


OU WOULDN'T THINK the men who run the
oil-rich country of Nigeria would have much
spring in their step these days. The nation is
plagued by a never-ending guerrilla war, one
that has trimmed the country's oil production
to two-thirds of its potential capacity. But now
Nigeria is in the process of renewing produc-
tion licenses for some of its most prolific off-
shore fields, and there's a new player in town
making the traditional oil powers from the
West (Royal Dutch Shell, Exxon Mobil, Total)
very nervous—and the Nigerian government
very happy. CNOOC, one of China's three larg-
est oil companies, is trying to pick off some of
the licenses; indeed, the Beijing-based com-
pany wants to secure no less than one-sixth of
the African nation's production. And CNOOC,
apparently, isn't screwing around. Tanimu
Yakubu, an economic adviser to the Nigerian
President, recently told the Financial Times
that the Chinese company is "really offering
multiples of what the existing producers
are pledging [for licenses]." Then he added

giddily: "We love this kind of competition."
Oil in Nigeria (and the Congo and Brazil

and Kazakhstan and ...). Natural gas in Iran
(see box). Iron ore in Australia. China's hunt for
natural resources around the globe, which began
in earnest earlier this decade, has intensified as
never before. In September alone, China's sover-
eign wealth fund, the China Investment Corp.
(CIC), shelled out nearly $1 billion to buy an 11%
stake in JSC KazMunaiGas Exploration Produc-
tion, a Kazakhstan oil and gas company. Just a
week earlier CIC paid $850 million to acquire
14.9% of Noble Group, the Hong Kong commod-
ity-trading powerhouse. Earlier this summer the
China Development Bank lent Petrobras, the
Brazilian national oil company, $10 billion to
help fund exploration in deep waters off Brazil.

So far this decade China has spent an esti-
mated $115 billion on foreign acquisitions. Now
that the nation is sitting on massive foreign-
exchange wealth ($2.1 trillion and counting), it
is eager to find something (anything!) to invest



China
in besides U.S. Treasury debt. In 2008, China's
investments abroad doubled from $25 billion
to $50 billion. Yes, China still lags the U.S.,
which, as the world's largest exporter of capital,
invested $318 billion abroad last year. Yet in
many ways, China has only begun. And it won't
stop anytime soon.

Though still focused mainly on the natural
resources that power its economy, China is
now, slowly but surely, broadening its foreign-
investment horizons. Both the government and
private firms are beginning to look beyond the
developing world for assets. Already the Chi-
nese have bought stakes in foreign banks, utili-
ties, and semiconductor companies. (See map
on page 56.) This is a hugely consequential step,
both for China and for the global economy.
In the first decade of the 21st century, China
established itself as the world's workshop. The
next decade (if things go right) could see China
emerge as the world's leading exporter of capi-
tal. As Daniel Rosen, the coauthor of a recent
study on China's foreign investment and a prin-
cipal at the Rhodium Group, a New York City
consultancy, puts it, "Increasing foreign direct
investment is the next critical step in China's
integration into the global economy."

How critical? China's recycling of the dollars
it earns via its trade surpluses is a key part of
the "rebalancing" of China's economy that ev-
eryone knows needs to occur. China saves too
much, consumes too little, and has been overly
reliant on exports to fuel its economic growth.
The current binge of growth at home—nearly
8% in the first half of 2009 —has been driven
by a huge upsurge in credit growth from state-
owned banks, as well as massive government
stimulus spending. Neither is sustainable, and
indeed, policymakers in China have already be-
gun to rein in the surge in bank lending. Make
no mistake, the way Beijing has generated
growth in 2009, however impressive it may
look from afar, will prove to be an aberration.
Once this period of crisis passes, China has no
choice but to confront the necessity to drive up
household incomes and private consumption.

This macroeconomic adjustment will,
among other things, require a stronger
renminbi to boost the Chinese consumer's
purchasing power. A more valuable currency
will also make foreign assets cheaper for ac-
quisitions, driving microeconomic decisions
at the company level. The implications for



China
Chinese companies are huge. Becom-
ing the world's factory has pretty much
taken China's economy as far as it can.
As consultant Rosen puts it, "For a lot of
Chinese companies, domestic economies
of scale are now maxed out." China's
corporate sector does not need to invest

in and run factories that sell sneakers
for Nike or toys for Mattel or auto parts
for Magna. Chinese companies need to
become Nike, Mattel, and Magna. They -
need, in consultant-speak, to move up
the value chain.

Another reason the Chinese are buying
stakes in foreign companies—or buying

them outright—is that so few domestic
companies have experience operating in
the U.S. or Europe. Everything—from the
regulatory and legal environments to au-
diting and consumer safety standards—is
alien to the Chinese. Arguably the most
painless mode of entry for them is outright
acquisition. That's what Chinese computer

CHINA BETS ON IRAN While most of the global community casts
a wary eye on Tehran's nuclear ambitions, China has been quietly
buying up the nations vast oil resources, by VIVIENNE WALT
THE SCENES IN TEHRAN THIS PAST SUMMER were stunning: As Mah-
moud Ahmadinejad's reelection campaign wrapped up, hundreds
of thousands of Iranians poured into the streets in what could be
the beginning of the end for the Islamic Republic. But as we sat
glued to our televisions watching the spectacle, some of Iran's
key oil officials quietly slipped away and flew out of town. Their
destination: Beijing.

It was worth the trip. Iranian officials cut a deal with China's Na-
tional Petroleum Corp. (CNPC) to develop a section of Iran's mam-
moth South Pars gas field in a
contract worth about $4.7 bil-
lion. For Iran and China it was
just one piece of a massive
scramble during the past 18
months to lock in at least five
major energy deals worth about
$120 billion over the years to
come. Whether the mullahs will
remain in power long enough
to see all these deals come to
fruition, no one knows. That
doesn't matter: With Western
companies steering clear of
Iran, Beijing has secured its
stake in the country. Says Cliff
Kupchan, a director of the political risk consultancy Eurasia Group
in Washington: "This is a deep and meaningful relationship."

The relationship is also beneficial to both sides—mostly because
China's rocketing growth requires an incessant hunt for new energy
supplies. Iran today accounts for about 14% of Chinese oil imports.
Iran is also the only Middle Eastern country where Chinese compa-
nies can become major oil producers; good fields elsewhere have
long since been claimed by Western oil majors. What does Iran get
besides money? China, which is now Iran's biggest trading partner,
supplies it with much-needed gasoline and weapons.

Still, even the best marriages can crack under pressure. And

NEW FRIENDS IRANIAN PRESIDENT AHMADINEJAD WITH CHINESE WORKERS

as Washington and the European Union work to block Iran from
developing nuclear weapons, Beijing's loyalties could be tested.
China—a permanent UN Security Council member-opposes ex-
panding embargoes, which could include Barack Obama's proposal
to block gasoline shipments to Iran. "Sanctions and pressure are
not the way out," says Jiang Yu, a Foreign Ministry spokeswoman
in Beijing. Instead, Beijing could try to drag out the talks over Iran's
nuclear program as long as possible—allowing Tehran breathing
room while giving Chinese businesses time to mature in Iran. If the

talks stall or collapse, the U.S.
could pressure China to sup-
port new sanctions, perhaps by
threatening tariffs on Chinese
goods flowing to America, as
it did recently on tires. Beijing
might then vote for a new, per-
haps watered-down UN sanc-
tions resolution, and so avoid
alienating the world's biggest
economic power.

That make-or-break point
could be months away. And
even then, new sanctions
would be unlikely to cancel
contracts China has already

signed but rather slow down fresh commitments. That could be
why Ahmadinejad arrived in New York in late September looking
totally unconcerned about the mounting fury in Washington over
his secret uranium enrichment site. During his visit, Ahmadinejad
hosted a private dinner for about 40 Americans at a Manhattan
hotel. Asked repeatedly about the threat of new sanctions, Ahma-
dinejad said he "welcomed" them, recalls Hillary Mann Leverett, a
former National Security Council staffer who attended the event.
She adds, "It was incredible to see what focus, calmness, and
confidence he had." That, perhaps, is the confidence that comes
from having one very powerful friend: China.
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maker Lenovo did when it bought IBM's
PC business in 2005—one of the few high-
profile acquisitions of a U.S. business by a
mainland company. Lenovo had a domi-
nant position in PCs at home but little
presence abroad. The acquisition changed
that instantly. Lenovo has since worked
hard to maintain the image of a global, as
opposed to a Chinese, company.

This process, which China has called
its "going out" strategy, will not hap-
pen overnight. But make no mistake, it
is gaining momentum. Take Geely, for
example, an ambitious, privately owned
automaker based in Hangzhou, a city
just south of Shanghai. Its CEO, Gui
Shengyue, said last month that the com-
pany was interested in buying Volvo's
car business from Ford. A deal may or
may not happen (of late Volvo's manage-

because it has nowhere near the capacity
to run that kind of money by itself. So in
September it gave $1 billion to Oaktree
Capital Management, the L.A. firm that
specializes in buying distressed debt
securities (an area that yielded huge re-
turns in the past year).

Analysts expect an additional $2 bil-
lion to go to Western hedge funds and
money-management companies in the
next few months—and that represents
only a sliver of CIC's forthcoming in-
vestments. J.P. Morgan & Co. in Hong
Kong estimates that Beijing's sovereign
wealth fund will invest $50 billion in
the coming year. CIC officials have had
recent discussions with several private
equity managers—including Black-
Rock and Lone Star—about investing
in U.S. real estate. "Mortgage-backed
debt as well as outright purchases

Look only at the number of trips that the world's
leading hedge fund managers have been
making to Beijing this year. They go for the same
reason WILLIE SUTTON ROBBED BANKS,
but they arrive as supplicants on bended knee.

ment has been throwing cold water on
the idea). But the interest shown by a
credible Chinese company in wanting
to buy a big, established brand abroad
should not be ignored. It's a signpost to
the future.

REAL ESTATE FEVER
A big part of that future will involve
China investing in financial assets and
real estate. Look only at the number of
trips that the world's leading hedge fund
managers have been making to Beijing
this year. They go for the same reason
Willie Sutton robbed banks, but they
arrive at the headquarters of CIC as
supplicants on bended knee, desperate
for investable capital in the one place
in the world where that is very much
in surplus. CIC has $300 billion of the
nation's money to invest, and it has now
begun doling out dollops of it to a va-
riety of Western investment managers

of buildings," says one banker with
knowledge of the talks. "You name it,
it's on the table."

Investment advisers who have talked
with CIC's top management have said
that they are acutely aware of what one
investment banker calls "the Japanese
precedent." In the late '8os and early
'9os Japanese companies splurged on
trophy properties, including Rockefeller
Center, and wildly overpaid for many
of them. CIC itself, in one of its first
investments, bought a 9.9% stake in
the Blackstone Group just before the
company's $31-a-share IPO—and just
before the market crashed. (Blackstone
now trades at $13.60.) "They are being
very careful and very disciplined in
their approach to potential real estate
investments," says one Western banker
in talks with CIC.

The Chinese have already learned
from bitter experience that investment

abroad is not always win-win. Far from
it, in fact. Their first whiff of that real-
ity came in 2005, when CNOOC tried
to buy Unocal, the Los Angeles-based
oil company, and was rebuffed. The
effort triggered opposition in Washing-
ton—some congressmen questioned the
wisdom of letting a big American oil
company get taken over by a partially
state-owned company from a country
that, while not an enemy of the U.S., is
not an ally either.

As China's state-owned companies
increase their foreign investments,
expect repeats of the Unocal case.
Australia's foreign investment review
board recently recommended that no
foreign company be allowed more than
a 15% stake in any of the country's
natural resources companies. That
decision, coming in the wake of China's
state-owned aluminum company's
failed effort to acquire nearly 20%
of mining giant Rio Tinto, is aimed
squarely at Beijing.

At a time when trade tensions with
Beijing are rising in the wake of Presi-
dent Obama's decision to slap tariffs
on Chinese-made tires (see page 58),
the cry of the trade hawks is easy to
anticipate: Chinese state-owned com-
panies can buy our assets here, but can
we turn around and buy a state-owned
company in China?

The answer is no, but that doesn't
mean the U.S. should not take China's
money. Washington needs to set clear
guidelines for Chinese investment. Are
all U.S.-based energy companies off-lim-
its? Or only some? Or none? Says Rosen:
"I expect China will play by the rules—
provided it knows what the rules are."

Let's hope he's right. Because the
Chinese have more dollars than they
know what to do with, and economies
benefit when both goods and capital flow
freely across borders. The U.S. ought to
set aside its current economic insecurity
and answer a simple question correctly:
If the Chinese want to park more of their
money in American assets (besides
Treasury bills), why wouldn't we open
our pockets and take it?
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