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INTRODUCTION: CHINA ASCENDANT
In 1998, South Africa formally severed its diplomatic ties with Taiwan and established new ties with the People’s Republic of China. Just eleven years later, the PRC became South Africa’s largest trading partner. This growth in trade has been fueled almost entirely by China’s voracious need for raw materials used as part of its internal infrastructure development programs. While the additional trade has been beneficial to South Africa for obvious reasons, it has also put South Africa’s economy at some risk due to instabilities in China itself. While it would not be accurate to characterize the potential problem as a “house of cards”, there are important structural issues with the China-South Africa trade relationship that need to be addressed in the years ahead if South Africa wants to avoid an economic crisis of its own.
China’s economic ascendance is a rather recent phenomenon. It was only in 1993 that China became a net importer of oil, and the growth in its consumption has been very fast – 4.9 percent per year since 1995. During the same period, China’s domestic production has risen only 1.7 percent per year. Current projections show that China will consume 20 percent of the world’s energy supply by 2035, and some projections show that China will be importing almost 80 percent of its oil by 2020. China itself also predicts that by 2020, 19 of the 45 minerals designated as “critical” for its growth will be in short supply. That this explosive growth is outstripping China’s capacity to produce energy and resources should help to explain why China’s trade with South Africa (as well as other middle-tier nations such as Australia) is on the rise. (Beeson, Soko and Yong 2011)
There is, however, the possibility of trouble ahead. This stems from a number of issues with the relationship between South Africa and China. One is the way that trade deals between China and Africa are typically structured. While there is evidence that China is structuring its deals in Africa in ways that are more fair than other countries’ deals have been in the past (Desta 2009), the same problems with tied aid and lack of infrastructure investment that have historically plagued Africa are alive and well, with some in the South African Customs Union calling for even greater trade liberalization that could have a severe negative impact on development (Munemo 2013).
A second issue that should be of concern when discussing the trade relationship between China and South Africa is a political one. While the ruling ANC party is quite favorable to China, there is a history of questionable governance in South Africa that has led to some political instability and a lack of confidence in the ANC’s leadership in many sectors (April 2009). There is a growing concern that the ANC’s ties to China are too deep, and have led the ruling party to make questionable deals with China in order to stay in power (Rossouw 2009). These political concerns are of course secondary to the economic performance of the South Africa-China trade when considering its impact on the South African economy, but it is worth noting that a political uprising in any nation can have far-reaching effects on its future economic performance and relationship with its trading partners (Business Monitor International 2014).
[bookmark: _GoBack] A third issue stems from the nature of what China is trading with South Africa and why. In 2010, metals alone made up 80 percent of South Africa’s exports to China (Munemo 2013). China is essentially interested in South Africa’s resources, mostly for the purpose of funding its internal growth projects. However, as labor costs rise and China’s economic growth slows, the demand for South African minerals decreases, causing the price of Chinese imports to rise.
CHINESE “INVESTMENT”: STRUCTURAL ISSUES WITH TRADE AGREEMENTS
South Africa, as with all of Africa, has long endured a series of trade agreements that are not particularly equitable. These one-sided agreements have historically fallen into the standard “resource curse” theory so dominant in economic development narratives: a large country extracts resources from a smaller country, and the smaller country, not having the knowledge or ability to improve its conditions or worker productivity, is paid far less than it should for said extraction, leading to a permanent state of exploitation for resources. (Gonzalez-Vicente 2011)
The South Africa-China relationship in many ways falls into this same category, but there are some ways that this unique relationship (as well as China’s relationship with some of its Latin American trading partners) does not conform. For one, China has established this relationship with South Africa during a time of explosive growth and demand for resources. Due to this constant growth, asset prices continue to rise, meaning that the typical collapse associated with the resource curse has not happened. Additionally, because China is itself a still-developing middle-tier power not on par with the typically wealthy nations that are more common in the resource curse relationship, China does not wield the same kind of absolute power that former colonial powers might. (Gonzalez-Vicente 2011)
Another major difference between Chinese investment in Africa and the typical resource exploitation strategies used by other major powers is that China is doing less pure extraction and more investment (at least in theory). Many Chinese loans are given with more generous terms and debt forgiveness, and there is less tied aid offered by Chinese firms than by larger powers. These ideas are referred to as South-South Cooperation Investment strategies, and they reflect language that at least gives the appearance that China is interested in cooperating with African powers, rather than exploiting them. (Desta 2009)
One promising bit of evidence regarding the cooperative nature of Chinese investment in South Africa is China’s investment in South Africa’s power grid. South Africa itself has pledged to invest $115 billion dollars over a 3-4 year period to upgrade its electricity infrastructure, and a major part of that upgrade involves cooperation with China on the construction of a nuclear power plant. This is of course almost entirely infrastructure investment, and that is excellent news. However, this should be taken with a slight amount of caution, as the stated intent for Chinese involvement in the power plant is the generation of energy that would support future mining operations. (Ding 2010)
Additional infrastructure developments in South Africa have followed the same pattern. China has invested heavily in roads and rails throughout South Africa, which do benefit the country itself, but they have done so in the spirit of making it easier to trade, not to uplift the country’s population. This is best evidenced by China’s investments in facilities to upgrade South Africa’s Richards Bay port facilities… so that ships may be more easily repaired. China has invested in upgrades to South Africa’s already considerable rail linkages; however, the upgrades are not to expand the rail network, but to upgrade tracks and eliminate bottlenecks in order to make trade more efficient. (Chinese investment secure 2013)
China’s willingness to cooperate with Africa has a distinctly positive impact on the nature of Sino-African trade agreements, but there is also a negative aspect to China’s approach to trade. China has repeatedly proven that it is willing to ignore human rights violations in its trade partners, and has repeatedly ignored ongoing wars and conflicts in pursuit of the resources it needs. Furthermore, because industries in China are state-owned, and the state has an interest in acquiring resources at all costs, there are no shareholders to complain if a Chinese firm makes a controversial investment. This is beneficial to Chinese investors, as it gives them greater options for investment, but it is harmful to the Africans who are negatively affected by these conditions. (Africa-China: A Key South-South Relationship 2006)
These competing factors mean that the structure of the trade relationship between South Africa and China is more complex than has historically been true for relationships between Africa and other countries, especially where intentions are concerned. And it is certainly true that Chinese trade with South Africa has been quite beneficial to South African consumers due to their ability to purchase inexpensive Chinese goods and services (Business Monitor International 2014). However, an inspection of the available data on the actual investments China is making in South Africa is troubling. According to AidData, of the 35 official FDI projects organized between China and South Africa, only thirteen are completed or being implemented; the rest are at various stages of commitment or pledged (AidData n.d.). This, combined with China’s slowing growth, suggests that for all its talk of South-South cooperation, Chinese investment might be problematic moving forward.
BALANCING ACT: SOUTH AFRICA’S POLITICAL FUTURE
Another complication to the South Africa/China trade relationship is the political situation in South Africa. Like many nations affected by a resource curse, South Africa has suffered from suboptimal governance and an inability to make the best use of their resources (Gonzalez-Vicente 2011). The situation is, however, better in South Africa than it is in many other African nations due to the presence of a functioning democracy and an overall better level of development than in other nations. However, the continued legacy of apartheid – specifically the large low-productivity, low-skill segment of the labor market consisting of displaced and historically abused black South Africans – means that there are political pressures on the government that simply do not exist in other nations (Business Monitor International 2014).
Another source of political pressure in South Africa is a growing perception that the ANC, South Africa’s ruling party, has become “too comfortable” with China. In 2009, Jacob Zuma actively courted campaign contributions from many outside sources, including Libya, Angola, and the Chinese and Indian Communist Parties. All of these seemed to be directly related to Mr. Zuma’s desire for closer trade relationships with these countries. (Rossouw 2009)
A well-publicized series of incidents regarding the Dalai Lama further tarnished the ANC’s reputation with many South Africans. In 2009, the Dalai Lama (a figure the Chinese government sees as a clear enemy of the state) was denied a visa to enter the country to give a talk. The South African government at that time openly admitted that it did not want to anger China, and this was seen as a signal that the ANC was weak. Then in 2011, the Dalai Lama was scheduled to appear in South Africa on the occasion of his 80th birthday. Once again, his visa was denied. The second denial prompted outrage from no less a figure than Archbishop Desmond Tutu, who asserted that “It’s unlikely that they’ll give him a visa. If they were going to, they would have done so already. I think they’re going to hold on so there’s little time for people to get nasty against the government.” The visa was eventually indeed denied. (Gerardy 2011)
There are other sources of political tension that have the potential to upset the trade relationship between China and South Africa. Business Monitor International identifies a number of them, including the aforementioned legacy of apartheid and the still-growing income divide between black and white South Africans; the overall high level of poverty and joblessness that is so often the source of revolutionary agitation; and the continued scourge of HIV/AIDS in South Africa, which has the potential to cause angry citizens to demand a regime change. (Business Monitor International 2014)
There are also some worrying signs in the business sector that have the potential to boil over into the political arena. The South African Reserve Bank manages interest rates and the strength of the rand in ways that are beneficial to corporate investors, but that are not at all beneficial to homeowners or consumers. In particular, the SARB has not allowed the rand to weaken very much, even in the face of a recession, which makes exporters uncompetitive, while at the same time hiking interest rates during an inflationary period, which is difficult for borrowers and homeowners (Business Monitor International 2014). Also troubling are reports coming out of some Chinese-run enterprises in South Africa that, contrary to the spirit of South-South Cooperation, “…Chinese workers were used for the skills-intensive jobs, while locals were employed only as day labourers…” (South Africa: Cheap imports from China damage local industries and cost jobs 2012). 
Business Monitor International identifies two scenarios by which regime change could come to South Africa; in both cases, the likely outcome would be a reduction in trade with China. In one scenario, the current left-wing coalition that is in control of the South African government splinters, especially in light of the aforementioned problems with the policies enacted by SARB. In another scenario, the right-wing Democratic Alliance gains strength due to dissatisfaction with the status quo, leading to regime change as well, albeit on a longer time scale. (Business Monitor International 2014)
Business Monitor International notes in particular that while DA only obtained 16.9% of the vote in the 2009 elections, there are recent indications that they have gained substantial support (Business Monitor International 2014). In particular, DA has been pushing the South African government to protect the textiles industry as well as others, criticizing what DA sees as a “slow response” to economic woes brought on by trade with China (South Africa: Cheap imports from China damage local industries and cost jobs 2012).
THE ELEPHANT IN THE ROOM: CHINA’S OUTSIZED INFLUENCE
The structural issues with the trade agreements between South Africa and China, as well as the looming political issues that have resulted, are certainly problematic enough for South Africa that they must be addressed. However, both of these are primarily long-run concerns. Structural problems with trade agreements are generational concerns that primarily affect the ongoing development of a nation (April 2009). Political instability in South Africa will in all likelihood not manifest in regime change for many years (Business Monitor International 2014). 
However, these long-run concerns are joined by a far larger short-run concern that has the potential to cause serious harm to the South African economy. China, by virtue of being South Africa’s largest trading partner by far, has an outsized influence on South Africa’s economic performance. In addition, because China is also heavily invested in other African nations, which collectively make up a large part of the rest of South Africa’s foreign trade, instabilities in the Chinese economy have the potential to cause a ripple effect throughout all of sub-Saharan Africa, with South Africa in particular having the most to lose (Business Monitor International 2014).
One recent report shows that the trade deficit between South Africa and China has fallen, which appears to be good news on the surface. However, hidden in the data are some underreported (and nonreported) categories that belie just how dependent South Africa is on cheap products imported from China (South Africa-China: Trade Deficit Down 2007). Business Monitor International reports that with China’s growth slowing, and with the rand remaining strong even in the face of criticism of SARB policy, imported products will become more expensive in South Africa, placing pressure on consumers (Business Monitor International 2014).
The South Africa/China trade deficit also manifests itself outside of currency exchange concerns. China’s cheap exported goods are generally considered to be a downward influence on worldwide inflation due to their ability to keep prices down on the worldwide market. However, in specific country markets, the influx of cheap Chinese manufactured goods causes problems for local manufacturers, who cannot easily lower costs to compete with China (Rangasamy and Swanepoel 2011). One could speculate that this pressure on local manufacturers, combined with the pressure from the SARB’s aforementioned intractability regarding weakening the rand, might be an insurmountable problem for local manufacturers seeking to compete with China on the worldwide market.
There are also potential pressures in the mining trade caused by China’s outsized share of South Africa’s mining exports. The gold mining industry is already in crisis as of the end of 2013 due to the worldwide correction in gold prices along with escalating labor costs in that sector. Gold Fields, a major operator of gold mines in South Africa, recently pulled most of its capital out of South Africa and is concentrating on tapping resources in Australia instead. So it is something of a double shock when China’s slowing growth causes China to import less raw materials overall. (Business Monitor International 2014)
The slow growth in China is not the only problem to be found in the Chinese economy. Business Monitor International forecasts that in 2014, China will continue to slow its growth, and will also rebalance its credit situation, which will lead to less available credit for investment in general. (Business Monitor International 2014) This can only spell trouble for South Africa, given that China’s investments, even when not directly related to the burgeoning mineral trade, are always meant to at least make it easier to transport said minerals.
There is a small amount of good news to be found when considering the influence of Chinese economic factors on South Africa’s economy. While it is true that the ongoing slowdown in Chinese growth is negatively affecting South African exports, the fear that many have had for years that Chinese inflation will affect South African asset prices appears unfounded (Rangasamy and Swanepoel 2011). This is important to note, although there is still concern that runaway inflation in China, if it were to cause another recession or depression, would lead to a restriction in exports, which we have already seen does have a negative impact on the South African economy.
A WAY FORWARD: SOUTH AFRICA’S SURPRISING ASSET
While it is true that the South Africa/China trade relationship is fraught with potential danger for all of the reasons already mentioned, there is one major way that South Africa can start to rebalance its relationship with China in its own favor.
China’s rapid growth has recently caused it to become the world’s largest importer of food. Furthermore, there is no indication that China is in a position to augment its own agricultural sector, even to ensure its own food security (Alden 2012). However, there is ample room for the expansion of South Africa’s agricultural production capacity (Business Monitor International 2014), which would have a threefold effect. First, it would represent a massive increase in employment for South African citizens in a growth industry (as the need for agricultural output will continue to grow as the world’s population grows). Second, it would provide South Africa with additional food security of its own, reducing South Africa’s need to import agricultural products. Finally, an expansion of the South African agricultural sector would diversify South Africa’s exports to China at a time when such diversification is sorely needed.
China’s need for metals and raw materials is erratic at best, and all evidence shows that, though the need continues to grow, its growth is slowing (Business Monitor International 2014). However, China’s need for food for its exploding population means that they will continue importing food for the foreseeable future. In addition, China’s changing food consumption patterns and increased overall levels of food consumption have been a major factor in the worldwide rise of food prices in the last decade (Alden 2012). If South Africa concentrates its efforts on becoming a net exporter of agricultural products to the rest of the world, it could very well help equalize the balance of trade between South Africa and China.
The great additional benefit of an increased focus on agricultural expansion is that this is an area where China has an incentive to invest in infrastructure that benefits South Africa even more than it benefits China. South Africa doesn’t need raw materials nearly as much as China does, so there is very little internal demand for raw materials. This means that Chinese investment in raw materials extraction doesn’t benefit South Africa very much. But everyone needs food. There is both internal and external demand for South African agricultural products. China will invest in agricultural infrastructure because it needs additional sources of food, but South Africa benefits directly from this investment because it is now more food-secure. (Alden 2012)
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South Africa is at a crossroads. It is the best-developed nation in sub-Saharan Africa, and its resource curse has proven to be relatively mild, especially compared to some other African countries. But the fact remains that the performance of South Africa’s economy is inextricably linked to the performance of China’s economy: China is the world’s largest consumer of raw materials, the largest single trading partner with Africa, and with South Africa in particular, and South Africa’s exports are heavily dominated by raw materials exports – nearly 80% in 2010 (Munemo 2013). If South Africa has any hope of economic independence, it seems clear that it lies in the expansion of its agricultural sector.
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