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Beijing in the starting blocks: Will China win the race?

Rezvan Ma ‘ani, Business Analyst — Frontier Advisory
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On 08/08/08 Beijing erupted with
celebration at the start of the 2008
Summer Olympics. An estimated 1 billion
television viewers tuned in to watch a
most spectacular Opening Ceremony

at 08:08:08pm Beijing time. Eight is
considered the luckiest Chinese number,
but, many local Beijing businesses aren’t
feeling the luck they would have hoped
for, or have been promised. Yet, China’s
government knows that presenting a
good image to the world makes the
greatest long-term business sense.

Over recent months Beijing has not
escaped global media attention for its
government’s programme to host a
successful Olympics. Restrictions on
multiple entry visas have frustrated
foreign business travellers and tourists,
reducing visitor numbers to the capital

city by 12% year-on-year. The temporary
idling of polluting factories has reduced
economic output, although the air is
arguably cleaner and easier to breathe.
The collective loss of labour productivity
during the event, due to the national
attention placed on the games, has
aggravated some American importers
who are anticipating a 50% reduction in
business from China during August.

But it's not just larger exporters that

are temporarily decreasing productivity.
Small business owners who do not yt the
image of a ‘new’ Beijing have either been
forced to close for the month or have
been completely removed from the view
of international visitors and media. These
are some of Greater Beijing’s poorest
citizens and had the most to gain from
their city hosting the games. Chinese
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authorities are willing to sacriyce short-term business gains for future sustainable
economic expansion, including higher per capita incomes.

The ‘Olympic Economy’

Past Olympic hosts have realised that broader opportunities for boosting economic
growth remain abundant. Government resources are engaged in a concentrated effort
to build infrastructure and streamline business activities. Commercial opportunities
exist in ticket sales, merchandising and sponsorships. But the greatest beneyt is the
overall galvanising effect the games has on the local economy. State expenditure lifts
business conydence, foreign investors scramble for lucrative opportunities, and local
businesses relish increased business activity.

Given this, ‘Olympic Economy’ is the economic phenomenon where a host country
directly beneyts from the collective advantages that accompany the games. This is
most commonly measured by comparing the national gross domestic product (GDP)
growth of the year prior to the event, with the growth rate during the actual event
and post-event years. While the change in GDP gives an indication of the possible
beneyts of hosting the games, it should be noted that national growth data is not
expected to truly repect the impact on a single city.

GDP growth rates of previous Olympic hosts
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*Beijing’s Actual and Post Olympic year GDP growth rates are estimated

Most countries however have seen very little immediate and direct economic impact
from hosting the Summer Olympic Games. Historic trends point to the fact that most
host countries have suffered an immediate economic slump after the close of the
games and require between 25-50 years for the full value of the games to be realised.
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Will Beijing be different?

- Although it is impossible to accurately calculate the costs of staging the games, it is

| just as impossible to accurately calculate the beneyts of hosting the games. To predict
§ whether hosting the games will have a positive net beneyt on business in Beijing,

| three aspects must be regarded and compared to previous host cities.

1. Fiscal discipline

| Host cities that do not stay within budget by poorly managing expenditure, are likely
| to suffer substantially from negative media coverage; and naturally from higher taxes
to service this debt. The 1976 Montreal Olympic Games expenditure exceeded the
original budget by a factor of yve, taking the city 30 years to pay off the additional
spending, which conyned city expenditure to limited projects in this period. In 1996,
the Atlanta Games provisionally were to cost US$ 1.4 billion, but ended-up costing
US$ 14 billion, stretching government debt to 100% of GDP.

Although initially projecting to spend US$ 18 billion, the total cost of the Beijing
Games is estimated to be around US$ 37.5 billion, making it the most expensive
games in history. But with a high national savings rate China can easily fund the
steep cost of hosting the games. US$ 2.2 billion was allocated to the construction

and upgrade of sports facilities, while a massive US$ 23.3 billion has been spent on
upgrading city infrastructure including rail, subway, highway and building a new airport
terminal. This modernisation process will remain as a legacy of the games and solidify
Beijing’s position in the long run as a global business hub.

2. Community buy-in

When a host city’s population is united behind hosting the games, local business
increases capacity in the run-up to the games and seeks to capitalise on the ampliyed
interest during that period. Barcelona’s business community used the 1992 games to
spend US$ 8 billion on rebuilding the waterfront, and gentrifying shanty villages into
hip neighbourhoods and buzzing commercial nodes. This turned the city into one of
the most attractive tourist destinations on the planet.

Beijing, along with the rest of Chinais 1.3 billion strong population, is yrmly behind

its exciting launch onto the world stage. The relationship between state ofycials and
Chinese business leaders aims to ensure maximum long-term beneyt for the entire
nation. Already the games have been responsible for the creation of 2.1 million
directly and indirectly created jobs in Beijing. The US$ 8.5 hillion Qingdao port
upgrade as a direct result of the games will create an attractive sea-front destination.
The US$ 5 billion spend on satellite cities will create new economic centres, and the
2,000 athlete residences will be sold as homes after the games.

3. Global attention

The cumulative global television viewership of recent Olympic Games run into the
billions, offering host cities a unique opportunity to rebrand themselves, portraying
a refreshed business-friendly image for tourists and international investors. Sydney
successfully remade its image from a backwater city to a modern and vibrant
destination.
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ji Beijing and indeed China, has long been stereotyped as the closed, centralised

Il economy of the Far East, but has made signiycant strides towards opening its

d markets to the world. China is now the largest investment destination for foreign

B direct investment (FDI) among developing countries, and among the top three in the

: '. world. The Olympics have presented the perfect opportunity for China to showcase its
achievement over the last 10 years, and brand itself as a global destination of choice.

Beijing going for Gold

Despite being the “lucky 8” Olympic Games, many of Beijing’s small business owners
are having a difycult and fiunluckyo business quarter. Business activity during the
games has slumped below regular levels. But Chinese authorities are playing a much
bigger game. They recognise that limiting local business activity during the games is a
sacriyce worth making, in order to create the image of a stable government managing
an attractive global investment destination.

= Although lavish, spending on the games has been strategic and will be effective in the
E long run. The games have become an opportunity to spur Beijing’s urban community
to improve business infrastructure amidst massive global media attention. These
policy choices have paid off signiycantly since Beijingls announcement as the host city
of the 2008 Summer Olympic Games.

Olympic spending in Beijing alone has contributed 2% per annum to the city's GDP
since 2003. Additional government contracts have encouraged the development of
domestic high-tech companies to service the needs of the games. Chinese Venture
Capital funds have seen record investments, valued at US$ 2.36 billion in 2007, while
foreign funds accounted for nearly 90% of funds raised in China that same year.

But there is undoubtedly a bigger picture and a larger goal at play for the country. The
precedent for the Beijing Games is therefore not the divisive games of Berlin in 1936
as some have punted it, but rather Tokyo in 1964 and Seoul in 1988, which celebrated
the coming of age of an economic power. This time though, it is only bigger and better,
and beyts the peaceful re-integration into the world of one in yve of its inhabitants.
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China in Africa Hotspots

Ghana

China to assist Ghana in security
project

Ghana has applied for a
concessionary loan from the
Chinese government to begin a
Public Security System (PSS)
project in the country. Once
granted, the loan will ynance
the project, which is to be
implemented by ZTE.

Ghana Records Fish Deycits

To help address Ghanais yshing
deycit, Ghanais government is
sourcing a US$ 128 mn loan from
China for the construction of two
yshing harbours and 12 landing
sites. Chinese companies are also
expected to partner with Ghanaian
companies in setting up an
aquaculture farm at Asemasa

Nigeria

Sinoma wins $1.45bn Nigeria
contracts

Chinais Sinoma International

has won a US$ 1.45 bn in EPC
contracts to build cement plants for
Nigeria’s Dangote Group. Sinoma
will build further cement production
lines in Tanzania, Congo, Ethiopia,
Zambia, and Equatorial Guinea.

AFC and China Partner on $1bn
Port Harcourt Ring Road

A MoU has been signed by the
African Finance Corporation and
its partners, ICMG Securities
and the China Harbour and
Engineering Company. The
agreement will lead to the
construction of a US$ 1bn, 125km,
six-lane ring road around the city
of Port Harcourt, Rivers State.

China woes Nigeria over coal-for-
power generation

The Chinese Mining Investment
Company, recently visited Abuja
to discuss the development

of several coal yelds with the
Nigerian Federal Government.
The Chinese company has stated
that it is ready to partner with the
Federal Government to develop
coal for power generation in
Nigeria.

New N42 bn Cement Plant for
Sokoto

Construction of a N42 bn cement
factory in Sokoto, Nigeria is
expected to commence in
November. The factory, expected
to have a 1.5mn tonnes per
annum capacity, is a joint venture
project of Zhonghao Overseas
Construction Engineering Limited
and Nigeria’s Loratt Capital

Limited
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Sudan

Chinese Follow up Engineering Troops
Arrive in Darfur

In July a 172-member team, including
27 ofycers and 145 soldiers, arrived

in Nyala, the capital of Sudan’s

South Darfur state. This brings the

total Chinese contingent deployed

in the region to 315. The Chinese
contingent will be engaged in building of
infrastructural facilities in the region. The
315-man deployment came as a result

Tanzania

Hits plans $ 500mn investment in Dar
mobile market

Hits Tanzania Ltd, which has already
signed a US$ 180 mn deal with its strategic
partner Huawei Technologies of China, is
set to invest US$ 500 mn in its countrywide
coverage within 13 months. Construction of
the yrmis headquarters in Dar es Salaam
has already commenced and the two
strategic partners are going ahead with work
on the network infrastructure

of a UN request for China to send a
multifunctional engineering unit to Darfur,

Angola
China’s CNOOC, Sinopec tie up to
bid for Marathon’s Angolan assets
China National Offshore Oil

Corp (CNOOC) and China
Petrochemical Corp (Sinopec) are
joining forces to bid for Angolan

oil and gas assets owned by
US-based Marathon Oil Corp.
Marathon is selling a 20% stake in
an offshore oil and gas asset called
Block 32

Niger

Niger Signs Power Deal with China
The Niger government has signed an
agreement with China in order to help
improve Niger’s power supplies. The
deal is expected to help increase the
production of electric power by about
30% for the region of Niamey. Other
plans include upgrading the power
grid and purchasing new parts for
infrastructure
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Malawi

Karonga-Chitipa road to start with
13km, says China

The Chinese Ambassador to
Malawi, Lin Songtian, has stated
that the Chinese government has
decided to start construction on
the 13km stretch of the Karonga-
Chitipa road, as the designs have
been completed. The road is
expected to be completed within
fwo vears

Mozambique

China Grows Rice in Mozambique
The Mozambican government
has granted China favourable
land leases to run mega-farms
and cattle ranches in exchange
for the construction of new dams
and roads. Ofycial statistics show
that the Chinese government

is investing US$ 800 mn in
Mozambique’s agriculture with the
aim of increasing rice production
to 500,000 tonnes a year by 2013.

Chinese yrm invests in poultry
processing plant

The Mozambican subsidiary of the
Chinese company China Grains
and Oils Group Corp has indicated
in August that it will invest US$ 10
mn in a grain factory and chicken-
processing plant in Dondo district,
Sofala province in Mozambique

Zimbabwe

China seals chrome mining deal
China Jiangxi Corporation for
International Economic and
Technical Cooperation (CJIC) in
August expressed interest to form
a JV company with Zimbabwe
Mining Development Corporation
(ZDMC). The JV company will

be active in chrome mining in
Zimbabwe. CJIC has agreed to
ynance the development of two
chrome mines, in the Midlands
and one in Zambezi Valley.







