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Abstract 

According to IMF, China is today the second world economic power with respect to nominal 

GDP, an increase from 6th place in year 2000. Though its GDP surpassed that of US in 2015 

with respect to PPP. On the other side, China is the largest manufacturer and exporter of 

goods and the second largest importer of goods worldwide. Since becoming a member of 

the WTO, China became the largest trading country in the world, and has an important role 

in the international trade. It has trade agreements with some countries and continents like 

Australia, Pakistan and Africa.  

This thesis looks deeply into China’s economic relationship and trade with African countries 

after 2000. It focuses on China’s interest in African resource-rich countries, while China’s 

industrialization is increasing rapidly. It also discusses how both China and African countries 

benefit from this trade. 

As China’s exports are increasing, this thesis will highlight how China’s low-cost goods are 

affecting the often-poor African consumers. 

 

Key words: China-Africa Trade, Soft Loan, Investments, Production Possibility Frontier, 

Comparative Advantage, Ricardian Model, Two-Factor Two-Good Model.  
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1. Introduction 

The economy of the People’s Republic of China (China from now on), which is the second 

largest in the world today, is increasing rapidly and globalization has become a vital part of 

its growth. China conducts international trade with many countries in different continents. 

But for this incredibly growing economy and industrialization to continue, China which is the 

most populated country in the world, needs to get enough resources for its production.  

China’s trade with Africa started centuries ago but it has witnessed a remarkable growth in 

the 21th century. China also have diplomatic, aid and recently military relationships with 

Africa in order to fulfil its economic interests. On the other side, most African countries are 

poor and developing but rich with natural resources and need financing for their 

investments. Furthermore, China finds a huge market in Africa for the exports of its low-cost 

goods. Apart from importing resources from Africa, China also fulfils large structural projects 

-accompanied by soft loans- in Africa like airports, roads, dams, ports and railroads, as 

explained by Nicole Alice Sindzingre in her paper The Rise of China in Sub-Saharan Africa: its 

Ambiguous Economic Impacts. 

China is competing with European countries who colonised African countries and have 

strong relationship with respective countries today, to win the resources available in Africa. 

The richness of gold, diamonds, oil reserves, uranium and cobalt are helping Africa to grow 

industrially, and many of the world’s leading economic powers are competing for Africa but 

it seems as China is leading now. In 2007, China-Africa trade sometimes known as Sino-

African trade was around $73 billion and in 2009 China became the biggest trading partner 

with Africa, overtaking the United States, according to the article Africa–China economic 

relations in Wikipedia. As of December 2018, the growth rate of China’s trade with Africa 

was the highest in the world, the trade summed up to $204.19 billion (Ministry of Commerce 

Website, People’s Republic of China, 2019). 

China exports its low-cost and often low-quality goods for a lower price to African 

consumers which affects the African manufacturers, since the often-poor African nationals 

buy the new affordable products where African-made products become expensive to afford. 

The flow of products in the market was mostly from China to Africa in the beginning but later 

African leaders passed laws intended to force the transformation of raw materials locally for 

export to China. This increased Africa’s manufacturing of goods and increased exports to 

mostly China, but also to European, American and Japanese customers (Wikipedia, 2019). 

The World Trade Organization (WTO), run by its government members, is the only globally 

recognized international organization that contributes agreements between nations and 

continents. Negotiations between countries often occur at the WTO, however some trade 

agreements do not. The main task of WTO is to ensure that all agreements follow the global 

rules of trade as the organization described in its own website. 

According to China Africa Research Initiative, a research and evidence-based data analysis 

done by the school of Advanced International Studies at Johns Hopkins University in 

Washington D.C, the export, import and total trade volume between China and Africa in the 

past 16 years are summarized in the next figure.  
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China exports mostly labour-intensive goods to Africa and imports mostly resource-intensive 

goods. Based on the China Africa Research Initiative and IMF’s database, we can take the 

China-Africa trade of year 2010 (illustrated in the next figure) and see the major goods 

traded between them. The trade volumes differ from year to year, but the goods traded are 

almost in the same category. 
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Figure 1. China Africa Trade Volume 2002-2018
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1.1. Problem 

African countries rich with natural resources are crucial for China’s economic growth and 

they help China to be a leading world economic power. The China-Africa trade has both 

positives and negatives. On one side, China exports cheap and affordable products to Africa, 

helps to invest in infrastructure and job creation. On the other side, some African industries 

are unable to compete with the cheap Chinese products, while the export of oil, wood and 

minerals to China made it expensive for the other African countries and consumers. It is also 

clear that the soft loans offered by China to African countries will have consequences on the 

continent in the long run, since some countries will be dependent on China for a long period 

of time. China invests in projects and give aid to African countries to tighten its relationship 

with African countries. 

My thesis paper will be based on these questions: Why did China’s international trade and 

economic relationship with African countries increase rapidly in the last decades, especially 

in the 21st century? What makes this trade and relationship so special? Who benefits from 

this trade? Why does China see Africa as a suitable market for its low-cost products and buy 

resources mandatory for its industries? What are the positives and negatives of this trade? 

 

1.2. Literature 

I searched for previous studies about the China-Africa economic relationship and found 

articles and researches which were helpful to my paper. For the theoretical part of the trade 

and International Economics, I used both textbooks and e-books, in order to get enough 

concept about the topic. I also used the Wikipedia in some parts of my paper. In the theory 

and mathematical model parts of my paper, I used textbooks and e-books published on 

websites. 

Emmanuel Obuah, in his paper, Trade between China and Africa: Trends, Changes and 

Challenges, underlines that China-Africa trade is growing rapidly from year 2000 both in 

volume and content. It also describes the reason behind the increase of the speed of the 

China-Africa trade. It mentions that the establishment of FOCAC played an important role in 

this trade. In the meeting of the forum in 2006, the then president of China promised that 

they will continue the trade and would start new strategies for the trade apart from their 

internal strategies, like doubling its assistance to Africa by 2009, giving loans to African 

countries and establishing a 5-billion China-Africa fund. He adds that the two-way China-

Africa trade increased from only $8.7 billion in 2000 to $114.8 billion in 2010 making China 

the single largest trading partner with Africa, both EU and US are behind it.  

Nicole Alice Sindzingre in her paper, The Rise of China in Subsaharan Countries, states that 

the China-Africa relationship has political agendas from China’s (both government and 

private firms) side but is also driven by economic objectives. It also mentions that this trade 

has both positives and negatives and states them in detail.  
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1.3. Aim 

The aim of this paper is to investigate the dramatic increase of China’s trade and relationship 

with African countries, focusing on 21st century. Since China has the second largest economy 

in the world with a population over 1.4 billion, it needs resources both for its growing 

economy and industrialization, and therefore have strong relationship with African countries 

today. It means African countries are crucial for China’s economic and industrialization 

growth. From the Chinese side, the African continent gains from the trade and GDP is 

increasing but paying the soft loan back to China should be given a full consideration. The 

paper also explains the reasons behind this dramatic growth, as well as positives and 

negatives of the trade. 

 

1.4. Limitations 

The African continent consists of 54 countries and it is difficult and time consuming to do a 

research on each country’s trade with China. Hence, my thesis paper will focus on the 

continent in general and particularly some countries (those who trade mostly with China). 

The effect of this trade differs from country to country, because of the commodities and the 

exports available in that country, but I will do my research to Africa in common against the 

Chinese trade.  

Real figures of Chinese trade and Investment in Africa is hard to find because China is not a 

member of the OECD, thus most of the figures and data available in this study are based on 

researches, reports and statistics published by the organizations like WTO, World Bank and 

IMF. 

 

1.5. Methodology 

In my thesis, I will use economic history to know about the economic backgrounds of China 

and Africa. I will find relevant theory based on the above mentioned literature for this paper, 

then I will use relevant economic models namely the modern Ricardian model and the two-

factor two-good model, to explain the trade between two countries where, the factors of 

production are labour in the first model and labour and capital (natural resources) in the 

second model. Finally, I will analyse the findings and make a summary and conclusion about 

the China-Africa trade. 

 

2. Theory 

One country usually has an advantage in the production of one good or service while 

another country has an advantage on another good. Thus, trading between these goods and 

services will benefit both countries. If goods can be bought cheaper from another foreign 

country than they would cost to be produced at home country, then it is better to trade with 
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that country. An economy which is open for trade causes some of its firms to expand their 

production and exports worldwide and some really reduce their unit costs due to increasing 

returns to scale. This expansion of production aimed for exports reduces domestic 

production in some industries, but it doesn’t cause loss of variety to consumers if the 

economy is an open one, because they can buy the same good from an outside country, 

sometimes even cheaper. Trade therefore gives customers a wider variety and lower prices 

of goods. 

 

2.1. Reasons behind trade 

According to Suranovic (2012, p. 63), the basic and most important reasons behind a trade 

between two countries are summarised as: 

1. Differences in Technology:  Technology is the technique used to turn resources like 

labour and natural resources into output. Technological difference helps a country 

produce wisely and export goods in which it has productive advantages. 

2. Difference in Resource Endowments: The skills and abilities of a country’s workforce, 

resources available and capital (natural resources) stock, play an important role in 

production. A country which has advantage in one resource endowment will increase 

production and trade on the good which uses those resources intensively. 

3. Differences in Demand: Demand and preference of government, firms and customers 

in one country cause trade. That is a high demand of one good in one country will 

increase the production and even imports of that good if it is cheaper abroad. 

4. Existence of Economies of Scale in Production: Economies of scale means a 

production process in which average production costs decrease as the scale of 

production increases.  

5. Existence of Government Policy: Government policy, such as taxes and subsidies 

make the production to be advantageous, or to encourage imports from other 

countries, which causes a trade.  

 

2.2. Comparative Advantage 

Again, in Suranovic (2012), the author states that the theory of comparative advantage is a 

very important tool for the International trade theory. It simply states that, if one country 

can produce one good at a lower opportunity cost then it has a comparative advantage in 

that good compared to other countries. A firm or a country should therefore specialize in the 

good in which it is (relatively) the best at producing it. Suppose that a country is twice better 

at producing good A and three times better at producing good B, then it will specialize more 

in producing good B in which it has the most comparative advantage and specialization. If 

another country has comparative advantage in producing good A more than this country, 

then it is better for the two countries to create a free-trade deal and buy goods from each 

other.  
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2.3. Assumptions 

According to Suranovic in his e-book International Trade: Theory and Policy, for the Ricardian 

model to hold, the market should be in perfect competition and the following assumptions 

should be fulfilled: 

a. Two countries are involved in the trade. 

b. Two goods are produced. 

c. Perfect competition in all markets. 

d. Goods are homogeneous among countries and firms. 

e. Labour is the only factor of production. 

f. Factor is assumed to be immobile across countries but mobile among industries in 

the same country. 

g. No transportation costs between the two countries. 

h. The production function is based on industry, not a firm. 

i. Firms and consumers (workers) are assumed to maximise profit and utility 

respectively subject to budget constraints.  

 

3. Economic Models 

3.1. The Ricardian Model of Comparative Advantage 

According to Suranovic (2010), the model which is used for international trade analyses two 

countries moving from autarky to free trade between them, by trading two homogeneous 

goods across firms and countries. The input or factor of production in both countries is 

assumed to be labour which is also homogeneous in the firms in one country but 

heterogeneous across the two trading countries. That means, labour can be reallocated 

between firms in one country without costs, and it may have different productivities across 

the two countries. There are production technology differences among the industries and 

across the two countries. Both countries are in general equilibrium with perfectly 

competitive markets of labour and goods. Finally, the model assumes that firms maximise 

profit and consumers or workers maximise utility subject to budget constraints. 

Transportation costs of goods between the two countries are assumed to be zero.  

Since the model assumes perfectly competitive markets, it follows that there are many firms 

in each industry which produce the same good, and no firm has the power to affect the 

market price and they therefore take the price as given. In addition, there will not be any 

economies of scale. But to maximize profit, they choose an output where price equals 

marginal cost. Output is homogeneous or goods are identical in characteristics in such a way 

that they are perfect substitutes for customers. Firms can enter and leave the market freely, 

that means profit have influence on new entrants where positive profits in the industry 

encourage many new firms, and negative profit discourages firms interested in the industry. 
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It is also assumed that information is free and available to any interested firm in the 

industry.  

The model is a general-equilibrium model, meaning that it describes the flow of money in 

exchange of goods and services and the revenues generated in turn are used to pay costs of 

production and labour.  Customers use income to buy goods and services and firms get 

revenue to finance their production again, where the cycle begins again. A general 

equilibrium thus occurs when supply equals demand in all markets simultaneously.  

The model assumes that the production functions used in the model are based on the 

industry not firms operating in the industry. 

Using the book by Feenstra (2015) as the reference, I will now derive the mathematical parts 

of this Ricardian classical model.  

 

The Ricardian Model 

The Classic Ricardian Model shows the international trade between two countries, trading 

with two goods and using Labour as the only factor of production.  

There are two goods which will be indexed by 𝑖 = 1,2. 

Let 𝑎ᵢ be the amount of labour needed to produce one unit of each good in the domestic 

country. 

Let 𝑎ᵢ’ be the amount of labour needed to produce one unit of each good in the foreign 

country. 

Let 𝑃ᵢ be the price of a good, where 𝑃₁ is the price of good 1 and 𝑃₂ is the price of good 2 

respectively. 

Let 𝐿 be the total labour at home and 𝐿′ be the total labour in the foreign country. 

Let 𝑃 be the relative price, while 𝑃ᵣ and 𝑃ᵣ′ are the equilibrium relative prices in home and 

foreign country respectively.  

In the above assumptions of the model, labour is assumed to be homogeneous in the 

country but heterogeneous between the countries. Now, the marginal product of labour in 

each industry is 1 𝑎ᵢ⁄ , this means wages will be equal between industries if and only if, the 

values of the marginal products are equal: 

                                                𝑃₁
𝑎₁⁄ = 𝑃₂

𝑎₂⁄                                          (1) 

If we let 𝑃 = 𝑃₁
𝑃₂⁄  be the relative price of good 1 with respect to good 2, it follows that  

𝑃 = 𝑎₁
𝑎₂⁄  using equation (1).  

To graph the Production Possibility Frontier (PPF) we assume all labour available in one 

country produces 𝐿 𝑎ᵢ⁄  units of goods at home country and 𝐿′
𝑎ᵢ′⁄  units of goods in the 
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foreign country. These fractions indicate the intercepts of the PPF curve at home and in the 

foreign country respectively.  

The slope of PPF at home is 𝑎₁
𝑎₂⁄  while at the foreign country it is 𝑎₁′

𝑎₂′
⁄ . 

In the situation of autarky, the equilibrium relative price is 𝑃ᵣ = 𝑎₁
𝑎₂⁄  in the home country 

and 𝑃ᵣ′ = 𝑎₁′
𝑎₂′

⁄  in the foreign country and both the countries will likely produce both 

goods.   

Graphically the PPF for the home country will be the red line in figure 1 with autarky point at 

𝑭. Similarly, in the foreign country, the PPF curve will be the red line in figure 2 and autarky 

point is at 𝑭′. 
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Assume now, that home country has a comparative advantage in producing good 1, meaning 

that the relative price of good 1 is cheaper at home. Mathematically it is written as:  

𝑎₁
𝑎₂ ⁄ <  𝑎₁′

𝑎₂′
⁄  . 

 

 

In this figure 3, the Y-axis represents the relative price of good 1 (𝑃 = 𝑃₁
𝑃₂⁄ ), and the X-axis 

represents the relative quantity of good 1. 

From this point the two countries move from autarky to trade between them. Based on the 

above figure 3, we focus on the supply side where the blue curve is the world relative supply 

curve. There are three possible scenarios here: 

a. Both countries will specialize in producing good 2 when 𝑃 < 𝑃ᵣ in the home country 

and 𝑃 < 𝑃ᵣ′ in the foreign country (As mentioned before, 𝑃ᵣ = 𝑎₁
𝑎₂⁄  and 

 𝑃ᵣ′ = 𝑎₁′
𝑎₂′

⁄ ). When we reach at the point where 𝑃 = 𝑃ᵣ then the home country 

begins the production of good 1. 

b. If 𝑃ᵣ < 𝑃 < 𝑃ᵣ′ the home country will prefer in specializing in good 1 while the 

foreign country will still be specializing in good 2 and the world relative supply is 

𝐿

𝑎₁
𝐿′

𝑎₂

⁄  

.              

c. And at the point where  𝑃 = 𝑃ᵣ′ , the foreign country will start producing good 1. 

 

Looking now at the world relative demand curve (the red curve in figure 3), by assuming 

tastes to be identical across the countries as the assumption of the model states, demand 
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will not depend on income. The relative demand  𝑑₁
𝑑₂⁄  is a downward-sloping function of 

the relative price 𝑃. The world relative supply and demand therefore intersect at the point 

where price is equal to the world price 𝑃  between 𝑃ᵣ  and 𝑃ᵣ′ where we get equilibrium.  

Now focusing on scenario (b) where 𝑃ᵣ < 𝑃 < 𝑃ᵣ′ and going back to the PPF curves in figure 

1 and figure 2. In figure 1, if 𝑃 > 𝑃ᵣ the home country will totally specialise in good 1 at point 

H in the graph and then trades with the foreign country at relative price 𝑃 to achieve the 

preferred consumption at point G. Similarly, when 𝑃 < 𝑃ᵣ′ the foreign country will totally 

specialize in good 2 at H’ in the PPF curve in figure 2 and trades at the relative price 𝑃 to 

achieve the desired consumption G’, therefore both countries are better off under trade 

than the autarky.  

Since the home country has a comparative advantage in the production of good 1, because 

𝑎₁
𝑎₂ ⁄ <  𝑎₁′

𝑎₂′
⁄  it will export good 1. It is remarkable that it occurs even if one country has 

an absolute disadvantage in producing both goods like when 𝑎₁ > 𝑎₁′ and 𝑎₂ > 𝑎₂′ because 

more labour will be used per unit production of either good at home. The reason is that 

wages will adjust to reflect productivities and under free trade the home country has lower 

wage costs than the foreign country. To prove this, the home country exports good 1 and 

the wages earned under free trade is 𝑤 = 𝑃
𝑎₁⁄  while the foreign country exports good 2 

and wages earned there are 𝑤′ = 1
𝑎₂′ ⁄  this implies that 𝑤′ > 𝑃

𝑎₁′⁄  because 𝑃 = 𝑎₁
𝑎₂ ⁄ <

 𝑎₁′
𝑎₂′

⁄  (previous page). By using 𝑎₁ > 𝑎₁′ and 𝑤 = 𝑃
𝑎₁⁄  we can find that 𝑤 < 𝑃

𝑎₁⁄ < 𝑤′. 

Therefore, the model illustrates that trade patterns are determined by comparative 

advantage while the level of wages between countries is determined by absolute advantage.  

 

3.2. Two-Good, Two-Factor Model 

This model gives us the idea of two countries trading two goods between them on 

international markets. To align the model with the China-Africa trade pattern, I assume 

labour and natural resources to be the factors of productions and the model assumes them 

not to move between the two countries. The model also assumes world prices to be treated 

as given. It shows us that factor endowments are the basis for trade. 

Let 𝑦 be the production, 𝐿 be the total labour and 𝐾 be total natural resources available. 

Suppose that one country is producing two goods with the production functions  

𝑦ᵢ = 𝑓(𝐿ᵢ, 𝐾ᵢ)  where 𝑖 = 1,2 and assume them to be increasing, concave and homogeneous 

of degree one in the inputs (𝐿ᵢ, 𝐾ᵢ). 

Assuming labour and natural resources to be mobile between the two industries and that 

the amounts of them used in these industries are constrained by the endowments found in 

the economy, which is to say that, 

                                          𝐿₁ + 𝐿₂ ≤ 𝐿  and  𝐾₁ + 𝐾₂ ≤ 𝐾   ………………..(2) 
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where the endowments 𝐿 and 𝐾 are fixed. 

Now, we can obtain the production possibility frontier (PPF) of this economy. We do so by 

maximizing the amount of good 2 with production function 𝑦₂ = 𝑓₂(𝐿₂, 𝐾₂)  given some 

amount of good 1 with production function 𝑦₁ = 𝑓₁(𝐿₁, 𝐾₁)  and using the factor constraints 

in (2). This gives 𝑦₂ = ℎ(𝑦₁, 𝐿, 𝐾) and its graph is shown as the PPF curve in the next figure 4.  

 

Thus 𝑦₂ is a concave function of 𝑦₁ since the production functions 𝑦ᵢ = 𝑓(𝐿ᵢ, 𝐾ᵢ) are 

assumed to be concave. The production possibility set 𝑆 = (𝑦₁, 𝑦₂) defined as all the points 

viable to produce, given the constraints in the inequalities (2), is convex. This means that if 

𝑦ᵅ = (𝑦₁ᵅ, 𝑦₂ᵅ) and  𝑦ᵇ = (𝑦₁ᵇ, 𝑦₂ᵇ) are elements of 𝑆 then any point like 𝜆𝑦ᵅ + (1 − 𝜆)𝑦ᵇ   

between them is also an element of 𝑆. 

The PPF contributes by describing the technology in the economy, but it remains to find the 

optimal point of production on it. We therefore assume that both the product markets and 

factor markets are in perfect competition, and we will also take the product prices as 

exogeneous variables. 

The GDP Function 

The amount of production in each industry will maximise GDP in the economy under the 

assumption of perfect competition. We will therefore use these industry outputs of the 

competitive economy to maximise GDP:  

                                      𝐺(𝑃₁, 𝑃₂ , 𝐿, 𝐾) = 𝑃₁𝑦₁ + 𝑃₂𝑦₂…………..(3) 

But 𝑦₂ = ℎ(𝑦₁, 𝐿, 𝐾) was given as a constraint in the previous page and putting it in equation 

(3) yields: 

                               𝐺(𝑃₁, 𝑃₂ , 𝐿, 𝐾) = 𝑚𝑎𝑥(𝑃₁𝑦₁ + 𝑃₂ℎ(𝑦₁, 𝐿, 𝐾))  
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To maximize GDP, it is necessary that  

                                                         
𝑑𝐺

𝑑𝑦₁
= 0  

So that,  

                                            
𝑑

𝑑𝑦₁
(𝑃₁𝑦₁ + 𝑃₂ℎ) = 0     

                                            𝑃₁ + 𝑃₂ (
𝜕ℎ

𝜕𝑦₁
) = 0 

 Rearranging gives, 

                                                𝑃₁
𝑃₂⁄ = − 𝜕ℎ

𝜕𝑦₁⁄  

But 𝑃 = 𝑃₁
𝑃₂⁄  in page 6. 

Therefore: 

                                          𝑃 = 𝑃₁
𝑃₂⁄ = − 𝜕ℎ

𝜕𝑦₁⁄  

 

This means that the GDP-maximizing production will be where the relative price of good 1 

(𝑃 = 𝑃₁
𝑃₂⁄ ) is equal to the slope of the PPF curve at point F, in the next figure 5. It is where 

the line with slope −𝑃 is tangent to the curve at the point F. When price 𝑃 increases the 

slope of the tangent line increases which moves the line to the point G on the graph. At this 

point more of good 1 will be produced than good 2. This happens when home country 

specialises in good 1 and its world demand increases, the price of good 1 will also increase. 

This increase of production of good 1 causes a change in the relative demand of labour in 

this industry. Thus, the increase in 𝑃 of good 1 resulting from the free trade, increases the 

ratio of wage and natural resource’s price in both industries. 
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According to Suranovic (2012), the model illustrates that the relative endowments of a 

country’s factors of production are what determine country’s comparative advantage of 

production. This happens when the required factors of production of one good are relatively 

abundant locally, it is because profit is determined by input costs. A country is said to be 

natural resources abundant with respect to another country if it has a higher natural 

resources endowment per labour endowment than the other country and vice versa for a 

labour abundant country. The result is that a resources-rich country (like many African 

countries) will export resource-intensive good since prices of such goods are higher in the 

other country, while a labour-rich country (like China) will export labour-intensive good. It is 

also clear that a country will import a good for which the production cost is higher at home 

than abroad.  

Based on Suranovic (2010), I will show the change in factor prices (wage and natural 

resources rent) caused by change in output price after trade liberalization using the Stolper-

Samuelson theorem. The theorem states that if the price of the resource intensive good rises 

for any reason, then the resources rent will increase while the wage rent will fall. On the 

other side, if the price of the labour-intensive good rises for any reason, then the wage rate 

will rise while the resources rent will fall. Suppose China is a labour abundant country and an 

African country is a resource abundant country and they move into a free trade. Due to an 

increase in resource intensive output prices after the trade, resource owners in Africa will 

experience an increase in resource rent income, while labour will experience a decline on 

wage income. At the same time, in China, labour income will increase while the resource 

rent will decrease. It follows that a country’s abundant factor benefits by any means in any 

industry it is used. This means, in the African country, the owners of the resources would 

benefit even if it is used in the declining-importing sector while labour would lose even if 

they are employed in the expanding-exporting sector. To make this clear, a free trade 

movement causes a country’s real return on the relatively abundant factor to rise, while it 

lowers the real return on its relatively less abundant factor. It is because, after the trade, the 

price of exported goods will increase which is caused by the increasing number of profit-

seeking firms in the sector. Meanwhile the price of imported goods will decline because of 

the falling prices of goods and decrease in production, thus resources and labour seek jobs in 

the exporting industry. In the case of the African country, which is resource abundant, it is 

using more resources in its exporting goods while less labour is employed in this sector and 

even more lose jobs in the importing sector. Therefore resources-rent increases in this 

country and wage rent decreases in both industries in this country. 

To show this graphically, the theorem assumes positive production and that zero economic 

profit is maintained in each industry due to the assumption of perfect competition in each 

industry. Prices are treated as exogeneous and no single firm in an industry can affect the 

market price. In the case of good 1 and good 2, wage rate is 𝑤 and resource rent is 𝑟, total 

labour or resources needed for the production of good 1 are  
𝐿

𝑎₁
 and 

𝐾

𝑎₁
 respectively, while 

total labour or resources needed for the production of good 2 are 
𝐿

𝑎₂
 and 

𝐾

𝑎₂
 respectively. 𝑃₁ 
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and 𝑃₂ are the prices of good 1 and good 2 respectively, then the zero-profit condition in 

respective industry should fulfil that: 

 

𝑃₁ =
𝐿

𝑎₁
𝑤 +

𝐾

𝑎₁
𝑟 

𝑃₂ =
𝐿

𝑎₂
𝑤 +

𝐾

𝑎₂
𝑟 

 

In figure 6, the blue line represents the set of all wage and resource-rental rate combinations 

that generate zero profit at the price 𝑃₁ in the industry of good 1. Whereas the red line 

represents the set of all wage and resource-rental rate combinations that generate zero 

profit at the price 𝑃₂ for good 2 in industry 2. The initial equilibrium point is at A (𝑤₀, 𝑟₀). 

Now, suppose 𝑃₁ increases, due to higher demand of resources caused by the increasing 

export of good 1 in the African country. The blue line then makes a parallel outward shift 

and the new equilibrium wage and rent rate are shown in figure 7. The equilibrium point is 

now at point B and the rent rate increases from 𝑟₀ to 𝑟₁ while the wage rent decreases from 

𝑤₀ to 𝑤₁. 
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In the case of China which exports a labour intensive good (say good 2), the export of that 

good to the African country will increase after the trade which in turn increases the price of 

good 2. As a result, the wage rent will increase also but the resource rent will decrease in 

China. This is shown in figure 8. The new equilibrium point is now at point C where wage 

rent increases from 𝑤₀ to 𝑤₂ and rent rate decreases from 𝑟₀ to 𝑟₂. 
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4. Analysis 

When China and Africa move to free trade, aggregate efficiency will increase. The changes in 

prices result in a shift of production of both goods in both countries. These production shifts 

will improve productive efficiencies in each country. Therefore, national welfare rises for 

both countries when they move to free trade.  

In the second model, mathematically resource rent is 𝑟 = 𝑃 ∗ 𝑀𝑃𝐾. If the labour-resources 

ratio increases in both industries, then the marginal product of resources will also increase. 

Because marginal product of resources increases in both industries, the resources rent-

according to good 1 and good 2- will too increase in both industries. 

Similarly, the real wage is 𝑤 = 𝑃 ∗ 𝑀𝑃𝐿 and the law of diminishing returns states that the 

increase in labour-resources ratio leads to decrease in marginal product of labour in both 

industries.  

Finally, the increase in price of one good because of consumption demand, will increase the 

production of that good in one country and the country will specialise in producing that 

good, while the foreign country will import that good. Therefore, production is relatively 

proportional to the price of good. 

In practice, no country has ever experienced a perfectly free trade without barriers in this 

world and opposite to that no country ever closed its borders entirely for international trade 

i.e. ‘autarky’. We see continents or countries assuming free trade between them in the real 

world, it doesn’t mean the trade is wholly free, but there are at least some policies attached 

to it.  

The past half century saw the increase in many international trades between countries and 

even continents. One main reason behind that was innovations in transportation, by 

containerization etc. In recent years communication and internet caused a record expansion 

of trade. Even previously non-trading countries are open to trade now and have reduced 

trade barriers through international agreements like the General Agreement on Tariffs and 

Trade (GATT) and World Trade Organization (WTO), which helped the globalization and 

increase of multinational companies (World trade report 2013, WTO).  

According to (World Bank 2010) China-Africa trade specially in Sub-saharan countries has 

been growing dramatically since 1990 because China is securing supplies of natural 

resources from Africa to its industrialization. This trade caused an increase in jobs, 

investment on manufacturing in Africa, creation of SEZ projects, and an increase in exports 

of China’s cheap goods to African markets.  

Africa’s economy is increasing as well as its population, technology and consumption but this 

didn’t create higher well-being, quality and better jobs are rare, inequality remains almost 

the same and African firms are far behind the global production in many sectors (OECD, 

2018).  
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With respect to the Models, Africa exports natural resources and the goods using these 

resource inputs in the best way, while China exports mostly goods that use labour in the best 

way. 

 

4.1. China and Africa 

As of Wikipedia (2019), the People’s Republic of China is the most populated country in the 

world with around 1,4 billion population. Market socialism started dating back 1970s and in 

the beginning of the 1980s, China witnessed great modernization and industrialization and 

was increasing its economy rapidly. At around $13.5 trillion in 2018, China had the second 

largest nominal GDP in the world and is today facing shortage of raw materials for its 

industries and manufacturing. 

On the other side, Africa is the world’s second largest in surface and the second most 

populated continent. It houses roughly 1.2 billion people with a surface around 30 million 

km². It is rich in natural resources but remains the poorest and most under-equipped 

continent in the world. About 90% of world’s cobalt, chromium and platinum or more, and 

50% of world’s gold is available in Africa. Only the democratic republic of Congo alone has 

70% of the world’s coltan and 30% of the world’s diamonds. Industrialization started back in 

the 20th century in the continent. Most of the African countries still have special 

relationships like trade and aid with their respective European Colonial Powers. 

Modernization and industrialization are growing very fast in Africa today with many bigger 

economies competing in Africa. The continents entire nominal GDP was $2.33 trillion in 2018 

an increase from $1.2 trillion in 2008 (Wikipedia, 2019). Africa’s consumption is growing and 

demand for food products is expected to be three times higher in 2030 (OECD, Africa’s 

development dynamics: growth jobs and inequalities, 2018). 

 

4.2. China-Africa trade 

According to Sindzingre (2011), the increasing and complex economic relationship between 

China and Africa, is often questioned by some financial institutions like IMF, World Bank, and 

even US and EU. The Chinese diaspora and businessmen in Africa played a role in this trade 

by providing up-to-date information to the government of China. The government itself 

helps its workers and diaspora actively via embassies. From the Chinese side, this trade is 

mostly on primary commodities and infrastructure development, while from the African side 

it is mostly goods like clothes, accessories, cars and spare parts, since most African countries 

are commodity dependents. The infrastructure developments play a vital role in this trade, 

unlike the US-Africa trade. With great oil, mineral and metal reserves, Africa is becoming an 

important oil-producer player in the world. The main oil producing countries in Africa today 

are Chad, the Republic of Congo, Ivory Coast, Nigeria, Gabon, Equatorial Guinea, Angola and 

Cameroon. In 2014, Africa produced around 9.4% of world’s oil, a decrease from 2005-2010 

due to political instability and civil wars, as suggested by Investopedia in its article ‘The 

Biggest Oil Producers in Africa’. 
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China’s rise as big economic power in the world and its demand for commodities, increased 

commodity prices in Africa. This is the idea which the second Model in my paper illustrates. 

The increase in commodity prices are often caused by supply and demand fluctuations, 

interest rates and exchange rates. Some commodity prices like metal increased in Africa, 

which is positive for the exporters and governments but negative to the poor consumers in 

Africa, even the oil demand of China from African countries have positive impact on exports 

and consequences to African private consumers and the other African oil importers.  As IMF 

suggests China’s share in global metal consumption almost doubled to 40% between 2000 

and 2010 to boost its manufacturing sector. China which is the first in the list of energy 

consumers in the world, also increased the growth rate of global energy consumption both 

non-renewable like oil and goal, and renewable. Its consumption is due to triple by 2025 

using 2008 as base year, as IMF acknowledges. On the other side, in ‘Africa’s development 

dynamics 2018’, a publication by OECD, it is mentioned that the continents economy grew 

by 4.7% per year from 2000 to 2017 which makes it the world’s second fastest growing 

region. China is a very sensitive destination for Africa’s economy, because it is the world’s 

biggest consumer of its exports, and the second largest exporter to the continent. Since 

China’s economy and consumption are expected to continue growing, it will not only 

demand primary commodities from Africa, but some low-end manufactured products will be 

bought from Africa, because of costs.  

China’s import from Africa is helping African export-oriented countries to increase their 

economy by specializing in certain type of goods or commodities. On the other side, China 

which is a global exporter is causing obstacles to the growth of export of African countries. A 

sector facing a severe problem is the clothing and textile sector, caused by the import of 

cheap Chinese goods, which doesn’t only affect the export part of these goods, but even the 

competition in the local markets. The ministry of commerce of People’s Republic of China 

states that only in December 2018, China’s imports from Africa were $8.72 billion an 

increase by 33.7% year on year, while China’s exports to Africa were $9.55 billion an increase 

by 3.9% year on year.  

 

4.3. The Exim Bank 

In 1994, China to become a gigantic economy in the world, started a government-owned 

export-import (Exim) Bank for financing imports, exports and investments, and later created 

the Sinosure, an insurance for the export credits. The main aim of the Bank is to create an 

important development of growth in the Chinese economy, mainly exports. The Exim bank, 

which is controlled by the government and has many offices overseas, provides credits to 

exporting firms, low-rate or Soft loans for investment outside China, and even international 

guarantee. It has headquarters in France, Russia and South Africa. Chinese firms -both 

government owned and private owned- invest in different projects with different objectives 

which include market, efficiency or resource finding, but resource seeking is the one that 

mostly dominates Chinese investment to overseas and often involves big state-owned 

companies like CNPC and CNOOC6. The China-Africa Research Initiative under Hopkins 

University School of Advanced International Studies in Washington suggested in their China-
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Africa loan database research guidebook that Chinese companies seek financing mostly from 

the Exim Bank, but even African governments, African companies and African Banks are 

financed. The Exim Bank plays an important role in the Chinese Foreign Direct Investment. 

The Bank is helping undeveloped African countries with infrastructure, production and 

exports, which in turn increases the economy of African countries and even better life for 

African societies. The soft loans offered by the Chinese Banks often with special objectives 

may make some African countries to be in more debt and it can be difficult to pay back. 

 

4.4. Chinese Investment, Projects and Aid in Africa 

Referring to Sindzingre (2011), the investment and projects which China fulfils in Africa have 

progressed well in the last seven years and have interests from both sides. It aims at building 

or rebuilding the infrastructures which are important for both parts, focuses on the primary 

sector, industrial, resources extraction and services. Chinese private investors focus on 

manufacturing and services in Africa while state owned investments go to infrastructures, 

construction and extraction of resources. Hospitals, mining, telecommunications, roads, 

pipelines and railroads are the most invested areas. Since poor infrastructure raises costs 

which in turn causes decrease in trade and economic growth, Chinese tends to rebuild the 

infrastructure concerned to its trade, like the electrification of rural area and transport, in 

order to minimize the transportation costs for the circulation of goods and services, though 

African countries have the highest transportation costs in the world. In 2007, Chinese 

companies invested around $1 billion in Africa and the sum is growing ever since. 

Manufacturing and infrastructure projects by Chinese investors dominate the number of 

investment projects in Africa. China also invests in five so called Special Economic Zones 

(SEZ) in Africa, one each in Ethiopia, Mauritius and Zambia and two in Nigeria and the main 

reason behind these is to create jobs and manufacturing, although the first such project 

which was to create 60000 jobs in the Chambishi copper belt region in Zambia didn’t go as 

well as planned. The transactions of China’s aid and contracts to the African countries paid 

by the Exim Bank, do not go directly to the hosting African countries, but via the Chinese 

companies. The Exim Bank provides credit with no or very little interest rate to Chinese 

investing companies for financing their projects and are repaid by the hosting countries 

through commodity exports to China. Sometimes China exchanges two parallel contracts, a 

resource seeking and infrastructure, to only one resource extraction with the host countries, 

which it exports to China and revenues are invested again to the country. These types of 

contracts are named as ‘Angola Model’ and are welcomed by the undeveloped African 

countries, because they favour them compared to the aid from old traditional donors. The 

Model became an example for both African countries and Chinese state-owned companies 

and enterprises, but it differs from country to country because of political situation, 

resources available and the projects favoured by that country.  

Forum on China-Africa Cooperation (FOCAC) is the forum between China and all African 

countries except Eswatini because it accepted Taiwan as an independent country. It was 

formed in 2000 and Chinese direct aid goes through this forum in the form of educating 

personal and students, medical assistance, scientific and technological research and clean-
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energy projects. China’s aid seems to be beneficial for the continent as aid from western 

countries mainly focuses on social issues and it increases since year 2000, as described by 

FOCAC on their website. 

According to Wikipedia (2019) the Chinese aid to Africa is of two types, a grant and a loan 

without interest issued by the Chinese government and a loan with interest issued by the 

Exim Bank, therefore China’s aid, trade and foreign investment are all correlated and work 

under the government’s Policy.  As of 2009, 45.7% of China’s foreign aid went to Africa. One 

way that Chinese aid differ from the western one is that China’s aid has no relationship with 

the recipients political, environmental or humanitarian conditions. China focuses on 

resuming its strategic objectives, mainly resource-seeking, and believes that its aid will play 

an important role in the relations. 

 

5. Results 

Unlike other trades, the China-Africa trade relationship includes trade, aid and investments 

often accompanied with special loans and contracts. In the 1990s, African countries opened 

trade relationships with other countries outside Africa, thanks to programs by IMF and 

World Bank collaborating with the WTO. However, Africa except some countries, suffer 

structural constraints and lower labour productivity with respect to the developed countries. 

China’s globalization is helping less developed countries with job creation, improved goods 

and services, which in turn increases production and GDP. 

A comparative advantage is what creates trade and it is one of the reasons for trade. 

Everyone in both countries gets advantages from trade (aggregate welfare) because of the 

increase in production. A country benefits from trade even if it is technologically inferior. It 

follows that an industry in a developed country can compete with an industry in a less 

developed country. Countries export goods that require factors of production in which the 

country is abundant with -like natural resources used as raw materials in Africa- and import 

goods that can’t be produced at home efficiently.  

 

6. Summary and Conclusion 

Since China trades clothes, electronics, mobiles, etc. with Africa, and Africa trades 

commodities with China, it is because China has a comparative advantage in producing 

clothes because of abundant labour and low labour costs, and Africa has comparative 

advantage in commodities such as oil, because of abundant resources in the continent with 

low costs. One country has a comparative advantage on one good whenever its relative price 

is cheaper in that country than another country, this is the idea of the first model in my 

paper. Therefore, both countries benefit from trade by buying goods from each other with 

lower costs than they would have produced with the same goods. Mathematically the model 

illustrates this as 𝑎₁
𝑎₂ ⁄ <  𝑎₁′

𝑎₂′
⁄  . 



25 
 

Both countries now keep their desired point of consumption after the trade.  

The reason that African countries export commodities to China is that they are rich with 

commodities like natural resources, while China often exports goods that use labour as best 

input. This is what the second model in my paper explains.  

China-Africa trade was growing fast, and the increasing manufacturing trade in Africa 

specially in the SEZ areas will help increase the industrialization in Africa. China, which is an 

economic world power today, wants to hold its position and even become more competitive 

with the US economy, though the tariff-policy by president Donald Trump will be a blow to 

China’s economic expansion. The later will cause China to rethink about its exporting goods 

and even find alternative markets. On one side, China sees Africa as a significant market for 

its cheaper goods, on the other side, China finds suitable natural resources for its growing 

industrialization market. It invests in many countries though some projects are not fulfilled 

as planned because of political uncertainty in Africa, and that is the reason why China offers 

special loans to Africa, though it is questionable if it can be paid later! Since China’s trade 

with Africa is politically motivated, China didn’t give attention to how well democratic a 

country is until now, but this will be reinvestigated because some projects financed by 

China’s FDI have not been carried out, and the money vanished. 

Africa, the second-most populated continent in the world with growing economy, benefits 

from China-Africa trade with aid and investment. African countries get financing for their 

investments like infrastructure and natural resources extraction, which are crucial for their 

industrialization and economic growth. African consumers buy cheap -often affordable- 

Chinese products, though this hurts some poor African firms, but African leaders are 

encouraging their local firms. The exports of oil and minerals to China boosts resource-rich 

African states, but it also hurts the African states which import oil. Most of African countries 

are an example for ‘resources curse’ since only politically active people, firm owners, and rich 

people are benefited by the extraction of resources, while others like workers of mineral 

extraction often live in poverty and under discrimination, therefore human rights are 

violated. 

China is becoming more competitive, less administering or controlling and better adopted to 

trading with African countries.  
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