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The KU-KIEP-SBS EU Centre, an education & research consortium
sponsored by the European Commission, was established on May 2014
by three partners; Korea Institute for International Economic Policy
(KIEP), Korea University, and Seoul Broadcasting System (SBS). The
KU-KIEP-SBS EU Centre is dedicated to make contribution to enhancing
interest in Europe and to expanding research base in EU area studies.
Therefore, the KU-KIEP-SBS EU Centre hosted The 1st KU-KIEP-SBS
EU Centre Research Paper Competition on EU Studies; and this book
includes three best papers from the competitions. The KU-KIEP-SBS EU
Centre will contribute to analyzing issues on European integration, the
economic and political dynamics in EU and promoting cooperation
between Korea and EU through this research competition.
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Abstract

This paper investigates, and seeks to explain — through a new approach — the relationship
between exporting and ‘knowledge creation’, and ultimately productivity growth. We
find that productivity-enhancement effects through ‘learning-by-exporting’ do exist, and
that this economic phenomenon finds better explications in a theoretical framework that
has yet to be fully explored by the contemporary strand of literature. Using a panel
dataset encompassing 171 country-pairs consisting of the nine initial Eurozone countries’
exports in intermediate goods to a wide range of countries outside of the European single
market over the period 1996-2012 we find a positive and causal relationship between
the export of intermediate goods and total factor productivity growth. The findings are
understood through a theoretical lens based on the notions of ‘entrepreneurial learning’
and ‘knowledge discovery and creation’, but perhaps foremost on ‘market competition’.
Correspondingly, our model derives from a theoretical understanding that emphasizes
a linkage between export-oriented entrepreneurial learning and total factor productivity.

The study uses a fixed effects model to analyze the data.

Keywords: Learning-by-Exporting, Entrepreneurial Learning, Innovation, Total Factor

Productivity, European Union, Exports, Intermediate Goods
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| . Introduction

The rise of Global Value Chains (GVCs), also known as international production networks,
has not only fundamentally changed the patterns of production and trade, but also
revolutionized the way knowledge is created, disseminated and refined among people and
businesses. In a globalized world, where technology and knowledge have become the most
important drivers behind economic growth, policy makers must thus understand the
mechanisms underlying knowledge flows through international trade in order to meet the
challenges and seize the opportunities that a globally interconnected economy has created.

The dominant role of intermediate inputs in global trade is an essential part of that
narrative. Connecting the different production stages of international supply chains, trade in
intermediate inputs is a focal point for economic growth, development and knowledge
transfers.

Although a substantial body of research has investigated the importance of trade flows
as channels for knowledge transmission working through spillover effects (see e.g. Coe and
Helpman (1995)), the literature has yet to fully explore the mechanisms explaining how trade
- and specifically export flows — may be a transmitter of knowledge. In this light this paper
will try to achieve the following things:

a) We aim to contribute to the literature centered on contemporary export-growth models
by focusing on, and exploring the effects of trade in intermediate goods on productivity.
Intermediate inputs are highly complementary in the production of final goods, as well as
pivotal in enhancing production technology and methods. Through increased specialization,
the contribution of higher quality intermediates has improved firms’ productivity and
significantly enhanced their production capacities. While empirical evidence shows that firms,
in both developed and developing countries (see e.g. Bas and Strauss-Kahn 2006; Halpern
et al. 2011; Goldberg et al. 2010), were able to improve their performance through importing
higher quality intermediate inputs, research results with respect to productivity gains through

exporting intermediate goods have been mixed.!) This paper argues that learning how to
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produce and export intermediate goods does indeed influence productivity in a positive way
and that it is of importance for developed markets producing and competing at the global
frontier — in our case the European Union — to unlock opportunities for economic growth
through the implementation of appropriate policies.

b) This paper aims to contribute to the understanding of knowledge transmission through
exports based on the notion of learning as a direct function of entrepreneurship. Drawing
from the organizational learning and entrepreneurship literature, our theoretical discussion
will outline a general model of export-oriented entrepreneurial learning, and thus examine
the entrepreneur-opportunity nexus in export and internationalization. Traditional literature
positioned as ‘learning-by-exporting’ (e.g Blalock and Gertler 2004; Chuang 1998) has made a
significant contribution to the export and economic growth literature; but in our understanding
it has not fully explored the mechanisms underlying the ‘learning-by-exporting effects’.

¢) We intend to extend the literature on entrepreneurial export activities through focusing
on the country level. This aggregate-level analysis enables us to capture indirect effects of
export-oriented entrepreneurial learning on the overall economy in terms of spillover effects,
increased competition, and, ultimately, on total factor productivity.

Our empirical analysis is based on a cross-country panel dataset consisting of the nine
initial Eurozone countries’ exports in intermediate goods to a wide range of countries outside
of the European single market over the period 1996-2012. Our model derives from a
theoretical understanding that emphasizes a linkage between export-oriented entrepreneurial

learning and total factor productivity.

Il. Related Literature
Empirical evidence on the productivity-export linkage has been mixed at best. Many

1) For findings that connect ’learning-by-exporting’ specifically to intermediate goods see Yashiro & Hirano
(2010).
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empirical studies have found evidence in favor of Melitz’s (2003) self-selection hypothesis
that more productive firms will engage in exporting due to sunk-cost related to export entry
(see e.g. Alvarez 2004; Silvente 2005; Wagner 2002). These findings also support the idea
that heterogeneity across firms’ resources and competencies affects firms’ decision to start
exporting (e.g. Hymer 1970; Buckley and Casson 1976).

That being said, there are studies that provide evidence of the opposite; that of a positive
‘learning-by-exporting effect’(see e.g. Chung et al. 2000). Moreover, De Loecker (2007)
found that productivity gains of Slovenian firms were only associated with exports to more
developed economies. Hahn (2010), on the other hand, found that Korean exports facilitated
the development of new products. Ito and Lechevalier (1991) examined the role of Japanese
firms’ ex ante R&D activities with respect to exports, and found a causal relationship running
from exports to increased productivity. What some of these findings have in common is
that they imply that exporting activities per se do not automatically translate into increased
productivity. Firms need specific resources and competencies, and need to engage in
necessary activities that enable them to learn from exporting. As Yashiro and Hirano (2010:
1) propose, “the essence of learning-from-exporting can be thought of as a process in which
exporters absorb knowledge” from international spillovers “and feed it back to their
innovation efforts.”

Salomon (2006) argues in a similar way, that exporting firms access diverse sets of
knowledge not available to domestic firms, which translates into increased innovation. With
a new analytical approach, Salomon concludes that exporting is not only an undertaking to
expand sales, but can be a strategic tool that can influence firms’ innovative productivity.
Salomon’s study suggests that through exporting, firms can unlock knowledge inputs not
available elsewhere, which can stimulate them to innovate. In line with empirical literature
(e.g. De Loecker 2007), Salomon shows that firms absorb knowledge from developing and
developed countries alike, but use the knowledge in very distinct ways. More specifically,
while knowledge acquired in more developed markets stimulates technological innovation,
knowledge derived from exporting to developing economies prompts product modification.

In the same spirit, Fafchamps et al. (2008) further investigate the effects of exporting
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through developing an alternative ‘learning-by-exporting’ hypothesis. The authors articulate
two complementary forms of learning that can be derived from exporting: productivity
learning and market learning. Both are supposedly subject to learning-by-doing, but are
distinguished by the different types of experience required to learn. Productivity learning
— learning how to produce at lower cost — is more likely to depend on general experience,
while market learning — learning how to develop goods that better fit foreign consumers
— is more likely to depend on export experience.

One unorthodox dimension in these approaches (Fafchamps et al. 2008; Salomon 2006;
Yashiro and Hirano 2010) — implicitly or not — is the development of a hypothesis about
“what might work” in the market — what “firm solution” may solve the “consumer problem.”
Entrepreneurs on the supply side are the ones that venture into the unknown in the attempt
to turn a “set of circumstances” into a profitable undertaking. On the demand side consumers
will reject or accept the entrepreneur’s hypothesis.

This is consistent with the so-called Austrian School of though, and particularly with the
resource-advantage (R-A) theory (understood as a new theory of competition) developed by
Hunt (1995, 1997, 2000), which defines resources as tangible and intangible entities that
enable firms to produce effectively and/or efficiently a good that has value for some market
segment(s) (1995: 318). In R-A theory, firms are “combiners of heterogeneous, imperfectly
mobile resources that are historically situated in space and time” (Hunt and Lambe 2000:
35). While the R-A theory draws from a diverse pool of literature, one distinct dimension
is directly linked to Austrian Economics that advocates the idea that because information
is locally bound and tacit, competition is a knowledge-discovery process.

As will be discussed in more depth later, the R-A theory distinguishes between proactive
and reactive innovation, both of which contribute to the dynamism of competition. Proactive
innovation is firms’ efforts to innovate, which are not driven by specific competitive market
pressure. Reactive innovation on the contrary, is directly enacted by the learning process
caused by rivalry among firms; hence competition. Should firms’ efforts to learn fail, which
is determined by consumers validating entrepreneurial learning, firms may become less viable

and ultimately dissolved. Although no consistent theoretical framework has been developed,
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the importance of learning for a firm’s survival and effective performance has been
emphasized in organizational learning literature (see e.g. Barkema and Vermeulen 1998,
Nonaka and Takeuchi 1995). Even if firms possess superior technological capabilities, firms
must acquire other capabilities to successfully introduce their product to markets. This is

the reason why innovation and entrepreneurship complement each other.

lll. Theoretical Discussion

Drawing on perhaps the most important economic phenomenon of the twentieth century,
namely competition, and an increasingly interconnected market-based global economy, we
set out to understand the mechanisms that underpin the effects of current international
economic affairs — in our case, exports.

For reasons that will be stated, we argue that the resource-advantage (R-A) theory of
competition — developed by Hunt and Morgan (1995) provides a better framework than
opposing theories, commonly known as ‘Neoclassical’, of perfect competition in addressing
the crucial issue of productivity and innovation, as well as explaining why market-based
economies are more bountiful.

Using the R-A theory of competition as an underlying framework, we develop hypotheses
that relate the learning effects of exporting to increased total factor productivity.

The R-A theory of competition essentially emphasizes the role of resources —tangible and
intangible — available to firms, which enable them to introduce valuable products to markets.
Subsequently, competition is defined as a “constant struggle” among market participants,
competing “for a comparative advantage in resources” that will yield competitive advantages
(Hunt 1995: 325). When a firm acquires a comparative advantage in resources, through which
competitive advantages are enabled, it will potentially outperform its competitors — either
through an efficiency advantage (producing at lower cost), or through an effectiveness

advantage (adding more value) —, and thereof witness a superior financial performance. Such
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scenarios will trigger reactions — reactive innovation — from other firms in the industry; they
will be prompted to acquire, emulate, substitute resources, and/or improve the management
of existing firm-specific resources in order to catch-up with the industry-leader. This can
be related to Hayek’s interpretation of individual understanding; in the last resort it is her
ability to respond to her environment with a pattern of actions that helps her to persist (1973:
18). In a sense, this implies that economic actors are able to create new theories about reality,
which makes the human mind an instrument of creativity and learning. This notion of the
human mind encapsulates the evolutionary aspect of the economic environment economic
actors and entrepreneurs are forced to thrive and survive in. On the other hand, proactive
innovation is closer to genuine Austrian entrepreneurship, as it encompasses the idea of an
entrepreneur exploiting a set of circumstances, which to him appears as an opportunity not
perceived by others (Kirzner 1979: 214). This constant reactive and proactive innovation
(together with evolving consumer preferences) is conductive to disequilibrium — not
equilibrium.

Even if, the R-A theory of competition and neoclassical theories of perfect competition
differs in many ways, this paper will not discuss all foundational aspects that distinguish
them apart. Perhaps the most important difference — which is why no other disparities are
brought up — is that R-A theory assumes that resources are significantly heterogeneous across
firms and imperfectly mobile, while neoclassical theories assert that resources are perfectly
homogeneous and mobile (Hunt 1995: 322). Hence, neoclassical theories postulate that all
units of productions are identical across firms, and that all units are perfectly transferable
across firms and industries. Also, neoclassical theories posit that production functions,
technology and organizational form are identical across firms. In essence it is these
assumptions that enable R-A theory to explain the dynamics of competition; how firms’ rare,
specific assortments of resources are the sources of (a never-ending) disequilibrium. In this
sense, competition is a disequilibrium-provoking process (that, 1995: 325).

Moreover, relative resource heterogeneity and resource immobility imply that firms face
choices, in which they have to choose from a pool of specific resource assortments (Ibid).

This puts the entrepreneur at the heart of R-A theory.
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In the light of imperfect information and dynamic competition, entrepreneurs must learn
to subsequently acquire resources, and then, competitive advantages. In the same manner
as did Hayek (1948) Hunt (2002) argues that competition promotes (gives incentives)
learning through an entrepreneurial discovery process. In that sense, reactive innovation is
directly prompted by competition through learning and discovering.

Conclusively, firms are incentivized to, and must, through time, learn how to catch-up
and/or stay ahead of competition. In other words, to achieve superior performance through
time requires firms to learn how to construct an efficiency-, an effectiveness-, or an
efficiency-effectiveness advantage (Hunt 2000: 17). Resources, and ultimately competences,
are created through a complementary process of knowledge-discovery and learning, both
prompted by competition.

In its purest sense, productivity is a ratio of outputs to inputs. Because of that, R-A theory
posits that increased productivity can emanate from either of the above evolutionary-
processes of firm-specific advantages. It is in this light that the dynamics of competition
promotes productivity-enhancing innovation (Hunt 2000: 12).

Besides, because knowledge is tacit, geographical distance imposes constraints on a firm’s
ability to access knowledge, and learn. In Hayekian terms, knowledge is tacit, and specific
to time and place, and therefore not available to others in different time and place (Hayek
1945, 1949). Tacit knowledge, also known as “practical knowledge”, helps to untangle and
cast light on how knowledge is actually transferred through exporting. Hayekian ‘practical
knowledge’ is the kind of knowledge that is not easily articulated and transferred by verbal
means. It is virtually equated to “tacit knowledge” conceptualized by Polanyi (1958). Such
knowledge is most efficiently transferred through experience, which derives from regular
interaction (Goffin and Koners 2011). This implies that knowledge is transmitted through
experience in a particular context (see e.g. Hayek 1949; Schmidt and Hunter 1993; Audretsch
1998). In this background, it is also worthwhile to relate learning-by-exporting to the
traditional economic concept of learning-by-doing. Arrow (1962) provides a theoretical frame
where he suggests that learning is the product of experience.

In this theoretical setting, the export-oriented entrepreneur’s role is, similar to Cuervo’s
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conceptualization (2005), to discover, evaluate and exploit entrepreneurial opportunities. As
mentioned, the discovery process involves the creation/absorption of knowledge through
experience, which entrepreneurs use to create firm-specific advantages. Thus, it is the learning
process that determines how entrepreneurs will develop competencies in response to

competition and expectations. In this sense, learning is a direct function of entrepreneurship.

IV. Hypotheses Development

In line with the theoretical discussion, we elaborate and suggest the following hypotheses:

First and foremost, our model allows exporters to engage in both reactive and/or proactive
innovation. Feeding the knowledge acquired from foreign markets through those learning
processes back into their reactive or proactive innovation efforts enables firms to serve those
markets. Moreover, drawing on the theory, we suggest that exporting intermediate goods
is more likely to comprehend a relation-specific element between the exporter and the buyer.
This relates to the notion that firms must discover and learn what “firm solution” that will
solve the “consumer problem”. Entrepreneurs on the supply side are the ones that ventures
into the unknown in the attempt to turn a “set of circumstances” into a profitable undertaking.
Consumers will on the demand side, reject or accept the entrepreneur’s hypothesis. Thus,
as exporting intermediate goods relies on a deeper relationship between buyer and supplier,
buyers (consumers) are more likely to effectively transmit information about their “problem,”
which will make it easier for the supplier — the problem-solver. This can be linked to Von
Hippel’s (1978) argument of “user-led innovation”. Moreover, because of Polanyi’s notion
that “we know more than we can tell” (1966: 4), and the Hayekian features of knowledge,
the discovery and learning process of exporters intensify due to the more intimate relationship
between intermediate goods exporters and foreign buyers.

Along that, we suggest that exporters will acquire competences from foreign markets,

which will provoke reactive-innovation in the domestic industry.
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Otherwise stated:

Hypothesis 1. Firms that export intermediate goods will, if able to learn, acquire
advantages that increase domestic competition and induce domestic total factor productivity

to rise.

Because information is imperfectly and thus also unequally distributed across time and
place (Hayek 1945), national markets are in terms of information undeniably different.
Recognizing the diversity of international markets leads us to an essential, but occasionally
overlooked, dimension; namely that of different learning experiences. Similar to Grossman
and Helpman (1991) and Fafchamps et al. (2008), our theoretical discussion suggests that
interaction with economic agents in relatively better-endowed markets give rise to greater
learning opportunities. In short, this stems from the notion that being exposed to markets
that, for instance, are at the global technological frontier will potentially unlock greater
opportunities in terms of innovation-driven productivity enhancement. Hence, exporting firms
will have access to different levels of information depending on market destinations.
lustratively, firms that export intermediate goods to markets characterized by higher levels
of product sophistication run into an environment abundant in learning opportunities.

Otherwise stated:

Hypothesis 2. Firms that export intermediate goods to market destinations with similar
and/or higher economic development will potentially gain greater advantages, and thus cause
more intense domestic competition, which in turn induce relatively greater domestic total

factor productivity.

Equipped with a theoretical framework that stresses the significant role of learning, and
subsequently, where the learning takes place, we estimate the creation of knowledge with
a spatial dimension. Geographical location has proven to be a key factor in explaining the

determinants of innovation and technological change (Audretsch and Feldman 2003).
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Although economists tend to avoid holding cultural differences accountable for differences
in technology, we develop an argument in which cultural distance plays an important role
in what the literature call ‘absorptive capacity’. As claimed by Simonin (1999b: 8), firms
differ in terms of business practices, institutional heritage, and organizational culture. These
differences can be captured by the concept of “cultural distance” (Choi and Lee 1997). In
essence, and by the same token, we suggest that such differences may cause ambiguity and
friction across relationships, and ultimately make knowledge more “sticky” (Szulanski 2003).
Hence, large distance between buyers and consumers may have negative impact on firms’
capacity to absorb knowledge — to learn.

At the same time, our theory suggests that international diversity — encompassing cultural
diversity — may engender positive effects on learning.

International expansion, in the form of exports, enables firms to connect with a diverse
set of economic actors, which may push firms to acquire necessary resources to facilitate
the transmission of information, and the process of learning. The organization science
literature has — by the same token as our theoretical discussion — shown that firms that are
armed with a culturally diverse pool of workers are better problem-solvers (e.g. Hong and
Page 2004; Lee and Nathan 2010; Lee and Nathan 2013). Hence, exporting to more diverse
markets may prompt the acquirement of resources to facilitate the absorption of culturally
diverse information, and ultimately forge innovative “market solutions.”

Otherwise stated:

Hypothesis 3. Exports in intermediate goods to relatively more distant market destinations
in terms of cultural distance may have either a positive, negative, or insignificant effect on
learning, and consequently also on total factor productivity.

Having developed an understanding of the learning effects extracted from exporting
intermediate goods, we now turn to the effects of trade in final goods. Surprisingly, we
must admit, not much research has explored the potential effects of different category of
goods may inherit. Among the few works that has taken such approach — to our knowledge,

Yashiro and Hirano (2010) find that exports in final goods contributes much less than
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intermediate goods to the process of innovation. This is supposedly the result of final goods
exporters’ more frequent use of export brokers in contrast to intermediate goods exporter
who, as already emphasized, are more likely to closely interact with their buyers. An export
broker acts as an intermediary between exporters and foreign consumers. Besides that using
an export broker may represent a less costly option, Solomon (2006: 141) emphasizes that
export brokers may radically restrict vital market information to reach the exporter. In short,
this is because export brokers may not know what information is relevant and irrelevant
in the eyes of exporters; primarily because information collected by brokers is not necessarily
critical to their own operations (e.g. Collins and Guetzkow 1964; Miller 1972).

Otherwise stated:

Hypothesis 4. Exports in final goods will exhibit much less learning effects than
intermediate goods exports, and consequently they will not acquire any additional resources

nor advantages, which ultimately translates to unchanged total factor productivity.

V. Empirical Analysis

Our empirical analysis is based on a cross-country panel dataset consisting of a sample
made up by the nine initial Eurozone countries (see appendix) and nineteen countries outside
of the European single market over the period 1996-2012. This gives us a total of 2907
observations. Moreover, we will estimate our hypotheses using a panel data fixed effects
model (FE). Panel data estimation is employed in order to capture the dynamic behavior
of export flows and to efficiently estimate the parameters (Greene 2003). The main advantage
with a panel dataset is its ability to exploit information over cross-sections and time series,
which is not possible in a pure cross-section or pure time series dataset (Gujarati and Porter

2009).
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As there where some reasons to believe that differences across country-pairs may influence
total factor productivity, the random effects (RE) model was, for precautionary reasons,
considered. The RE model will in contrast to the FE model that assumes differences in the
intercepts (each cross-sectional units has its own intercept), explore differences in error
variances (Gujarati and Porter 2009). In order to choose between a FE and a RM model
we carried out a Hausman specification test. The Hausman test compares the two models
under the null hypothesis that individual effects are uncorrelated with other variables included
in the model. The null hypothesis was rejected; hence the FE model is preferred and provides
the least biased estimators. As our dataset is deemed not to contain large enough numbers
of cross-sections, and spans over a rather long period of time, we did not consider the
generalized method of moments (GMM). Also, applying a log-log equation enables us to
interpret the coefficients as elasticities.

Accordingly, our hypotheses will be tested empirically:

LnATFP; = a + B (EXPORTSHARE GDPijtx)catcgory x + B2((MEXPORTFLOWijex)caresory «
+ B3(EXPORTSHARE TOT EXPijis)cacsory s + BaControlii + &0

(D

Having articulated a set of hypotheses that shows how “learning-by-exporting” —
theoretically derived from competition — may affect total factor productivity, we will now
proceed to motivate the choice of variables that enable us to verify the pertinence of the
hypotheses. The selection of variables are (unmistakably) motivated by theoretical building
blocks inherent in primarily R-A theory of competition, but also in knowledge spillover and

organizational learning.

But first, some words on sample selection.

We chose our sample - 9 of the 11 initial Eurozone members?) - in view of the fact

2) Belgium and Luxembourg are being excluded since the accessed databases present relevant data for
some indicators as an aggregate for the Belgium-Luxembourg Economic Union, while others list data
on some indicators for both countries separately
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that several studies (e.g. Miller and Uphadhay 2002; Acemoglu et al. 2004; Barro 1989:
1) have identified openness to trade and the stability of institutions in a given country as
important influences on total factor productivity. Choosing the initial members of the
Eurozone eliminates the need to control for trade openness since all tested countries share
a common currency and are members of one common market with uniform tariff barriers.
As far as the need to control for political stability goes, Acemoglu et al identify three distinct
characteristics of a country's institutional framework that influence economic growth: the
power of institutions to enforce intellectual property rights, the power to impose effective
constraints on power-holders and the absence of rents to be captured by power-holders. It
is fair to assume that all sampled EU countries' institutional frameworks share common
characteristics in this respect, given that they not only are all full democracies, but also
possess a set of common supranational institutions and an EU wide agreement on the
protection of intellectual property rights,3) and thus testing for institutional stability becomes
obsolete. The particular sample selection of countries also enables us to use data of fairly
high quality and ensures comparability, since most national statistical offices in countries
chosen compile their data according to common standards.#) We further introduce nineteen
countries outside of the EU as export market destinations to which exports from our sampled
EU countries are estimated using cross-country panel data. Export market destinations both
include developed (OECD) as well as developing (non-OECD) countries and have been
chosen with the intent to have a wide array of difference between countries in terms of
culture, size of population, maturity of economy between exporter and export market

destinations.

1. Dependent Variable
Since we are ultimately interested in the existence and effects of ‘learning-by-exporting’
3) see Directive 2004/48/EC of the European Parliament and of the Council of 29 April 2004 on the

enforcement of intellectual property rights
4) see Council Regulation (EC) No 322/97 of 17 February 1997 on Community Statistics
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on economic growth through reactive and proactive innovation, our dependent variable
would, ideally, be knowledge growth.

In line with several other studies (Antonelli and Colombelli 2009: 13, Abdih and Joutz
2006: 264, Jones 1995: 517-519, Salomon 2006: 143) we use growth of total factor productivity
(TFP) and the number of patent applications to the European Patent Office (EPO) to measure
knowledge growth. We make use of two dependent variables for two reasons. First, a
growing body of research has shown that total factor productivity - after accounting for
accumulations in capital and labor input - accounts for a big portion of cross-country growth
differences, with estimates for developed countries attributing between 40 - 60% of economic
growth to changes in TFP (Easterly and Levine 2001; Crafts 1998). This is consistent with
the law of diminishing returns, with industrialized nations having reached a point where
economic growth mainly depends on innovation and knowledge growth - captured by TFP
- instead of further additions to capital and labor (Chen and Dahlman 2004: 6). TFP growth
can thus be said to measure the effects of knowledge creation on the country level. Second,
while TFP growth is often used as a proxy for knowledge growth and also seems most
appropriate for our study conducted at the country-level, the calculation, as well as the
interpretation of it remains a rather difficult affair.5)

In order to prove the robustness of our hypotheses we introduce numbers of patent
applications® as our second dependent variable. While the use of the number of patents
as a measure for innovation has also received its fair share of criticism (Desrochers 1998:
72), recent studies tend to validate the use of it as a proxy for innovation (Salomon 2006:
143; Acs, Anselin and Varga 2001: 1080). The introduction of patents as a dependent variable
also enables us to verify Salomon’s (2006: 152-153) findings that exports to more developed
markets will lead to greater technological knowledge gains (for which he uses patents as

a proxy) than exports to less developed markets.

5) Ghosh and Kraay stress: “/...] The interpretation of measured TFP growth can be problematic when
such growth reflects factors other than purely technical change— such as increasing returns to scale,
markups due to imperfect competition, or gains from sectoral re-allocations.” (Ghosh and Kraay 2002: 1)

6) see Salomon (2006): 144 for a discussion why patent applications and not patents granted are used
as a variable
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2. Main Independent Variables

Accounting for more than half of global trade, intermediate goods serve as a main driving
force behind knowledge-transmission in international trade. We use the share of intermediate
goods exported from a given sampled EU country to an export market destinations in relation
to the EU country's total exports in intermediate goods to the world. Introducing the export
of intermediates for a country-pair as a share of total world exports, as well as a share of
the exporting country's GDP helps to assess the importance of the export flows to the chosen
partner country in relation to total export flows of the exporting country and the size of
its economy (for further testing we also introduce a variable that measures total bilateral
flows itself). The variables are introduced in logarithmic form. We test for final goods in

the same manner as we do for intermediate goods.

3. Control Variables

The impact of a financial crisis, or a recession in general, on TFP growth has been widely
discussed (Oulton and Sebastia-Barriel 2013; Cecchetti, Kohler and Upper 2009; Milliard
and Nicolae 2014), and has — intuitively — been deemed substantial. During the years tested,
the majority of tested countries have seen two major economic crises: the recession in the
early 2000s and the ongoing ‘Eurozone crisis’. We therefore use a dummy variable to control
for the most immediate effects of a crisis, with years in which a tested country's most
important national stock index”) fell by more than 20 percent on average labeled as crisis

years.

Secondly, the positive relationship between R&D expenditures - both private and public
— and TFP growth have been widely acknowledged (Guellec and van Pottelsberghe de la
Potterie 2001; Lichtenberg and Siegel 1989; Isaksson 2007). Nonetheless, recent studies have

successfully introduced the number of scientific and technical journals®) and patents as

7) see appendix for a full list
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proxies for R&D. Controlling for effects that stem from how efficient different economies
conduct their R&D activities is thus not negligible. While we do control for the number
of journals, we exclude patents as a control variable, since we are prone to understand patents
as not only reflecting how efficient R&D activities are conducted, but also as the product
of a successful commercialization of knowledge gathered through exporting. For this reason
we introduce patents as a second dependent variable. Also, we control for R&D flows instead
of journals when we test for patents, based on the reasoning above.

Thirdly, as recent literature has also found a strong relationship between information
communication technology (ICT) imports and TFP growth, ICT imports are introduced (in
logarithmic form), and serves to control for imported knowledge (see e.g. Strobel 2012; Mann
2011).

Fourthly, we control for the size of the exporting and the importing economy in terms
of GDP (in logarithmic form).

Fifthly, in order to control for differences in learning opportunities across country-pairs,
in terms of differences in levels of product sophistication between exporters and export
market destinations, we control for absolute differences in per capita income and add a
dummy variable that indicates whether the exporting or the export destination market is
endowed with relatively more ‘economic knowledge.’

And lastly, introducing a variable capturing cultural distance between country-pairs, we
are able to control for, as coined by Szulanski (2003), the stickiness of knowledge. Learning
is expected to be moderated by large cultural distances between emitters and receivers.
Nevertheless, as our hypotheses states, it must be true that some cultural distance is
advantageous, since it — if firms acquire necessary resources that facilitate absorbing
knowledge — allows for greater learning opportunities. Cultural distances were calculated
following Kogut and Singh (1988), who computed an index based on the deviation along

each of the export market destinations cultural dimensions from the scores of each exporting

8) Scientific and technical journal articles refer to the number of scientific and engineering articles published
in the following fields: physics, biology, chemistry, mathematics, clinical medicine, biomedical research,
engineering and technology, and earth and space sciences.
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country. The deviations were simply corrected for differences in the variance of each

dimension and then ultimately averaged (Ibid):

CDy=37_y {11’V }in )

Where CDjh is the cultural distance between exporter (j) and export market destinations
(h). 1s the score of exporters’ (j) cultural dimensions and 1is the score of export market
destinations’ (%) cultural dimensions. Vi is the variance of the index for the dimensions i,

and n is the number of cultural dimensions.

VI. Empirical Discussion

Table FEM 1.1 1.2 1.3 1.4 1.5

DV: InATFP

Initial_TFP 5.13821%%%  518584%%%  495532%%x  531496%*x  525977%%%
(2.701) (2.776) (2.598) (2.829) (2.747)

nGg_2 0.102490* - = = 0.110524 =
(2.288) (2.442)

Share_IG_Exp_2 - 0.118697 ** - 0.116492xx -

(2.326) (2.302)
Share_IG_GDP_2 - = 1.68704%** _ _
(3.457)
InFDI_Tot - - = 0.0160013*** 0.0170976%**
(2.888) (3.062)

InICT_Imp 0.387446%*x*  0.337030**  0.340096**  0.386811+** 0.444384%**
(2.687) (2.278) (2.317) (2.655) (3.150 )

InJournals 0.691966%** 0.731012%*%  0.734272%%%  0.602279*** 0.550402%**
(4.196) (4.273) (4.327) (3.323) (3.152)
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Table FEM 1.1 1.2 1.3 1.4 1.5
InGDP_Exp -1.40837+**  -1.36891*** -138540*** -136770*** -140817***
(-12.33) (-11.77) (-11.92) (-11.55) -12.11)
InGDP_Imp 0.387893***  0.408008+*** 0.438188*** 0.426756*** 0.404767***
(3.934) (4.390) (4.790) (4.514) (4.075)
Cult_Distance -0.0401907 -0.0411432 -0.0477968 -0.0419120 -0.0406535
(-0.9423) (-0.9536) (-1.118) (-0.9686) (-0.9508)
InGDP_Cap_Diff —0.141895%%* -0.146742%** -0.158549*** -0.142068*** -0.137263***
(-4.033) (-4.084) (-4.287) (-3.970) (-3.931)
Exp_Superior 0.608387**x  (0.595213xxx  0.609120*** 0.578543*xx  (0.589029***
(4.623) (4.491) (4.612) (4.426) (4.533)
Crisis -0.860440x** -0.873177**x -0.871698*x* -0.855533*** -0.840459***
(-17.18) (=17.17) (-17.20) (-17.37) (-17.40)
CONSTANT 6.41969*** 7.36048% %% 7.23681**x 6.31806%** 5.24903**
(3.218) (3.531) (3.494) (2.889) (2.490)
LSDV R-Squared 0.375710 0. 375214 0.376339 0.376958 0.377693
Within 0.368986 0.368485 0.369622 0.370247 0.370990
R-Squared
N 2412 2412 2412 2412 2412

NOTE: *, **, **x significant at 10%, 5% and 1% risk (Robust Standard Errors). In brackets: t- ratio

Table 2 FEM 2.1 2.2 23 2.4 25
DV: InATFP
Initial_TFP 5.54645%x% 546964 %% 5.33944 % * 5.40253%*  5.31753%x*
(3.075) (2.915) (2.862) (2.536) (2.851)
InFG_2 0.0325570 - - 0.0440951 -
(0.9679) (1.271)
Share_FG_Exp_2 - -0.0391330 -0.0367549 - -
(-1.456) (-1.368)
Share_FG_GDP_2 - - - - 0.137014
(0.5039)
InFDI_Tot = 0.0162392%* - 0.0170245% %% -
(2.941) (3.006)
InCT_Imp 0.363131**  0.393737+#*  0.343005%*  0.424557*xx  0.339809+*+*
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Table 2 FEM 2.1 2.2 2.3 2.4 2.5

(2.576) (2.701) (2.318) (3.084) (2.300)
Injournals 0.700481***  0.610356***  0.741156***  0.549075***  0.738594*=**
(4.201) (3.359) (4.324) (3.060) (4.322)
InGDP_Exp =1.39711%%%  =1.39278**x* -1.39408** = -1.39820%**  -1.38934*x*
(-12.35) (-11.78) (-12.00) (-12.13) (-11.96)
InGDP_Imp 0.412949***  0.446585x**  0.427633***  0.428622**x 0.424428+***
(4.334) (4.803) (4.680) (4.461) (4.632)
Cult_Distance -0.0412415 -0.0494607 -0.0484493 -0.0410127 -0.0424780
(-0.9583) (-1.129) (=1.111) (-0.9500) (-0.9854)
InGDP_Cap_Diff -0.139809+*** -0.134804*** -0.139392+** -0.135205*** -0.140564***
(-3.941) (-3.813) (-3.915) (-3.836) (-3.909)
Exp_Superior 0.623241x*xx  0.612915%x*x*x  0.629789***  0.605615*** 0.620603***
(4.733) (4.684) (4.745) (4.668) (4.709)
Crisis -0.870515*** -0.855727+** -0.873710%** -0.850305*** -0.874750%**
(-17.45) (-17.40) (-17.20) (-17.76) (-17.21)
CONSTANT 6.68613*** 6.07309% * * 7.13144% %~ 5.40253** 7.18355% %
(3.362) (2.815) (3.474) (2.536) (3.490)
LSDV R-Squared 0.374604 0.376346 0.374550 0.376551 0.374423
Within R-Squared  0.367868 0.369629 0.367814 0.369836 0.367685
N 2412 2412 2412 2412 2412

NOTE: *, %%, x*x significant at 10%, 5% and 1% risk (Robust Standard Errors). In brackets: t- ratio

Table 3 FEM 3.1 3.2

DV: InPatent

nG_1 0.0194656* * * =

(3.682)
Share_IG_Exp_1 - 0,0140965* **
(3,526)

Share_IG_GDP = =

InFG - -

Share_FG_Exp - -
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Table 3 FEM 3.1 3.2
Share_FG_GDP - -
InICT _Imp - -
InR&D_Flow 1.35505%* 1,34422 %%
(247.3) (261,8)
[nR&D_Flow_1 - -
Cult_Distance 0.165931#** 0,141773%**
(9.814) (9,114)
INnGDP_Cap_Diff -0.0382483*** 0,0358742+x*
(-2.218) (17,53)
Crisis -0.0931490* x = -0,0861582* %=
(-4.373) (-4,435)
CONSTANT -23.6125%*x -23,9671%*x
(-115.2) (-196,2)
LSDV R-Squared 0.922397 0,931286
Within R-Squared 0.922128 0,931048
N 2735 2736

We will now proceed to the interpretation of the above equation (1), and investigate

—— 06

whether we reject or fail to reject our hypotheses.

First and foremost, our empirical evidence validates our theoretical discussion, and proves
to be a justifiable alternative to the dominating neoclassical theory of perfect competition.
In essence, the results suggest, not only, that ‘learning-by-exporting’ is part of exporters’
everyday life, but also that increased competition through, for instance, increased trade
openness would result in increased domestic TFP. Needless to say, that would have positive
impacts on overall welfare.

As can be depicted in table 1, the results indicate the relationship between flows of
intermediate goods and — our prime interest — TFP growth. Accounting for necessary time
to elapse for the ‘learning-by-exporting process’ to take place, as well as for the resulting
increased domestic competition to provoke reactive or proactive innovation, we lag flows

of intermediate goods with two years. Controlling for various other explanatory variables,
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we find a positive and causal relationship between exports and TFP growth, which, thus,
fails to reject H1. Export flows prove to be significant at the 5 percent level, and a 1 %
increase in export flows (measured by total bilateral flows between exporter and export
market destination at time t) increases TFP with 0.10%.

Having included multiple measurements of exports, we proceed to the next export variable,
namely; the share of country-pair exports in intermediate goods over total country-pair
exports. Again, as our theoretical discussion points to, as well as indicated by previous result,
this variable too proves to be significant. Not being expressed in logarithmic form however,
we cannot interpret the coefficients as elasticities.

And lastly, the coefficient of exports in intermediate goods measured as a share of the
exporting country's GDP indicates the robustness of already stated results. Conclusively,
taken together, the results across all columns suggest that the results are robust. Thus, overall,
the result validates the proposed idea that the exports of intermediate goods do have
important effects on productivity.

In order to keep to the minimum and most relevant, we choose not to discuss multiple
control variable, as they are significant and in line with our theory.

For what regards the second hypothesis, we find a positive relationship between differences
in per capita income between exporters and export destination markets, and TFP. Thus, in
line with Grossman and Helpman (1991), as well as Fafchamps et al. (2008) — we fail to
reject H2. We lean on Rodrik and Hausmann's (2002) argument that the sophistication of
a country's export goods is strongly correlated with its GDP per capita (Rodrik 2006: 7).
In the spirit of Melitz’s (2003) thesis that exporting firms tend to be among the top
performers in their respective industry the measurement captures the “benchmarking
opportunities”. In this sense the results indicates that a country like Germany may gain less
from exporting to Thailand than from exporting to the United States. The control variable
—GDP per capita — can therefore be said to reflect 'benchmarking opportunities' between the
two countries of a country-pair.

Our third hypothesis suggests an ambiguous relationship between cultural distance and

TFP. On the one hand, provoked to learn, exporters may acquire necessary resources to
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facilitate the process of knowledge creation. But on the other side, a too large “foreignness”
between exporters and export market destinations, may negatively affect the knowledge
creation process. Our results fail to provide any clear understanding of the “push and pull”
factors that may affect ‘learning-by-exporting’.

And lastly, through our theoretical discussion we argued that exporting final goods enables
none, or very little learning opportunities. In accordance with our theory and hypothesis,
the results point towards what we suggest, and thus we fail to reject H4. Exporting final
goods are more likely to depend on brokers, or other market-accessing solutions that

encompass little interaction between firms and consumers.

VII. Conclusion

It is not unfair to say that the literature positioned as ‘learning-by-exporting’ has been
at a standstill for years, or perhaps decades. The debate over whether exporting firms are
more productive prior to exporting, emanating from Melitz’s (2003) self-selection hypothesis,
or whether exporting firms become more productive as a consequence of exporting is in
our understanding misplaced.

A firm becomes more productive, either through an efficiency advantage (producing at
lower cost) or through an effectiveness advantage (adding more value). The source of these
advantages is deeply embedded in the mechanisms, which fundamentally make up most of
the world’s market-based economic system. To decouple competition — driven by
entrepreneurial learning — from economic models is, bluntly put, to study fictitious markets.

Resting on a solid ‘Austrian foundation’, the resource advantage theory of competition
serves to cast new light on the mechanism that underpins the notion of ‘learning-
by-exporting’. Only by exposing those mechanisms, are we able to better understand what
is really going on, in contrast to the two opposing camps of the research which focused
on ‘learning-by-exporting’.

Understanding competition as a disequilibrium-provoking process, rather than an equilibrium,
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we are able to enter an unexplored territory, where we find new explanations. Moreover,
understanding economic activities as a learning mechanism lays the foundation of economic
activities as an evolutionary process, as emphasized by Hayek (1978). In this light,
competition is a knowledge-discovery process.

In this setting, where learing promotes competition and competition promotes learning, the debate
should not be about ex post versus ex ante firm productivity, but about the overall learning effects.

As a result, our paper emphasizes the benefits of exporting — through prompting
entrepreneurial learning — and on a general basis, we suggest that the more integrated economies
become, the more knowledge creation there will be. Accordingly, learning how to penetrate
foreign markets creates knowledge, and ultimately increases overall domestic TFP.

Also, this paper puts the entrepreneur, and thus also entrepreneurial learning at the heart
of the market-based economic system. Rooted in the assumptions of the R-A theory of
competition, we find a subjective element, which can be related to Hayek’s interpretation
of individual understanding, “in the last resort it is her ability to respond to her environment
with a pattern of actions that helps her to persist” (1973: 18). In a sense, this implies that
economic actors are able to create new theories about reality, which makes the human mind
an instrument of creativity and learning. This notion of the human mind, encapsulates the
evolutionary aspect of the economic environment economic actors and entrepreneurs are
forced to thrive and survive in.

Innovators as we know them are useless without an entrepreneur that can successfully
introduce a product to markets. The subjective element in entrepreneurship is a field of
research that is quickly gaining ground.

Lastly, future research focusing on exploring and advancing the notion of ‘entreprencurial
learning’, may find it valuable to investigate the extensive margins of exports, and their
overall effect on economies. Approaching entrepreneurial learning — in the context of trade
— through the extensive margins of exports — may make valuable contributions to the

literature centered on diversification, and new ventures.
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Appendix

Countries in the sample (Exporting countries in bold)

Austria Finland France Germany Ireland
Italy Netherlands Portugal Spain

Australia Brazil Canada Chile China
Egypt Indonesia India Israel Japan
Korea Mexico Malaysia New Zealand Singapore
Thailand Turkey United States South Africa

Descriptive Statistics

Mean Minimum Maximum St. Deviation
INTFP_Growth 0.15448 -7.9503 6.3291 1.7380
Initial_TFP 0.87469 0.71669 0.93885 0.063559
InPatents 7.3724 3.0166 10.107 1.6979
nG 18.853 10.508 23.774 1.7130
Share_IG_Exp 0.88714  0.00093002 35.491 2.2996
Share_IG_GDP 0.079654 3.0224e-05 7.9417 0.42609
INFG 18.856 12.260 24.500 1.9128
Share_FG_Exp 0.75948 0.0014114 18.801 1.7802
Share_FG_GDP 0.082269  0.00016912 3.9029 0.24033
InFDI 22.052 0.0000 26.013 5.3268
INR&D_Flow 22.865 20.066 25.078 1.2264
INICT_Imp 23.525 21.577 25.336 0.97967
InJournals 9.3772 7.0001 17.808 1.2349
INGDP_Exp 27.201 25.032 28.920 1.0772
INGDP_Imp 26.878 24.675 30.419 1.3903
Cult_Distance 2.0099 0.077161 7.1790 1.1821
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Description of Statistics

Variables Description of variables Data Sources
. - Total Economy

/INATFP Growth in Total Factor Productivity Database

Number of Patent applications of
InPatents exporting country to the EPO OECD

Exports in intermediate goods from World Integrated Trade
nG -

country; to country; Solution
Share_IGLExp Exports in intermediate goods from over World Integrated Trade

total exports of exporting country Solution

Exports in intermediate goods from
Share_IG_GDP country; to country; over GDP of
exporting country

World Integrated Trade
Solution

Exports in final goods from country; to ~ World Integrated Trade

InFG country; Solution

Exports in final goods from country; to World Integrated Trade

Share_FG_£xp country; over total exports of country j  Solution

Exports in final goods from country; to  World Integrated Trade

Share_FG_GDP country; over GPD of exporting country  Solution

InFDI_Tot Total FDI inflows into country; OECD
Gross Domestic Expenditure on R&D

InR&D_Flow (GERD): In % of GDP OECD

InICT_Imp Total Imports in ICT goods in country; UNCTAD

InJournals Number qf articles in scientific and World Bank
technical journals

INnGDP_Exp GDP of country; incurrent USD World Bank

INnGDP_Imp GDP of country; incurrent USD World Bank

Based on Hofstede’s cultural dimensions. Authors’ calculation.
Adapted with Kogut and Singh (1998) Hofstede Center

Difference in GDP per capita between
exporting and partner country

Cult_Distance

InGDP_Cap_Diff World Bank
Dummy Variable (0 = Exporting country

Exp_Superior has higher GDP per capita, 1 = Partner
country has higher GDP per capita)

FTSE. Euronext. Deutsche

Crisis Dummy Variable (0 = Crisis, 1 = No Crisis) Borse
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Variables

Description of variables

Expected Sign

InATFP
InlG

Share_IG_Exp
Share_IG_GDP

InFG
Share_FG_Exp

Share_FG_GDP

nICT_Imp
InJournals
InGDP_Exp
InGDP_Imp
Cult_Distance

InGDP_Cap_Diff

Partner_Superior

Crisis

Growth in Total Factor Productivity

Exports in intermediate goods from country; to
country;

Exports in intermediate goods from country; to
country; over total exports of exporting country

Exports in intermediate goods from country; to
country; over GDP of exporting country

Exports in final goods from country; to country;

Exports in final goods from country; to country;
over total exports of country j

Exports in final goods from country; to country;
over GPD of exporting country

Total Imports in ICT goods in country;

Number of articles in scientific and technical journals
GDP of country; in current USD

GDP of country; in current USD

Based on Hofstede’s cultural dimensions. Adapted
with Kogut and Singh (1998)

Difference in GDP per capita between exporting
and partner country

Dummy Variable (0 = Exporting country has higher
GDP per capita, 1 = Partner country has higher
GDP per capita)

Dummy Variable (0 = Crisis, 1 = No Crisis)

insignificant
insignificant
insignificant

+
+

+/-
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Country

Used Stock Index

Austria ATX
Finland OMX Helsinki 25
France CAC 40
Germany DAX
Ireland ISEQ 20
Italy FTSE MIB
Netherlands AEX index
Portugal PSI-20
Spain IBEX 35
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Abstract

European Union (EU) concerns have risen in recent years that China’s increased
development cooperation with African countries introduces competitive pressures to
EU development policy on the continent, especially as the EU faces challenges of

funding and reforming its own development cooperation policies.

Though both the EU and China’s development cooperation policies share overarching
and altruistic goals of poverty reduction and development for African nations, the two
actors’ tackle these issues with historically, ideologically, and methodologically

different approaches.

EU policymakers may disagree with the fact that China’s assistance to Africa is
generally aligned with the country’s own economic interests, and hold two major
concerns that it 1) does not contribute to and even damages progress toward more
effective development cooperation practices, and 2) clashes with the EU goal of
disseminating norms including good governance, democracy and human rights to
Africa. This second concern is important to the EU for three reasons. Firstly, the EU
views these norms as essential tools necessary for ensuring the primary concern of
development effectiveness. Secondly, it views them as universal values that all people
have the right to access. Thirdly, they are used as strategic tools for strengthening the
EU’s self-image as a global normative power and provider of global public goods,

also propagating its “soft power” abroad.

This paper will explore the extent and dynamics of these perceived policy conflicts
between the EU and China, review recent EU policy in light of these concerns.It will
explore future policy options in order to address them or at least move beyond

EU-China conflict over norms to a more cooperative mode of engagement.

Keywords: China, European Union, Trilateral Cooperation, Development Assistance
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This paper investigates European Union (EU) development policy options in light of
challenges and opportunities presented by China’s rising development cooperation to Africa.
In particular, it reviews the challenges that China’s alternative forms of cooperation pose
to EU-endorsed international effective development cooperation practices, as well as
EU-propagated norms of good governance, democracy and human rights, before elaborating
upon possible EU policy responses to this changing donor landscape, including that of
trilateral cooperation between the EU, China and Africa.

New donors, most notably China but also others including India and Brazil, are causing
what Woods (2008) calls a “silent revolution” in international development cooperation by
diluting adherence to the standards and practices of the Organisation for Economic
Cooperation and Development Donor Assistance Committee (OECD-DAC). The EU and
many of its member states belong to this traditional donor group and were also instrumental
in establishing broad consensus around aid effectiveness norms through recent High Level
Forums for Aid Effectiveness.!) These include ensuring recipient ownership of development
priorities; donors’ alignment with these strategies; harmonization of development activities
with other actors; a focus on results and donor accountability (Paris Declaration 2005). The
European Commission's Directorate-General EuropeAid, has three missions of: Reducing
poverty in the world; Ensuring sustainable development; and promoting democracy, peace
and security. Norms such as democracy, good governance and human rights are central to
EU development cooperation policy, with aid delivery linked to African countries’
compliance with them, and violation of guidelines linked to them can potentially lead to
suspension of assistance (Grieger 2013). Increasing weight has been placed on this normative
agenda since the Cotonou Agreement between EU and Africa in 2000 through to the Joint
Africa-EU Strategy (JAES) Roadmap 2014, which lists “democracy, good governance and
human rights” as the second priority grouping after “peace and security.” However, the above
norms and practices are being challenged by new values, objectives and methods of

development cooperation propagated by an increasingly active China and other emerging

1) Forums at Monterey (2002), Paris (2005), Accra (2008) and Busan (2011).
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economies.

China’s rising financial flows to Africa are strengthening its influence there, while EU
official development assistance (ODA) is falling. Preliminary OECD data show that EU
institutions gave $15.9bn in ODA in 2013 - a 13.1% decrease from 2012.2) Meanwhile,
it estimates that China’s bilateral cooperation reached $3.1bn in 2013 compared to $2.6bn
in 2012. While still a fraction of EU assistance, Chinese aid activities have been centered
in Africa, sending 51.8% of its foreign assistance funds there between 2010 and 2012 (China
2014). Although it is still the world’s largest provider of aid, existing development
programmes now face budget shortfalls of 1bn Euro ($1.28bn), and the EU Commission
development agency, EuropeAid, looks set to lose 12% of its funding (192m Euro - $244m)
in 2015 (EurActiv France 2014). Meanwhile, China has continued to increase commitments,
fuelling perceptions of an accelerating switch of influence on the continent. Furthermore,
projections of China’s continued rise in economic and geopolitical power and perceptions
of Europe’s relative decline draw attention to China based on expectations of its future
position, even in the face of its relatively small aid to date.

From the African perspective, if the problems the EU perceives in Chinese development
cooperation practices go unresolved, African people will receive less than optimal
development assistance, and face limited progress toward accessing public goods of
democracy, good governance and human rights. Desperate for investment, especially in
infrastructure, African leaders have engaged enthusiastically with China (Davies 2010). Now
receiving increased international focus under the Millennium Development Goals (MDGs)
and the global commodity boom, Sub-Saharan Africa has also been enjoying strong growth
with the IMF (2014) predicting this be maintained at about 5% in 2014 and 5.75% in 2015.
However, African nations have long been the objects of international cooperation rather than
fully recognized actors in their own rights. There are increasing calls from inside and outside
the continent for its leaders to take more ownership of their own development by better

directing both traditional and “new” donors’ assistance to meet their needs.

2) Although the overall figure had grown steadily from 2003 to 2012 reaching a peak of 17.5 billion.
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| . Limitations of the Paper

It should be noted that the EU and China have different approaches in many other areas
relating to Africa including security, environment, trade and humanitarian intervention. While
these are equally pertinent to the African people, they fall outside the scope of this paper.
Another major constraint of this paper is the necessity to discuss the EU, China, and Africa
almost as if they were single actors, representing uniform sets of motivations. Some space
has been given to exploring differences of opinion between the EU Commission and
Parliament, however, for the sake of brevity, this article must largely ignore the great
complexity of the three subjects of this paper. There is no space to consider detailed interplay
between EU institutions and differing views and situation in member states, nor to outline
China’s 20 ministries and 34 province-level political administrations also involved in
development cooperation activities. Little space can be given to the varying views and
situations of Africa’s 54 diverse nations. This paper must also omit analysis of other new
development actors such as India, Brazil or Arab donors as well as civil society organizations,
foundations and the private sector, especially the significant input of China’s state owned
enterprises (SOEs). Nor can it examine other traditional donors such as the U.S. or other

DAC members’ interactions with China.

II. Different Perspectives

Though both China and the EU state the overall altruistic goals of poverty reduction and
development for African nations, different ideologies frame their concepts of how to achieve
these goals, and therefor adopt different policies and methods of implementation (van der
Linden 2008, Grimm et al. 2009). The main ideological clash is between EU use of
conditional development cooperation in order to promote its norms and China’s respect for

sovereignty, non-interference and no-strings attached aid in order to gain mutual economic
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benefit. Methodologically, Europe has preferred investing in “soft” social infrastructure
programs, often via one-way grants in the form of sector or budget support. These have
often been conditional on policy reforms in the areas of governance and procurement
standards, and sometimes also on issues of human rights and democratic reforms, raising
concerns over sovereignty in some African nations (Schiere 2010). On the other hand, China
mainly invests in “hard” infrastructure projects via concessional loans guided by principles
of two-way, win-win cooperation, with no political conditions on assistance, with the
exception that recipients must accept Beijing’s “One China” policy on Taiwan. However,
linking loans and aid to natural resource contracts has raised concerns over recipient country
debt sustainability and the environment. Ling (2010) argues the above differences spring
from the stark contrasts between the two actors’ developmental stages, indigenous development
models, and previous development cooperation experiences in Africa, all of which have led

them to adopt different aid principles, priorities and modalities.

lIl. China’s Cooperation in Africa

Common misconceptions of China as a “new” donor in Africa have been dispelled
(Kragelund 2008) but its evolving and increasing assistance has sparked international
attention, as well as apprehension. China has largely maintained the rhetoric of Premier Zhou
Enlai’s 1964 “Eight Principles of Economic and Technical Aid,” which emphasize among
other things: mutual help; no conditionality; helping recipients' independent development and
fast results. In 1983, Prime Minister Zhao Ziyang added four principles of equality,
bilateralism, effectiveness and co-development, emphasizing relations based on two-way
economic benefit. Cooperation with Africa then moved from the ideological motivations of
the Cold War to pragmatic giving following the advent of Deng Xiaoping’s policy of “reform
and opening” in 1978 (Wenping 2010), before focusing on strengthening China’s footing

as a global economic power since 1995 (Brautigam 2008). China's rapid rise and integration
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into the international economy has restructured its relations somewhat “from being
anti-colonial brothers-in-arms to economic and trade partners based on market principles”
(Jiang 2008). For example, China’s 2001 “Going Global” policy encouraged Chinese SOEs
to invest in Africa, spurring economic growth but also boosting Chinese procurement of
natural resources and trade. The launch of the triennial Forum on China-Africa Cooperation
(FOCACQ) in 2000, and dedication of 2006 as China’s official “Year of Africa” have also
strengthened China’s diplomatic foothold on the continent, forming strong ties with African
leaders. China’s second White Paper on Foreign Aid (2014) lists current principles of
development assistance as: mutual respect; equality; mutual benefits; win-win cooperation
and keeping promises. This report also states that just over half of China’s total $14bn aid
went to Africa between 2010 and 2012.

Rare communications from China such as this white paper are especially significant given
the general intransparency of Chinese aid, causing outside observers’ estimates of the size
of the Chinese development cooperation spending to vary considerably. Brautigam counted
just over $1bn total official Chinese government expenditure on external assistance in 2006,
with an estimated 45% going to Aftrica, but Lancaster (2007) suggests this figure should
be increased to between $1.5 and $2bn. Lum ef al.’s “more flexible definitions of foreign
aid” (2009) including some foreign investment, pledges of aid and concessional loans and
credit lines to count $25bn in 2007. In an even more comprehensive study, Strange et al.
(2013) count 1,673 Chinese-backed projects in Africa from 2000 to 2011 with $75bn in
official finance commitments made in that period. This variation is largely down to China’s
different conception of aid than that of OECD-DAC member nations. While the OECD-DAC
distinguishes between ODA and commerce-related other official flows (OOF), export buyers’
credits, natural resource-backed credit lines, preferential trade relationships, as well as
subsidies and support for Chinese firms investing in developing countries are all considered
aid by China (China 2006, 2011). Lines between aid, economic partnership and commercial
investment are further blurred by the fact that Chinese SOEs’ foreign direct investment (FDI)
in Africa is a form of government-funded cooperation that counts as neither ODA nor OOF.

Other items counted only by China include sports facilities, military assistance and subsidized
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loans for joint Chinese-African ventures. Meanwhile, the DAC counts administrative costs,
which are excluded from China's reckoning.

China’s initiation along with Brazil, Russia and India, of the New Development Bank
(NDB), in October 2014 was greeted with media flurry as a departure from the Western-
dominated international financial system. The new institution to be headquartered in Shanghai
could offer alternative funding free from the conditions typically attached to IMF and World
Bank support (e.g. Heydarian 2014). Though its $50bn starting capital, and $100bn
Contingent Reserve Arrangement (CRA) is very small compared to the IMF’s $242bn and
the World Bank’s $178bn callable capital, it marks the growing strength of emerging powers
dissatisfied with the voice granted them in Western-dominated international financial
institutions. China’s $41bn CRA contribution means that the country may dominate the
NDB’s direction, further fueling concerns over the rise of a “Beijing Consensus™ to rival
the “Washington Consensus” Western development policy mix propagated in the 1990s and
early 2000s. Boosted by increasing finances, the Chinese model may be more appealing than
policies derived from Western development experiences now far removed from African
countries’ situations given that several developing countries, including China, have grown
their economies through different policies to the neoliberal policy mix of the U.S.-led
Washington Consensus (Harman and Williams 2014). The Beijing Consensus has been
characterized as China’s economic policies of social capitalism including mixed ownership,
basic property rights, and heavy government intervention (Ramo 2004), though it should be
noted that both Western and Chinese scholars have dismissed the existence of a well formed
Chinese development paradigm that could be directly applied to other developing nations.
Rather, China’s remarkable economic growth since the 1980s may offer select lessons for
African states’ own progress, and its developing country identity also strengthens solidarity

with these nations.
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IV. Chinese Clashes with EU Norms

Former European Commission Coordinator for Africa-China Relations, Uwe Wissenbach
(2009) identifies two groups of EU development policymakers with concerns relating to
China that could be called the pro-poor policy faction, and the strategic policy faction.
Pro-poor policymakers with a strong dedication to aid effectiveness principles may be
troubled by China’s irresponsible, even damaging development cooperation practices on the
continent. Meanwhile, those with strategic interests in development cooperation as a tool
for increasing the EU’s normative and soft power (Nye 2009) may focus on the competition
introduced by China’s growing and often alternative assistance. While many policymakers
may hold all of these concerns, Wissenbach’s distinction is helpful to analyze the extent
to which China has negatively affected both sets of interests.

Some developmentalists consider China’s rising financial flows to Africa an economic
boon for the continent (Davies and Woetzel 2010; The Economist 2011), but many also
fear that its search for natural resources and new markets to fuel its own economic growth
has led to irresponsible development policy and unsustainable and unequal growth in Aftica.
Regarding aid effectiveness, bad practices such as a lack of transparency may be
compounding the issue of aid fragmentation (Brautigam 2008; Tan-Mullins er al. 2010).
China’s poor reporting on its aid (Lancaster 2000; International Aid Transparency Index
2014) plus the difficulties in calculating its developmental financial flows discussed above
make the Paris Declaration goals of transparency and accountability unattainable. Other issues
include the limited job creation and growth in African industries even for large infrastructure
projects (Davies 2010). Taken together, China’s lack of adherence to development
cooperation practices make its assistance less than optimal for sustainable development in
Africa.

While recognizing some positive aspects of Chinese giving, the European Parliament sees
that “China's emergence as a further alternative aid donor is challenging the EU's conditional

approach towards African governments with a view to securing political reforms” (2008).
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The “rogue aid” argument (Naim 2007) goes that China offers “blind” assistance in order
to access natural resources and new markets, regardless of the political context (Mohan and
Power 2008; Davies 2010; Nelson 2013). Though framed by China as a positive policy mix
of respect for national sovereignty and desire for mutually beneficial economic relations,
its “no-strings attached” aid has been seen as damaging efforts toward good governance,
democracy and as supporting dictatorships (e.g. Rotberg 2008). These critics argue that
China’s respect for sovereignty and non-interference policy paired with its disregard for
democracy and human rights allow it to offer unconditional aid in return for access to natural
resources. This leads to an engagement with oppressive African regimes shunned by other
more responsible donors (Taylor 2004, 2007), impeding European efforts toward good
governance and democratic state building by sustaining them financially (Collier 2007). For
example, China EXIM Bank’s concessional financing to many countries with questionable
governance, including Zimbabwe, undermines sanctions placed by the EU and others on
grounds of President Robert Mugabe’s human rights abuses. While Western nations boycotted
Zimbabwe from 2003, China was accused of propping up the pariah regime through its
delivery of aid and military equipment, as well as its opposition to US-proposed UN Security
Council resolutions for sanctions against the Zanu-PF party. As a series of flawed elections
in the country in 2002, 2008, and 2013, the removal of white farmers from their land and
a "clean-up" program of shanty homes in 2005 drew Western condemnation of the regime,
China increased its mining investments and aid, arguably undermining Western efforts for
African freedom and democracy (Nelson 2013).

Chinese leaders justify such actions by emphasizing Africans’ rights and abilities to handle
their own issues, saying that “wherever and whenever possible China avoids getting involved
in politics and rather tends to focus on economics” (Chinese President Wen Jiabao; quoted
by French. 2006). The no-strings attached approach even toward dictatorships should be
understood in the context of the Chinese state’s antipathy toward democracy and human
rights within its own territory. China is enjoying economic growth without full democracy,
and its officials argue that democracy sacrifices efficiency in large public infrastructure works

(The Economist 2008). Leaders claim that “Western style democratic theory is unsuited to
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African conditions but rather carries with it the root of disaster” (China People's Daily quoted
in BBC 2008) and Chinese scholars advocate balancing the politics of democracy and the
politics of stability arguing that: ““... only a democracy that accounts for both order (social
stability and rule by law) and effectiveness (economic development) can forcefully push for
political development” (He 2005; quoted by Laverkist 2009, p. 375). This can be understood
as a projection of domestic Chinese debates on its own development, but this does not negate
the fact that China is “exporting some of its most dysfunctional domestic practices”
(Kleine-Ahlbrandt and Small 2008), or engaging in a “brazen corporatist approach to
engaging Africa” (Davies 2010). Chinese Scholar Gu Xia advised EU diplomats to
acknowledge that since China shuns democracy and human rights discourses at home, they
should not hope for Chinese support for their implementation in Africa (EDC2020 2008).

In spite of normative differences, some see increased financial flows from China as a
positive influence in Africa, offering as it claims, mutual benefit to African counterparts
(Versi 2006; Davis and Woetzel 2010). Claims of Chinese neocolonialism in Africa have
been refuted by academics (eg. Brautigam) and Chinese leaders (Cabrone 2011), and others
warn policy analysts to avoid extrapolating isolated negative events in Africa involving China
to the whole continent (Mohan and Power 2008).

The debate on whether China is doing more good than harm in Africa is unlikely to be
resolved soon, but even if China is positively tipping the balance of African development
to the satisfaction of pro-poor policymakers, its influence could still damage EU norm-setting
powers (Kaya 2014). China’s opening of a new “age of choice” for African nations (Greenhill
et. al. 2013) or a period of East-South relations as a positive counterbalance to northern
domination (Pieterse 2011) is causing the EU to lose its “leadership” role in Africa (Frisch
2008). The fact that China has been achieving its aims well in Africa increases credibility
for its alternative development theories at the expense of the EU’s. As Senegalese President
Abdoulaye Wade observed, China has the edge on speed of execution, with a project proposal
that could take the EU five years to agree decided in three months with Chinese officials:
“Our continent is in a hurry to build infrastructure, ensure affordable energy and educate

our people . . . China’s approach to our needs is simply better adapted than the slow and
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sometimes patronizing post-colonial approach of European investors, donor organizations and
non-governmental organizations” (2008). However, without the checks and balances of
traditional donors, Chinese assistance may fund unsustainable and ineffective projects
(Hannauer and Morris 2014). Therefore, the EU faces the challenge of regaining the “hearts
and minds” of the African political elite by treating them as sovereign partners, as China
does, making its development cooperation more effective without compromising its values.

One barrier to this has been EU conditionality, which inevitably limits the extent of ties
with some African leaders, especially compared to the strong ties China has cultivated
through the FOCAC. For example, the UK-initiated veto of Mugabe’s participation at the
EU-Africa Summit planned for 2003 led to the event’s cancellation after African Union
protest that all leaders should be included. Mugabe was later permitted at the subsequent
2007 EU-Africa Summit in Lisbon, where China was referenced as a motivating factor for
holding the event (Tull 2008) and the Joint Africa-EU Strategy (JAES) agreed there used
similar partnership rhetoric to that used by China (Men and Barton 2011). This perhaps
signifies tacit recognition that China is able to introduce competitive pressures in spite of
its relatively low financial flows to Africa because its respect for sovereignty allows it deeper

ties with African leaders.

V. Facing up to Issues of EU Development Assistance

While presence of Chinese funding may erode the effectiveness of EU conditionality,
considered a key tool in propagating EU values, a large body of literature on traditional
donors’ failure to lift Africa out of poverty (e.g., Easterly 2006; Moyo 2011) implies that
the EU and others have not needed Chinese assistance to lose credibility and influence in
Africa. It was known from early on that many countries would not reach many of the MDGs
by 2015 (Clemens and Moss 2005), with Sub-Saharan Africa looking set to meet one of

the 15 MDG indicators laid out for recipient countries - that of halting the spread of
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HIV/AIDS (United Nations 2014). Slow progress toward these internationally endorsed
targets has fueled condemnation of the international development system, as well as
reflections that the goals were too ambitious and unobtainable from the outset. Lack of
progress could be partly because donors have neither delivered on promised levels of aid
(Barbiere 2014; OECD 2013) nor sufficiently applied aid effectiveness measures such as
harmonization, donor alignment or country ownership committed to in the Paris Declaration.
Only one of the 13 Paris Declaration targets for improved aid effectiveness was met by
the deadline year of 2010 (OECD 2011). EU aid commitments sat at 0.43% of collective
EU Gross National Income in 2012 — falling far short on progress toward the target of 0.7%
by 2015 (EurActiv 2013). Carbone (2007, 2011) also argues that the EU has failed to
coordinate and effectively divide development tasks among its various internal actors, causing
it to punch below its weight on results.

While Hackenesch (2011) finds the European Commission’s policies of promoting good
governance to have been rather ineffective in Angola and Ethiopia, Chinese loans and policies
in those countries had “little to no immediate negative consequences for EU good governance
policies”. Furthermore, the norms that the EU aims to propagate have been questioned in
terms of the success of their implementation and their overall impact on development
effectiveness. Larsen (2014) demonstrates that the EU was not perceived a strong normative
actor in African, Caribbean and Pacific (ACP) countries even before the introduction of
Chinese competition. Rather, surveys show that the Global South - including China and
particularly Africa — has a negative view of the EU, primarily seeing it as an economic
power and an unequal counterpart, recording skepticism over the EU’s partnership rhetoric.
The EU is also criticized as a former colonial power now seeking to spread a ‘new
sovereignty’ by allowing interference in other states’ internal affairs, particularly over human
rights issues (Kaya). While the AU officially shares EU concerns for human rights it asserts
that Africans have to resolve these issues internally. Reforms for good governance have also
lost credibility due to their ineffectiveness (Men and Barton), and have been criticized as
a neoliberal “hegemonic discourse pursued by the North in an attempt to define the South

in its own image” (Taylor). Meanwhile, China’s principle of non-interference is highly
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appreciated throughout the Global South (Sven 2008b) allowing it to raise goodwill in Aftica.
For example, Former President Festus Mogae of Botswana and President Yoweri Museveni
of Uganda both appreciated that the Chinese, unlike many Western donors, treated Africans
as equals in business (Carbone 2011). The emergence of alternative dialogues such as the
G77 and frameworks including the African Charter on Human Rights demonstrate that EU
norms may be Eurocentric rather than universal.

Thus, Chinese engagement highlights but does not necessarily create the gap between
Europe’s normative aspirations and the reality. Despite reforms since 2000, Grimm et al.
(2009) note that European aid must be better coordinated with other policies to make it
a more complimentary part of European external relations strategy.

They face the unenviable task of acknowledging and responding not only to China’s
development effectiveness failings, but also to its own. With falling aid budgets and a
potential decline in its normative power in the light of Chinese “competition”, they must
devise new methods of engagement with China and African countries in the light of this

changing landscape.

VI. China-EU Cooperation to Date

EU-China cooperation in Africa remains largely underdeveloped, unhelped by the
divergent views of different EU actors (Carbone 2011), whose comments have ranged
between envy, paternalism, admiration and “China bashing” (Tull). Conciliatory policy efforts
of the EU Commission have been contradicted by critical statements from the EU Parliament
and some member states (Carbone 2011), leading to non-strategic engagement, with current
EU-China partnerships bearing little fruit, and summits producing shallow joint communiqués
(Vivet and Lalande 2014). On one hand, an October 2008 EU Commission Occasional Paper
emphasized “synergy” and the “win-win” potential of EU-China-Africa trilateral cooperation,

calling for initiatives in the areas of peace, security, and sustainable economic and social
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development. This suggested taking a progressive, pragmatic and shared approach while
emphasising the effectiveness of aid. On the other, the resolution adopted by the European
Parliament in April of that year had warned against cooperation with China if this meant
compromising EU values, rather promoting an approach of encouraging China toward its
norms. The Chinese Ministry of Foreign Affairs called this critical paper a ‘“highly
irresponsible and unfounded accusation in disregard of the facts”, saying that it painted the
EU as a responsible norm-maker and China as the unreliable “competitor” or “other” (Yu
2008). Ling (2010) sees development cooperation talks between the two actors maintaining
a pattern of EU criticism, followed by Chinese refutation where the EU is characterized
as a protector of Africa and China as a sympathizer.

In spite of such hiccups, the EU and China have moved toward greater collaboration.
The EU-China 2020 Strategic Agenda for Cooperation (2013) agreed to “‘strengthen
EU-China dialogue and cooperation on major international development issues as well as
their respective development policies, including efforts to formulate and implement post-2015
development agenda and sustainable development goals,” agreeing to start an annual

development dialogue at senior official level.

VI. Poptential Policy Solutions

Whether we heed the EU Parliament’s cautions over degradation of EU values, or seek
the more collaborative approach of the EU Commission, emerging donors must be engaged
with pragmatically to avoid aid effectiveness problems, and to maintain the strength of the
EU’s positive influence on the continent, ensuring complementarity rather than conflict in
development assistance. Wissenbach (2009) is not alone in arguing for a multilateral approach
to China in Africa (see also Humphrey 2011; Lundsgaarde 2011 and to some extent Grimm
2014). Wissenbach outlined six policy options for EU engagement with China on Africa:

1) confrontation; 2) inaction; 3) continuing current dialogue with China on Africa; 4)
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encouraging China to join existing frameworks such as the OECD-DAC; 5) engaging with
China as a partner with legitimate interests in Africa; 6) using dialogue and cooperation
to identify and pursue trilateral common interests, while also addressing differences (2009).
Interestingly, Wissenbach does not include increased bilateral cooperation with African
nations as an explicit policy option outside of trilateral cooperation. Of his proposed options,
the sixth represents the direction of EU policy proposed by the Commission, though this
is far from the reality on the ground to date. If possible, trilateral cooperation is the best
long term strategy for the EU given that China will make a better partner than rival in Africa
as it power continues to grow (Tull). After quickly reviewing justifications for dismissing
the first five options, this paper will expand upon option six.

Firstly, direct confrontation with China where it undermines European interest might allay
some concerns expressed by the European Parliament and attempt to maintain the EU’s
position as the most influential development actor in the region. However, in the face of
previous criticism, Chinese academics have urged a focus on African opinions over Western
apprehension (Liu 2011). Since it is in the EU’s interest to refrain from activities prompting
perceptions of its hegemonic or neocolonial power in Africa this is an unattractive approach.
Furthermore, the EU will have limited sway on this front as China’s economic and political
powers rise.

Secondly, doing nothing and watching the situation evolve could be advocated by
policymakers who believe EU policy should not be altered in light of Chinese assistance.
This stance springs from a belief that competition should not be overestimated given that
China is still a minor development actor in terms of its aid, which in 2009 approximately
matched that of Germany. Aid from emerging donors in that year accounted for roughly
about 10% of global flows (around $10bn), with the vast majority of aid still delivered via
the DAC (Grimm et al.) meaning that traditional development partners look set to maintain
their importance for Africa (Schiere). Furthermore, African preference for Chinese assistance
may be short-lived as recipents grow jaded by poor results from unsustainable projects and
other poor development cooperation practices. Leaders in Zambia and South Africa, for

example, have voiced criticisms against irresponsible Chinese development methods, the low
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salaries and bad working conditions in Chinese mines and other enterprises in Aftrica, and
hiring of Chinese employees over locals. Former South African President Thabo Mbeki
warned in 2006 that China was akin to a second colonizer if it simply extracted raw materials
and enjoyed a trade imbalance in its favour, without benefiting Africans (BBC 2006) and
Nigerian Central Bank Governor Lamido Sanusi argued in 2013 that China is no longer
a “Fellow under-developed economy” as this massive economy is capable of large-scale
exploitation (Rosengren 2014). However, an Afrobarometer 2010 study showed that twice
as many Africans viewed China positively than negatively (Hanauer and Morris 2014), and
Sanusi argued rather for a strengthening of Nigerian (and African) negotiation power rather
than a disengagement with China. Current South African President Jacob Zuma told Russian
TV channel RT in May 2013 that: “It is a wrong equation to say that China has now come
to colonize Africa, not at all. China has come to develop. It has brought better development
in a short space of time than what the colonialists did in decades if not centuries.” A passive
EU approach would fail to address such concerns, nor would it mitigate against existing
and potential conflicts of interest and if China’s power in Africa continues to rise on its
current trajectory an unresponsive EU would look increasingly inert and outdated. Inaction
“would also go against an impetus to reform European external relations” (Grimm 2008a)
and miss valuable opportunities for enhanced dialogue and cooperation with China.

Thirdly, continuing current dialogue with China on Africa, is being done through the
bilateral framework of the EU-China Joint Strategy. The first EU-China Comprehensive
Strategic Partnership (2003) acknowledged partners’ “responsibility for promoting peace,
prosperity and sustainable development for the benefit of all” and the 2011 Chinese Policy
Paper on the EU concurs with this.

The policy alternative to those noted by Wissenbach, of strengthening the EU’s bilateral
relationships with Africa, also merits some consideration here. Cultivating good bilateral
relations with African countries, institutions and regional bodies, most notably through the
JAES, is essential given China’s strong bilateral relations with African ministers and other
leaders strengthened through the FOCAC. Perhaps in light of this, the US held its first
US-Africa leaders summit in August 2013. The most recent EU-Africa Summit in April 2014
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included talks on aid but saw investment and trade take a larger role in the relationship,
as well as a 750m Euro investment in a new peace facility for Africa, marking further moves
away from the previously aid focused donor-recipient relations. However, the Africa
Governance Institute has criticised the JAES as a framework “lacking in legal value unlikely
to govern and change the basis of political relations and cooperation between Africa and
Europe,” (Janneh 2014).

Fourthly, Chinese subscription to the OECD-DAC and the norms of other multilateral
development cooperation frameworks would strengthen the international effective
development cooperation agenda by legitimizing its norms as inclusive and universal.
However Liu (2011) notes “Where Africa is concerned, China has little interest in
internalising European values and norms and even less incentive to do so.” Chinese reticence
in the face of engagement efforts (Mawdsley 2014) suggests that this is an unrealistic goal
generating more bad will than progress. On one hand, China sees dominant Northern-led
development frameworks as offering unequal footing to Southern donors (Li 2014), and on
the other absorption into these even on an equal footing would contradict China’s self-identity
as a South-South developing country provider and still developing nation (Khor 2011;
Papatheologou 2014). China has therefore practiced selective multilateralism, endorsing the
Paris Declaration commitments for recipient but not donor nations (Tan-Mullins). There
may be some leverage in the fact China wants to be seen as a responsible global power,
however coercion of China to “socialize” toward Western development norms will become
more difficult as this power balance tips in China’s favor as the country moves toward
becoming the world’s largest global economy by around 2021 (The Economist 2014).

Fifthly, engaging with China as an equal partner and recognizing its legitimate interests
in Africa is a necessary step toward mutual understanding, but EU attempts at bilateral
relations with China on its development cooperation have raised African suspicions over a
perceived EU attempt to interfere in their bilateral relations, or as attempts to create a ‘donor
cartel” with China (Wissenbach).

Enhanced bilateral cooperation with African nations and regional organizations would

require making European cooperation more attractive than that of China, which would likely
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require greater financial sums, stronger diplomatic sway, or at least boosted EU negotiation
power. Fox and Godement (2009) outline some ways that the EU might negotiate better
with China by shifting to “reciprocal” rather than “unconditional” engagement, but their
strategy neglects the agency of African nations.

Therefore, the sixth suggestion of identifying common interests between China, Africa and
the EU in order to move toward successful trilateral cooperation, as proposed by the EU
Commission to other EU institutions in 2008, is the most pragmatic though also most
complex policy option. The European Commission communication to the Council and the
European Parliament “EU-China: Closer partners, growing responsibilities, for a strategic
partnership with China” (2008) argued that “Closer co-operation on international development
issues would benefit the EU, China and partners in the developing world.” It called for:
“a structured dialogue on Africa's sustainable development” with transparency needed on both

9, <

sides; support for “regional efforts to improve governance in Africa”; “explore opportunities
for improving China’s integration into international efforts” on “aid efficiency, co-ordination
and opportunities for practical bilateral co-operation on the ground.”

Though it has so far failed to become a reality (Grieger; Grimm 2014b) trilateral
cooperation could: boost donor harmonization; offer a concrete means of engaging with
Southern cooperation providers perhaps sensitizing them to EU norms and practices. It is
also a strategic tool offering Northern donors ‘legitimacy by association’ with the

South-South paradigm (Abdenur and Da Fonseca 2013), and could ultimately allow a

smoother exit from developing countries in light of dropping aid.

VIl. Pursuing Trilateral Cooperation

Although referenced in the Joint Africa-EU Strategy of (2007), there is still a gulf between
the EU-driven rhetoric and practice of trilateral partnership, mainly because barriers remain

to identifying and pursuing genuinely common interests between the EU, China and Africa.
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Rosengren finds that the EU views China with skepticism, China views the EU as outdated,
patronizing and inefficient, and that the African viewpoint is too often inadequately addressed
and left out of the discussions. Efforts to date have been EU- driven and have not responded
to genuine needs of partner actors on the ground, viewing cooperation dialogue as a one-way
process that could ultimately lead to Chinese and African adoption of EU norms and values,
a strategy that can easily offend the EU’s counterparts given their high regard for sovereignty.
These two South-South actors may also have limited capacity for meaningful trilateral
cooperation. Therefore, one of the largest challenges for the EU is convincing China and
Africa of the value of such cooperation.

Lack of mutual understanding between the EU and China stems from divergent opinions
on prudent development practices, a lack of information, and a lack of political will. If
policymakers can acknowledge and move beyond the fact that these donors will likely always
have irreconcilable policy differences on Africa, they may be freed to seek points of
cooperation and complementarity in their respective development modalities (Li 2008).
Though Europe does not approve of China’s no-strings investment which affords it trade
and resource opportunities shunned for good reason by other donors, it is futile to expect
sudden changes in practice. Better knowledge and appreciation of each counterparts’
standpoints may not lead to agreement but may lead to mutual understanding. Recent Chinese
White Papers on Aid (2011, 2014), and policy papers on Africa (2006) and the EU (2014b)
have helped to better explain Chinese stances on some contentious issues, but many questions
remain.

Ling advises focusing on common interests as well as potentially complementary
comparative advantages. Comparison of Chinese and EU policy papers reveal shared goals
of African peace and security; poverty reduction and economic development, and
advancement of the UN MDGs. Both the EU and China support the aid for development
norm to some degree. (Lancaster) and Warmerdam (2014) notes convergence on the liberal
institutionalist norm that richer governments should help poorer ones. Both the EU and China
also emphasize country ownership, though EU conditionality has reduced perception of this

in Africa. Finally, both parties wish to improve the reputation of their development
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cooperation, which have both been widely criticized (Berger and Wissenbach 2007). Senator
Rene van der Linden, Chair of the Committee for European Cooperation, noted that while
the EU has a competitive advantage over China in promoting good governance and rule
of law, its policymakers should concede that China has been more efficient, faster and
cheaper in sectors such as infrastructure (EDC2020 2008). Recognizing such differences can
help reach a more complementary and comprehensive approach to poverty reduction in
Africa. Grimm (2014b) proposes, that in the case of infrastructure, for example, Chinese
construction companies could implement road building while the EU supported development
of related institutions such as road authorities.

General commonalities must now be recognized in high-level policies and translated into
country-level action with African governments, regional organizations and other stakeholders
as equal partners. This could be a cyclical approach however, with country-level experience,
including from track-two actors, feeding lessons back to the policy level. Trilateral
cooperation efforts on the ground should be supported by Brussels, but start with ad hoc
cooperation carried out by EU delegations in African countries, adapting to each country
context, also with chances to learn from individual member states’ collaboration experiences
(Papatheologou).

Ling recommends first using track-two approaches to shift from competing EU-China
models to commonalities through joint research, exchange programmes for policymaking
officials, and ad hoc cooperation in less controversial fields such as health and human
resources. Recent examples of joint research with other traditional donors include the
China-DAC Study Group, a collaboration between the International Poverty Reduction Centre
of China and OECD-DAC started in 2009, and the China International Development Research
Network including China Agriculture University and the UK Department for International
Development, endorsed by the Chinese MOFCOM. While Zheng (2014) questions whether
policy differences can be overcome to pursue meaningful trilateral arrangements outside of
the academic sphere, China is already working with the G20 Development Working Group
in which the EU is also a member, with the chair of the African Union and a representative

of the New Partnership for Africa’s Development (NEPAD) as guest members - which may
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offer a slightly more equal footing for cooperation.

EU-China trilateral cooperation could be started with a joint academic study to find
convergent practices and sectors where complementarity could be achieved in a particular
African country. Such a study should be carried out by academics representing all three
actors, accompanied by a multi-stakeholder trilateral roundtable to reflect upon results. Two
example countries suitable for such a pilot study are South Africa and Rwanda. South Africa
already has capacity for trilateral cooperation (Stahl 2012) and Rwanda has demonstrated
aptitude for donor harmonization though China has remained outside of its efforts so far
(Grimm 2008a).

It should also be noted that European and Chinese aid may already have influenced each
other in some incremental but positive ways in recent years. For example, the EU’s recent
expansion of its conception of governance beyond the political dimension to include the
economic and social dimensions includes more of the Chinese conception, as does the
acknowledgement that democratic governance cannot be imposed from outside, that support
must match country situations and that reforms must be pursued gradually (Cabrone 2011).
On the one hand, the EU has realized that Africa needs more ownership and a relationship
based on trust, moving away from conditionality towards incentives. On the other hand,
Kleine-Ahlbrandt and Small see China as introducing some pragmatic conditionality for
example by cutting funding to the Mugabe regime in light of risks to its investments in
the unstable country, and perhaps as the international spotlight made it uncomfortable to
be “the symbolic head of a coalition of despots”. Furthermore, although China’s infrastructure
projects usually closely match its interests, Grimm (2014) notes that it is meeting demands
of more assertive African governments such as Rwanda.

Finally, the EU and China should be increasingly guided by an African model of
development cooperation using the positions of the African Union (AU) as a representative
of African states. As well as internal concerns of harmonization and integration, the AU
states several objectives that correspond to both those of China and the EU. Like China,
the AU aims to defend its member states’ sovereignty, but like the EU it references the

Universal Declaration of Human Rights as well as the African Charter on Human and
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Peoples' Rights and aims to “promote democratic principles and institutions, popular
participation and good governance” (AU). All three actors converge on their stated desires
to raise the living standards of African peoples and promote African peace and stability.

African leadership and belief in the benefits of trilateral relations are essential to their
success, but the limited attempts at trilateral relations to date have been driven by the EU
rather than genuine convergence of interests and approaches on the ground (Castillejo and
Hackenesch 2014). Without clear incentive, there is a temptation for African states to play
EU and Chinese donors off against each other to in order to maximize the benefits of aid
(Berger and Wissenbach 2007), but it is outside of both Chinese and EU interests to have
leaders boost their negotiating power in this way. Having many donors to deal with can
lead to fragmentation of aid, which is difficult to manage for recipient governments often
lacking in capacity. While China’s rise creates a more multipolar world in which Africa
can make more proactive choices about where development financing comes from, it is
important that Africans guide this financing carefully to spur equitable and sustainable growth
(Obiorah et. al). The African Union, whose headquarters were provided by China in 2012,
states on its website that it must align the FOCAC partnership with its own objectives.
African priorities can therefore act as an external standard to help Europe and China balance
their interests and cooperation. Practical steps toward these goals include having any trilateral
cooperation discussions chaired by African partners and identifying points in recipient
countries’ own development strategies where China and Europe may be able to work together

to assist them.

IX. Conclusion

EU policymakers are concerned by China’s rising development cooperation in Africa
because its alternative model of assistance introduces competitive pressures to the propagation

of development effectiveness principles and central EU norms including good governance,
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democracy and human rights. The question of whether Chinese involvement is damaging
or assisting African development overall remains unresolved, but concerns remain that it is
infringing on the EU’s privileged position in the continent long viewed as “Europe’s
backyard” (Fues 2008).

Given China’s rise in global power, “The EU has no choice but to engage China as a
global partner and to accept its historic rise, and must make it in China’s best interests to
deliver on European interests” (Fox and Godemont). Acting upon EU Commission policy
proposals of trilateral development cooperation will require flexibility and political will from
all actors that is not yet apparent. The EU must become an equal partner in Africa and
understand and acknowledge some of China’s most strongly held norms. However, the EU
should be careful not to compromise its own standards while doing so (Grimm 2008a). Both
China and the EU should be more self-critical of their respective approaches to aid, balancing
their own economic and political agendas with Africa economic development needs.

An ad hoc country level approach to trilateral cooperation focused on track two mutual
learning may be the best starting point. This can provide evidence to later feed back into
high level policy dialogue between the three groupings. A trilateral EU-China-Africa study
group, or groups, must first research points of conflict, cooperation, and complementarity

in selected countries and sectors as a starting point for mutual understanding and cooperation.
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