural gas. After World War I,
more than half of large-scale wars have hap-
pened in West Asia and North Africa, a region
often referred to as the “Middle East”. This
region also faces problems because they in-
clude many countries, ethnic groups, reli-
gions, sects, and indigenous tribes. Peace is
especially needed for the chaotic Middle East,
if there is to be any chance of achieving eco-
nomic development and social reconciliation.
1.2 From ISIL to the Caliphate
Since the “Arab Spring” broke out in West
Asia and North Africa, the new geo-political
structures have toppled the traditional power
centers. With major political figures falling
from power, for a brief time Iraq had taken a
back seat to the chaotic circumstances of the
Middle East.

While the attention was diverted away
from Iraq, an extremist armed force called,
“Islamic State of Iraq and the Levant”, had
grown and achieved a number of successes
in its attacks within Irag. It has conquered
large cities, provinces and has made it to
close proximity of Baghdad. What this boils
down to is that without proper containment,
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the Islamic State threat would grow far be-
yond just that region.

When the “Islamic State” proclaimed it
would attack Mecca and overthrow the Saudi
regime, attack the United States, and has
threatened the core interests and dominance
of the US in the Middle East, it became a
threat to many countries in the region and
around the world. ISIL was recognized as a
significant threat to the United States some
time before the public threats. Still, as a re-
sult of the ISIL threat, Iraq has become the
focus of the world again. In fact, during Mali-
dominated by Shiah
Muslims, large scale civil war emerged once
the US withdrew its major combatant forces
from Iraq in 2011. The current political turmoil

ki’s administration,

is the result of a series of catastrophic deci-
sions made by all parties inside and outside
Irag.
1.2.1 The history of ISIL
In the West, ISIL is translated as “Islamic
State of Irag and the Levant”. However, ac-
cording to Arab scholars and media, the name
should be “Islamic State of Iraq and al-Sham”
(ISIS). Levant is a geographical term, similar
to “al-Sham” in Arabic, which refers to Syria,
Lebanon, Israel, Jordan, and Palestine in the
east Mediterranean and southern Turkey. The
Arab name of the organization is “Islamic
State of Iraq and al-Sham” or “Islamic State
of Iraq and Syria”, or “Da’ish” for short (as
written in Arabic publications, “ el ). It
should be translated as “Islamic State of Iraq
and al-Sham” but has typically been mis-
translated to be “Islamic State of Iraq and the
Levant”. The latter is apparently translated
from English, with Levant being directly
translated according to how it sounds.

ISIL evolved out of the lraqgi branch of
al-Qaeda, which was composed of Sunni

Muslims, including some remaining followers
of Saddam Hussein, and a young mercenary
army recruited from various places around
the world. In 2005, the US army in lIraq
launched an “awakening council” to fight a—
gainst extremists by collaborating with local
Sunni tribes. Under joint operations of the US
Army, the Iraq army and the local tribal as-
sets, Iraq’s “al-Qaeda” could no longer sus-
tain itself. After a large scale civil war in Syria
in 2011, the Syrian army lost control over
much of its borders. The opposing powers
rose and Iraq's branch of “al-Qaeda” took
the opportunity to collaborate with Jabhat
Al-Nusra, a major opposition armed force in
Syria.

Before 2013, the organization was named
“Islamic State of Irag”. On April 9, 2013,
when it announced its cooperation with Jab-
hat Al-Nusra, the name changed to Islamic
State of Irag and Levant (ISIL) or (Islamic
State of Iraq and al-Shams (ISIS) to reflect
the more regional interests that the combined
group represented. Baghdadi, its head, an-
nounced,
Al-Nusra is an extension and part of the |-
SIS”. ISIL explored new battle fields in the
civil war in Syria and became a major force a-
gainst Bashar al-Assad’s government.

Most of ISIL’s chiefs and directors come

“We are announcing that Jabhat

from Saudi Arabia and most of the partici-
pants in the battles are from Libya and Iraq.
The ultimate goal is to establish an “Islamic
State”. It is more powerful than al-Qaeda
and is has a more efficient organization. De-
spite that it has taken a different political
route from al-Qaeda, it has the same aim,
which is to overturn the current regimes in I-
raq and Syria and control the whole Arab
world. Its vision is to establish a unified Is-
lamic Emirate that starts from Syria and cov-
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ers the current Iraq, equivalent to the
Caliphate in the 7th and 8th centuries. What
worries the west most is that ISIS has about
30,000 armed personnel, 3000 with foreign
nationality, including more than 1000 from
Chechnya and 500 from the United States
and Europe.

1.2.2 The external and internal environment of
the “Islamic State”

First, The turmoil of “the Arab Spring”
offered an opportunity for al-Qaeda to make
a comeback. It eventually became a period of
geo-political restructuring by the use of vio-
lence. The dictators that were losing their grip
on positions of authority brought about a vio-
lent wave which, in turn, created strong af-
tershocks. The West’s interference caused
Islamic radicalism in the region. The dispute
between Sunni and Shiah sects that has ex-
isted for the better part of 1400 years has
been constantly activated and rejuvenated.
Eleven years have passed since the outbreak
of the war in Irag. The political powers in Iraq
have been divided into three major parties:
Shiah, Sunni and Kurds. All these parties lack
tolerance and the willingness to compromise.
Their contradictions and conflicts made it
possible for al-Qaeda to break the fragile so-
cial and political balance and enabled them to
take advantage of the sectarian division.

Second, The US left a security vacuum
when the majority of combat forces withdrew
from Irag in 2011, which, in turn, meant the
Iragi Security Authority had to carry out the
anti-terrorism task all by itself. Iraqi security
troops led by Maliki’s administration failed to
fill the vacuum, which broke the balance of
power, thus offering opportunities for the
reincarnation of Al-Qaeda and other terrorist
elements.

Third, After regime change, Iraq’s gov-
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ernment failed to launch new policies to ad-
dress problems including poverty, economic
inequality and unemployment.Reconstruction
efforts were also unsatisfying. Conflicts a-
mong the three parties seriously affected
governing and economic development. Even
though oil revenue flowed into Iraq, recon-
struction remained slow and basic public ser-
vices were severely hampered. Iraq’s gov-
erning body proved inefficient and ineffective
as many important regulations were not
passed and corruption was common. Regu-
lations that are critical to the national econo-
my, such as the resource management rules
and regulations, the budget for 2014, had not
been approved by parliament by the time
Maliki stepped down.

Forth, The spill-over effect of the Syrian
crisis, as well as interference from neighbor-
ing countries, has worsened the sectarian
conflicts in Irag. Al-Qaeda recruited armed
personnel under the name of ISIL. It didn’t
control foreign armed forces coming in, but
offered resources and training for them.
Much of these resources were diverted back
to Iraq in 2013. Foreign extremists fighting in
Syria constantly penetrate into Irag. A steady
flow of foreign forces facilitated the expan-
sion of the extremists in Iraq and has resulted
in the merging of conflicts in Syria and Iraq.

Fifth, The Kurdish people in the north
have been taking advantage of the unstable
security situation and carrying out activities
independent from the Baghdad central gov-
ernment. Barzani, chairman of the Kurdish
region, even considered “reconsidering” its
relations with the Baghdad central govern-
ment. Under siege of the Sunni extremists,
Baghdad lost its control over northern Irag.
Kurdish people took the opportunity to occu-
py Kirkuk - which is regarded as the



