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China in Latin America

CAN LATIN AMERICA SURVIVE THE CHINESE ECONOMIC JUGGERNAUT?

hina’s global expansion has reached Latin America and the Caribbean, where the Asian giant has been
pursuing an aggressive trade policy for a decade. Besides investing heavily in the region’s abundant
natural resources and shipping huge quantities of cheap industrial goods into the area, China is also
interested in buying Latin America’s food commodities — especially soybeans. While trade with China
has provided a historic bonanza for Latin producers, a growing trade imbalance — favoring China — has soured the
initial euphoria. In exchange for Latin America’s raw materials, China exports manufactured goods that are clobbering
Latin competitors, threatening to return the region to its 1970s-era over-dependence on commodity exports. China also

has emerged as a major investor — and

financier — for the region, helping it to

weather the 2008-09 global recession.
China’s sudden emergence as a significant POL
player in the hemisphere also has sparked s Aos g
concern that China might eventually 2 "’”Bm GE
P/

undermine U.S. influence and interest in ,' [7
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the vast region — a fear that Beijing care-

fully tries to assuage.

Demonstrators in Sdo Paulo on April 4,2012, blame
Brazil's “deindustrialization” on the influx of cheap
manufactured goods from China. The banner reads,
“Congratulations to Brazilian politicians for

jobs creation ...in China.”
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rom a control center
F at a Venezuelan mili-

tary base, President
Hugo Chavez watched as his
country’s first satellite blast-
ed off into space. But Chavez
had to watch it on a TV screen
— the launch occurred half a
world away in Sichuan, China.
At his side for the Oct. 29, 2008,
event was Bolivian president
Evo Morales, another leftist leader
who also has developed strong
ties with Beijing in recent years.

The $400 million Simén Boli-
var satellite (Venesat-1) relays
Internet and television trans-
missions, including TeleSUR —
the TV network Chavez hopes
will rival CNN in the Caribbean
and Central and South Amer-
ica. It was built by the China
Great Wall Industry Corp., one
of China’s biggest space con-
tractors, with 110,000 employ-
ees. A second Venezuelan satel-
lite — to be constructed jointly
in Venezuela by Chinese and
Venezuelan firms — will carry
out surveillance and strategic
reconnaissance. !

Both satellites are part of China’s rough-
ly $40-billion investment in Venezuela,
which helps to prop up the virulently
anti-American leader. But it is only a frac-
tion of the expanding profile China has
been quietly carving out for itself
throughout the region in the past decade.

China’s trade with Latin America
has been growing at an astonishing
30 percent or more per year, mostly
driven by the Asian giant’s voracious
demand for metals, oil and food. In 2011,
Chinese-Latin American trade reached
$237 billion, up from $180 billion just
the year before. 2 China’s share of the
region’s trade reached 20 percent in
2010, up from just 1 percent in 1995. 3
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BY KENNETH J. STIER

A street peddler in Mexico City sells sneakers made in China.
While inexpensive Chinese imports are good for Latin American
consumers, they harm local manufacturers, who must compete with
lower-wage Chinese companies. Central American textiles and low-
tech manufacturing in Mexico have been especially hard hit. As
China ratchets up the sophistication of its exports, it is undercutting
a wider and wider swathe of Latin American businesses.

China today is the top trading partner
for Brazil, Argentina and Chile, and a
leading partner for many other countries
in the region.*

China’s dramatic arrival in the re-
gion has triggered a flood of U.S. con-
gressional hearings and think-tank re-
ports — not to mention hand-wringing
— about the potential erosion of
American influence in its own hemi-
sphere. Chinese diplomats repeatedly
affirm that Beijing is only interested in
“peaceful development,” a mantra de-
signed to divert U.S. and other pow-

* This report deals with South America, Mexico,
Central America and the Caribbean countries.

ers from trying to thwart
China’s rise. 4 To that end,
China scrupulously has avoid-
ed being linked to Chavez’s
anti-Washington rhetoric, even
as it angles for a favored posi-
tion in the rush for Venezuela’s
massive oil reserves.

China has tried to soft-
pedal its activities in the area.
But a Chinese policy paper
on Latin America and the
Caribbean — released the day
after Barack Obama was elect-
ed US. president — clearly
indicates that China has
launched a full-court press in
the region, including culti-
vating military ties with near-
ly half of the area’s more than
40 countries. >

Meanwhile, because of its
mammoth size, China’s demand
for imported resources has
driven up world prices for Latin
America’s commodities such as
oil, soybeans and copper,
spurring dramatic growth. Be-
tween 2002 and 2010, the num-
ber of Latin Americans living in
poverty — those earning less
than $2 a day — dropped from
221 million people to 180 mil-
lion, or from 44 percent of the
population to 32.1 percent. 6

China is also becoming a signifi-
cant regional investor and banker. Its
direct investment surged from a mere
$48.9 million in 2008 to a total of more
than $73 billion by the end of 2011. 7
In 2010 Chinese development banks
extended $37 billion worth of credit in
the region — more than the World
Bank, the Inter-American Development
Bank and the U.S. Export-Import Bank,
combined. &

The Chinese now seem to be every-
where in Latin America — doing
everything from building highways,
dams and bridges to opening restau-
rants and retail shops. Beijing is also

AP Photo/Marco Ugarte

June 5, 2012 259



CHINA IN [ATIN AMERICA

Latin America Is Biggest Investment Target for China

Chinese companies invested more than $73 billion in Latin America and the Caribbean between 2005 and 201 |

— more than in any other region. Sub-Saharan Africa, with just over $67 billion, received the second highest amount.
Australia received more than any other individual country, while the United States and Canada together ranked sixth,
with about $50 billion.

Chinese Investment Worldwide, by Region, as of January 2012*

(in $billions)
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interactive-map. Map by Lewis Agrell

* Does not include Chinese government loans or bond investments

Source: “China’s Worldwide Reach,” The Heritage Foundation, January, 20| 2, www.heritage.org/research/projects/china-global-investment-tracker-

funding Confucian Institutes, which
teach Mandarin language and Chinese
culture, adding to the existing private
and university-based language programs.

And the Chinese immigrant popu-
lation is swelling with newcomers from
the mainland. In Argentina, the Chi-
nese population doubled between 2005
and 2010, to 120,000. Buenos Aires
alone has some 10,000 Chinese-owned
grocery stores. ?
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However, the rosy glow associated
with China’s expansion into Latin Amer-
ica is beginning to fade. The recent
windfall trade income, for example,
threatens to return the continent to an
over-dependence on commodity exports,
the prices of which fluctuate wildly.

This is not the first time Latin Amer-
ica has tried to escape the commodi-
ties trap. As occurred in past trading re-
lationships with Western partners, Latin

America is trading its raw commodities
for manufactured goods. While inex-
pensive Chinese imports are good for
Latin consumers, the cheap imports hurt
Latin competitors of Chinese manufac-
turers. And as China ratchets up the so-
phistication of its exports, it is under-
cutting a wider and wider swathe of
Latin American businesses. Hardest hit
have been Central American textiles and
low-tech manufacturing in Mexico, where



wages are substantially higher than in
China. '° But even regional powerhouse
Brazil is suffering losses.

“They’re beating the pants off the
Brazilians all over the planet, and the
longer-run danger is that it could kick
a country like Brazil back to the 19th
century,” says Kevin Gallagher, an in-
ternational relations professor at Boston
University and co-author of 7he Drag-
on in the Room: China and the Fu-
ture of Latin American Industrializa-
tion. “Brazil basically spent the past
200 years trying to move away from
having a handful of commodities be
the rudder of its growth into diversi-
tying, into manufacturing and services.”

The situation has triggered power-
ful protectionist impulses in Brazil and
elsewhere, which economists warn will
only torpedo Latin America’s long-term
competitiveness and eventually trigger
a fiscal crisis. But the problem goes
beyond economics to its root in
China’s singularly mercantilist eco-
nomic model, in which state-owned
enterprises, enjoying robust govern-
ment backing, control two-thirds of
the country’s economy. !

“Sometimes you don’t know
whether the investments are looking
for Brazil as a market or whether they
correspond to strategic purposes of
the Chinese government,” said Sergio
Amaral, chairman of the China-Brazil
Business Council, which promotes bi-
lateral ties. Most Chinese firms investing
in Brazil are state-owned but even pri-
vate firms have close ties to the gov-
ernment, he noted. 12

China’s pursuit of Latin America’s vast
mineral and agricultural resources has
touched a nerve. “The Chinese have bought
Africa and now they are trying to buy
Brazil,” warned former finance minister,
Antdnio Delfim Netto, suggesting it would
be a “grave mistake” to allow a foreign
state to buy Brazil's natural resources. 13

In addition to China’s voracious re-
source appetite and vast language and
cultural differences, there are other
sources of friction. Mexican relations

www.globalresearcher.com

Metals Dominate Exports to China

Metals — including base metals, iron and copper alloys from Brazil, Chile and

Peru — accounted for nearly 50 percent of Latin America’s commodity exports

to China in 2009. Soybeans and other seeds — mostly from Brazil and Argentina
— represented nearly |7 percent of the total.

Latin American Exports to China, 2009

Feedstuffs (Peru, Chile)
2.4%

Pulp, waste paper
(Chile, Brazil)

Soybean, other oils
(Argentina, Brazil)

Crude oil (Brazil, Colombia)

Soybeans, other seeds

(Brazil,Argentina)

Copper
alloys
(Chile)

17.9%

Other
products

18.7%

Iron (Brazil)

17.3%

Base metals (Chile, Peru)

Four Countries Are China’s Biggest Suppliers

Nearly 90 percent of Latin America’s exports to China in 2008 came from

four countries.

Percentage of exports

50% 41%
40

30 23.1%

Latin American Exports to China,
by Country, 2008

Tg H — 93y 10.7%
; N —

Brazil Chile

Argentina

Peru Others

Source: Katherine Koleski, “Backgrounder: China in Latin America,” U.S.-China Economic &
Security Review Commission, May 201 I, p. 6, www.uscc.gov/Backgrounder_China_in_Latin_

America.pdf

with China, for example, are the worst
since diplomatic ties were established
40 years ago, according to Enrique
Dussel Peters, coordinator of the Cen-
ter for Chinese-Mexican Studies at the
National Autonomous University of
Mexico, in Mexico City.

The biggest irritant is Mexico’s crush-
ing trade deficit with China, running at
more than 14 imports to one export —
which has devastated Mexico’s labor-
intensive industries. 14 But there is also
no binational agenda, which Dussel Pe-
ters blames on both the Mexican and
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Troubled Copper Mine in Peru Teaches China a Lesson

Firms are now more sensitive to improving their image.

posits — the second-largest in South America, behind

Chile. China is the world’s largest consumer of copper,
prized for its electrical conductivity and essential in computers,
cars and air conditioners — all important Chinese exports.

China’s first mining investment in Latin America — by the
Shougang Group, a major steel company — started off promis-
ingly but soon became a case study in all that can go wrong
in the extraction industry.

In 1992 the Beijing-based firm acquired the Marcona Mine,
an open-pit iron operation on Peru’s southern coast, in what
was the first privatization of a Peruvian mining company under
then President Alberto Fujimori. The mine had been opened
by Americans in the 1950s before being nationalized by the
leftist military regime in the 1970s. Besides paying $118 mil-
lion, the state-owned Shougang agreed to assume $42 million
in debt and invest an additional $150 million over the next
three years in the community. ! The company won extra points
for entering a remote area still contested by the Shining Path,
a violent Maoist-inspired guerrilla group.

But the honeymoon did not last long, particularly for the
miners, whose ranks were promptly slashed by nearly half. The
company set wages at $14 a day, less than half the industry
average of $33, according to Peru’s National Society of Mining,
Petroleum and Energy. Living conditions deteriorated, particu-
larly housing. Instituto de Peru director Miguel Santilla called
them “a disgrace.” There was minimal investment in the near-
by town, San Juan de Marcona, home to some 13,000 miners.

“We quickly realized that we were being exploited to help
build the new China, but without seeing any of the rewards
for doing so,” union official Honorato Quispe told a New York
Times reporter in 2010, when there were repeated strikes and

Chinese firms are flocking to Peru for its large copper de-

clashes with police. ?

Shougang was repeatedly fined for breaches of health, safe-
ty and environmental regulations, including pumping waste water
into a port and contaminating water supplies. But the fines levied
often seemed inadequate ($30,000 for contaminating water sup-
plies) and it's unclear whether the fines were actually paid. A
national government commission found the company had only
spent $35 million of the $150 million it had committed to spend.
Instead, it opted to pay a fine of $14 million. 3

“At the local level, Shougang has had a significantly negative
impact on development,” concluded Ruben Gonzalez-Vincente,
whose doctoral dissertation examined Chinese mining in Peru. !
Peruvian authorities were reluctant to get tougher on Shougang,
he found, because it was owned by the Chinese government,
and Lima did not want to impair bilateral relations or dis-
courage further Chinese investments.

“Nonetheless, as China’s regional policy has been progres-
sively drawn, and as Peru has increasingly democratized,
Shougang’s developmental impact has begun to show signs of
improvement,” said Gonzalez-Vincente.

By 2008 Shougang’s investment had been dwarfed by the
$2.1 billion purchase of the Peruvian Toromocho copper mine by
Chinalco (Aluminium Corporation of China), one of the world’s
largest aluminium firms. For two years Chinalco left intact the Cana-
dian management of the firm, Peru Copper, including the Canadi-
an president. The new Chinese owners conducted an environmental
impact assessment and held public hearings with the local com-
munity, something Shougang had never countenanced. Chinalco is
also improving the local community’s infrastructure and working
with nongovernmental organizations to help the local community.

The difference between the operation of the two mines stems
from improved worldwide industry standards, stronger enforce-

Chinese leadership. “From a Mexican
perspective, we are not well prepared
for China — the best thing would be
to say, look, give me a 10-year window
and then we meet in 10 years. Unfor-
tunately, that’s not going to happen. China
is not going to wait for anyone.”
Likewise, Brazil is scrambling to
develop a China policy. “For the past
150 or 200 years, Brazil has been used
to three main economic, political and
diplomatic partners — Latin American
countries, the United States and Eu-
rope — with whom we have histori-
cal and cultural links,” says Joao Au-
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gusto de Castro Neves, an analyst
with the New York City-based Eura-
sia Group consultancy. “Then all of
sudden there’s this new actor in the
region, and you don’t quite know
what this player wants, so Brazil is
basically learning how to engage, to
figure this out.”

The timing of China’s robust new
engagement with Latin America also
has set off some alarm bells in Wash-
ington, because it kicked into high
gear just as the Sept. 11, 2001, terrorist
attacks shifted U.S. attention to Afghanistan
and global terrorism.

But China sees its rising presence in
Latin America as part of the country’s
return to its natural global prominence
after a “century of humiliation” suffered
at the hands of foreign powers — the
period from the mid-19th century until
Mao Zedong’s communist forces defeat-
ed the Kuomintang (Chinese National-
ists) in 1949. In 1820, China accounted
for nearly 33 percent of the world’s gross
domestic product (GDP); by 1980 Latin
America’s collective GDP was seven times
larger than China’s. Now China’s output
is larger than all of the Latin American
economies combined.



ment by local governments and the fact that Chinalco is a pub-
lic company listed on the New York Stock Exchange and others.
Investor-owned companies must withstand more scrutiny, so they
tend to adopt defensible standards or face reputational risk, said
a report by the Peterson Institute for International Economics.

In addition, China is now much more sensitive to the need
to improve its image, particularly following widespread criti-
cism of its performance in Africa. > Some changes have em-
anated from the Beijing-based Assets Supervision and Admin-
istration Commission (SASAC), which manages more than 100
key state-owned enterprises. ¢ China’s Export-Import Bank,
which is backing Chinalco, has offered guidelines.

Although China seems increasingly mindful of risks to its rep-
utation, it appears determined to raise standards on its own — not
at the bidding of others. For instance, China has not signed on to
either of the two most important international initiatives aimed at
improving mining standards and preventing government corruption
in resource-rich countries — the International Council on Mining
and Metals and the Extractive Industries Transparency Initiative. ’
Shougang and Chinalco also are not members of either.

“The rationale seems to be that [the Chinese] don't like other
bodies telling them what to do, particularly those they think
are dominated by the U.S.” says Barbara Kotschwar, one of
the authors of the Peterson report.

There may be some justification for concern about Western in-
fluence in these industry groups. Developed countries account for
80 percent of the accumulated foreign direct investment in Peru’s
mining sector in 2010, led by the United Kingdom (45 percent),
the United States (19 percent) and Brazil (15 percent).

China accounts for just 3 percent.

— Kennetb J. Stier

AFP/Getty Images/Eitan Abramovich

Peruvian workers for China’s Shougang mining company protest
Jjob cuts in the capital, Lima, on April 25, 2007. Shougang, China’s
first mining venture in Latin America, slashed its local workforce by
nearly half and paid substandard wages when it first took over the

mine, and has since been repeatedly fined for health,
safety and environmental violations.

! Information in this section comes largely from Barbara Kotschwar, Theodore
H. Moran and Julia Muir, “Chinese Investment in Latin American Resources:
The Good, the Bad and the Ugly,” Peterson Institute for International Eco-
nomics, February 2012, www.piie.com/publications/wp/wp12-3.pdf.

2 Simon Romero, “Tensions over Chinese Mining Venture in Peru,” The New
York Times, Aug. 14, 2010.

3 Kotschwar, Moran and Muir, op. cit.

4 Ruben Gonzalez Vicente, “The Developmental Impact of China’s Invest-
ment in South America’s Extractive Industries,” (in partial fulfillment of the
requirements for the degree of master of philosophy), Department of Asian
and International Studies, City University of Hong Kong, September 2009.

> For background, see Karen Foerstel, “China in Africa,” CQ Global Re-
searcher, Jan. 1, 2008, pp. 1-26.

6 For background, see Jason McLure, “State Capitalism,” CQ Global Re-
searcher, May 15, 2012, pp. 229-256.

7 For background, see Jennifer Weeks, “The Resource Curse,” CQ Global
Researcher, Dec. 20, 2011, pp. 597-622.

8 Kotschwar, Moran, and Muir, op. cit.

come in the region could double by

As Latin America, China and the
United States deal with the region’s
changing economic landscape, here are
some of the issues being debated:

Is Latin America benefiting from
China’s new engagement in the
region?

With China purchasing huge quan-
tities of Latin American commodities,
the region has enjoyed a giant wind-
fall in recent years. About 90 percent
of its exports — mostly copper, iron,
petroleum and soy — originate in the
so-called Southern Cone, which includes

www.globalresearcher.com

Argentina, Chile and Uruguay, as well
as from Brazil. 10

The sheer scale of China’s imports
has sent global commodity prices sky-
rocketing. That so-called China effect has
boosted producers’ incomes globally. And
in 2007 alone, it increased earnings for
Latin America’s top 15 commodities by
$56 billion — or 21 percent — ac-
cording to Rhys Jenkins, a professor of
international development at the Uni-
versity of East Anglia, Norwich, UK. 17

In addition to 40 million Latin Amer-
icans being raised out of poverty be-
tween 2002 and 2010, per capita in-

2025 if annual growth rates continue at
the current average of nearly 5 percent,
said Luis Moreno, president of the Inter-
American Development Bank. '8

The timing of China’s arrival helped
Latin America weather the global fi-
nancial crisis of 2008-2009. In 2009, as
the value of Latin American and
Caribbean exports plunged 28.5 per-
cent, exports to China grew 12.4 per-
cent, helping to consolidate an impor-
tant structural shift in trade. 1 By 2015,
experts say, China will likely displace
the Furopean Union (EU) as Latin
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America’s second-most-important trad-
ing partner after the United States.

“That has reinforced the impression
that China really matters in a way it
did not before,” says Peter Hakim,
president emeritus of the Inter-American
Dialogue, a Washington think tank.

However, as China was making in-
roads, much of Latin America was be-
coming dangerously dependent on a
narrow range of mostly unprocessed,
low value-added exports. Primary prod-
uct exports to China, which account-
ed for 35 percent of Latin American
exports in 1995, rose to 62.5 percent
by 2006. 2° And that dependency
could deepen, because China’s foreign
direct investment and much of the ac-
companying cheap financing from its
state-owned development banks — both
welcomed by the Latin Americans as
net benefits — are focused primarily
on exploiting Latin America’s natural
resources. 2! State-subsidized loans from
China’s development banks through-
out the region reached $75 billion be-
tween 2005 and 2010.

“China’s economy is resource-intensive
and relatively inefficient, and in order
to protect employment and ease so-
cial tensions Chinese enterprises will
in all likelihood intensify their re-
source imports from abroad,” said Jiang
Shixue, former vice president of the
Chinese Association of Latin American
Studies in Beijing. %

The imbalance in Sino-Latin American
trade is another major concern. In ex-
change for Latin American commodi-
ties, China sends manufactured goods
to Latin America. After a slow start,
China’s exports to the region are grow-
ing faster than its imports, creating a
sizeable and growing trade deficit for
the region.

China’s exports also are clobbering
Latin American manufacturers in both
domestic and foreign markets, espe-
cially in the vital U.S. market. For in-
stance, in 2001 China and Central Amer-
ica each had 12 percent of the U.S.
market for labor-intensive, low-tech
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exports such as textiles and apparel.
By 2009, China’s share had risen to
38 percent while Central America’s had
dropped to 8.7 percent. 2* More than
80 percent of Mexico’s manufactured
exports to the United States — textiles,
televisions, video recorders and indus-
trial machinery — are competing with
Chinese goods, which started taking
market share when China joined the
World Trade Organization (WTO) in
2001. > Membership in the WTO
means reduced trade barriers among
members, which includes most of the
world’s countries.

“Developments in China have seri-
ously compromised Latin America’s ca-
pacity to achieve export-oriented
growth through the upgrading of its
own light and medium manufacturing,”
laments Dussel Peters, the Mexican eco-
nomics professor.

On the positive side, however, most
Chinese exports to Latin America are
cheaper intermediate, or capital, goods,
such as steel or car engines, which
enable local businesses to improve ef-
ficiency. In both Brazil and Mexico,
less than 10 percent of Chinese im-
ports are consumer goods; in Brazil
close to 70 percent are equipment and
other inputs for local businesses. 20

“This reality has been effectively
masked from public perception by the
persistent efforts of Brazilian textile,
toy, machinery and shoe producers to
publicly blame their waning compet-
itiveness on cheap Chinese manufac-
tured imports,” argued Rodrigo Tavares
Maciel, a former executive secretary of
the China-Brazil Business Council, in
Rio de Janeiro, a lobbying and pub-
lic relations campaign promoting pro-
tectionist measures. Such measures, he
says now, would eventually harm local
businesses’ competitiveness and raise
prices for local consumers. 2/

Does China threaten U.S. influ-
ence in Latin America?

The U.S. government has largely ac-
quiesced to China’s new engagement

with Latin America, partly because there
isn’t much the United States can do
about it and partly because officials
don’t think China’s current economic
focus is a threat — yet.

“At the conceptual level, the Unit-
ed States has tacitly accepted that
China’s evolving role in Latin Ameri-
ca reflects the increasingly complex
mosaic of international relationships
that is a product of a globalized world,”
said Daniel Erikson, then director of
Caribbean programs at the Inter-
American Dialogue. He has since joined
the State Department as policy ad-
viser in the Bureau of Western Hemi-
sphere Affairs. %

In short, Washington believes China’s
commercial relations are a net posi-
tive for the region. However, the U.S.
belief that trade in Latin America is
not a zero-sum game conflicts with
realpolitik impulses that occasionally
lead U.S. politicians to describe China’s
presence in the region as a threat to
American interests. %

For its part, China emphasizes that
its predominantly commercial engage-
ment benefits the United States and
Europe by reducing Latin America’s
need for more aid. 3 Beijing’s policy
paper on China’s regional engagement
was an attempt to reassure through trans-
parency. In addition, Chinese acade-
mics continue to acknowledge that the
region is Washington’s “backyard.” 3!

“Based on Chinese national interests,
Beijing has no incentive to compete
against the U.S. in the Western hemi-
sphere,” argued Minxin Pei, director of
the Keck Center for International and
Strategic Studies at Claremont McKen-
na College in Claremont, Calif. “Such
competition would be costly and have
meager geopolitical benefits. Tt will di-
vert precious resources from China’s ef-
forts to defend its interests closer to
home — in East Asia.” 3

But, in a post-Cold War world, glob-
al competition is defined by econom-
ic might almost as much as by mili-
tary strength. Thus, China’s arrival in



the region has strategic implications
even if they can be only dimly per-
ceived at this point.

America’s economic stake in Latin
America, developed over more than
200 years, is not easily displaced, even
by such a vigorous newcomer as China.
China’s share of Latin American trade
is still only about a quarter of the Unit-
ed States,” which currently is approaching
$700 billion per year and growing. U.S.
investment in Latin America, mean-
while, is $350 billion, second only to
Europe’s $620 billion. China’s investment
in the region — on the other hand —
increased rapidly through 2011, but still
is only $73.2 billion. 3

Until recently U.S. and Chinese busi-
nesses in Latin America did not com-
pete head-on, but that seems to be
changing. The playing field, however,
does not appear to be level. Chinese
firms often benefit from cheaper, state-
subsidized financing. Major U.S. firms
lost their position in Argentina’s telecom-
munication sector, for example, to Chi-
nese firms offering larger, lower-cost
loans through Chinese development
banks. 3*

“Complacently watching as estab-
lished markets are captured by others
is inexplicable, particularly when some
of those markets were originally de-
veloped by years of patient, taxpayer-
financed efforts to reduce violence,
build capacity and support democracy,”
complained Eric Farnsworth, vice pres-
ident of the Council of the Americas,
a New York City-based business or-
ganization, founded by David Rocke-
feller in 1965, that promotes free trade,
open markets and democracy. “Just
when the U.S. should be reaping the
reward, others are swooping in to gain
the advantage.” 3°

After 15 years of effort, China fi-
nally was approved to join the Inter-
American Development Bank (IDB) in
2008, enabling Chinese firms to bid on
the multimillion-dollar contracts issued
each year by the institution. In March
2009, shortly after formally joining the
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Chinese Imports Outpace Regional Purchases

China accounted for nearly 16 percent of all manufactured goods imported by
Latin America in 2009, up sharply from 2 percent in | 996. During the same

period, the share of manufactured goods imported by Latin American countries
from within the region rose only two percentage points — to about |6 percent,

the same as China’s share.

Sources of Latin America’s Manufactured Imports, 1996-2009
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Source: Mauricio Mesquita Moreira, “Manufacturing — Shuttered,” China Economic Quarterly,

September 201 [, p. 22

IDB, Beijing used the occasion of the
IDB’s annual meeting to announce a
$10.2 billion loan for Argentina — de-
nominated in renminbi — in a bold
effort to promote use of the Chinese
currency abroad. ¥ In March 2012
China’s Export-Import Bank launched
a new $1 billion equity fund, in con-
junction with the IDB, to promote
Chinese investments in Latin America
and the Caribbean. 3 And where Chi-
nese firms are not particularly strong
they set up alliances, such as with
Spanish banks with long-established
Latin American networks. 3

The emergence of leftist regimes —
notably in Venezuela, Ecuador and
Bolivia — indicate some erosion of
U.S. influence in the region, and China
is deeply involved with leftist gov-
ernments in Nicaragua and Cuba. ¥
Although Beijing has been careful not
to be seen as endorsing the anti-U.S.
thetoric popular in those capitals, its
financing has been crucial for sus-
taining those governments. In return,
China has won valuable investment

positions. All of those countries except
Nicaragua have substantial petroleum
resources.

In 2008 Ecuador defaulted on $3.2 bil-
lion in government bonds held by inter-
national investors, and the country was
effectively shut out of international cred-
it markets. China quickly stepped in with
billions in loans — totaling $7.25 billion
by 2012 — to cover Quito’s budget short-
fall, often secured with access to future
Ecuadorian oil. %

Chinese firms are now seeking con-
tracts for four dams and hydroelectric
projects in Ecuador worth more than
$3 billion as well as part of a $12.5 bil-
lion refinery project. !

The scale and suddenness of China’s
rise has added to the mystique of China
and the riches it can shower on com-
pliant governments. As a result, Latin
American governments may think twice
about cooperating with the United States,
even on police or security matters, if
they think the American presence could
jinx a major purchase or investment from
China, argues R. Evan Ellis, an expert
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on China in Latin America at the Cen-
ter for Hemispheric Defense Studies at
the National Defense University in Wash-
ington.

That calculus may have been in
play in 2009, he argues, when Ecuador
decided to deny U.S. access to an air-
field in Manta. American forces had
used the airfield for decades to support
anti-narcotics military operations and sur-
veillance flights against Colombian drug
cartels. They may have figured cutting
off U.S. access was a “necessary step”
before inviting China to develop an avi-
ation hub for trans-Pacific flights, even
if it was probably never demanded by
the Chinese, Ellis suggests. 42

China’s growing influence could also
dilute anti-corruption efforts, a key U.S.
focus in the region for years. Financial
aid from China is still, after all, strictly
a state secret in China. For instance,
when Costa Rica switched its diplomatic
recognition from Taipei to Beijing in
2007, the Central American country re-
ceived a substantial aid package (in-
cluding an $83 million soccer stadium,
a $300 million bond purchase and
$650,000 to attend a Shanghai trade
fair), details of which the governments
tried to keep secret, according to a
leaked diplomatic cable released by
WikiLeaks. 43

“China is not a democracy, and I
don’t think China has a particular in-
terest in strengthening democratic insti-
tutions,” says Charles S. Shapiro, a for-
mer U.S. ambassador to Venezuela. “It
may be too strong to say they are
thwarting democracy in Latin America,
but they certainly aren’t working to pro-
mote it. That's not what they’re up to.”

Does China threaten Latin Amer-
ica’s current economic model?
China’s new economic embrace of
Latin America is reopening an old de-
bate — last settled in 1950s — about
the best economic model for the region.
In particular, leaders and economists are
discussing how much to depend on
Latin America’s bountiful natural resources.
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For many, trade with China is un-
comfortably reminiscent of old-style
global trade in which Latin America
exported raw commodities and im-
ported increasingly expensive manu-
factured goods from industrialized
countries. The model was discredited
in the 1950s by Argentine economist
Raul Prebisch, the second director of
the United Nation’s Economic Com-
mission for Latin America and the
Caribbean (ECLAC). Prebisch’s own
country’s history, he pointed out, ex-
emplified why this model did not work:
Argentina was once among the world’s
richest countries until commodity
booms went bust.

Prebisch’s analysis prevailed and set
the stage for the “import substitution”
industrialization model popular from
the 1950s through the ’80s, which
called for high import tariffs to protect
local manufacturers from international
competition. The strategy produced
mixed success in Mexico and Brazil
but eventually led to economic stag-
nation throughout the region. In the
1980s, after watching the celebrated
“Asian Tigers” (Hong Kong, Singapore,
South Korea and Taiwan) achieve dra-
matic growth by lowering tariffs and
exporting value-added manufactured
goods, Latin American countries adopt-
ed similar measures.

Then, along came China, whose re-
lentless industrial policy and sheer size
not only dwarfed the Tigers but also
began chipping away at Latin Ameri-
cans’ new faith in market forces. Among
China’s implacable advantages: the
600,000 engineering graduates it churns
out each year (compared to 60,000 in
Brazil and 38,000 in Mexico). China
also saves or reinvests 40 percent of
its GDP — twice what Latin Ameri-
cans muster.

China threatens “to bury, once and
for all, any promise of endogenous
[home-grown] Latin American devel-
opment,” warned Alexandre de Freitas
Barbosa, a professor of economic his-
tory at the Institute of Brazilian Stud-

ies of the University of Sdo Paulo. 4
Thwarting this would require a return
to state intervention, such as heavy
protectionism, which didn’t work very
well over the long term. It’s also anath-
ema to the free-market “Washington
Consensus” approach advocated by the
IMF, World Bank and other interna-
tional institutions, which still holds sway
in most of the region. 40

As hopes for regional manufactur-
ing growth have dimmed, some are
looking more hopefully again at com-
modities, which have enjoyed a
“super cycle” of higher-than-normal
prices since the early 2000s, when the
huge emerging Chinese and Indian
markets began buying large quantities
of commodities.

“Argentina would do well to realize
that in the economic environment of
the future, it is not the buyer who
should set the rules . . . it is Argenti-
na and other exporters that control the
supply of increasingly indispensable raw
materials,” argued Jorge E. Malena, di-
rector of the Contemporary China
Studies Program at the Universidad del
Salvador’s School of Oriental Studies in
Buenos Aires. ¥ Others dream of es-
tablishing OPEC-like cartels among re-
gional producers, such as a “Soybean
Republic” of soy growers. 48

But such an approach, experts point
out, would mean incurring the eco-
logical and social costs of significant-
ly expanding the region’s food and
meat production. Brazil’s soy produc-
tion has more than quadrupled in re-
cent years while employment shrank
with mechanization, and more than
203,000 square miles of Amazon rain
forest has been deforested. 4

Such a commodities-led path could
also suffer if China’s economy cools.
China’s GDP growth is expected to
dip below 8 percent this year for the
first time since 1998. “Brazil must rec-
ognize that the era of easy growth in
emerging markets and high commod-
ity prices is ending,” Ruchir Sharma,

Continued on p. 268



1400s-1930s

Chinese explorers reportedly
discover the New World. Inden-
tured Chinese workers seed
worldwide communities that
still flourish.

1405-1435

Chinese Adm. Zheng He discovers
the Americas some 70 years be-
fore Columbus, according to a
controversial interpretation of a
1418 Chinese book, The Marvelous
Visions of the Star Raft.

1575-1815

A “silk-road by sea” nourishes
China and Latin America, with
20-60 ships a year plying between
Mexico and China.

1847

European ships carry unskilled
Chinese workers to Cuba. By mid-
19th century roughly half a million
Chinese are scattered throughout
Latin America and the Caribbean.

1890s-1930s

Chinese laborers from the United
States work on Mexican railroads.
. . . Anti-Chinese backlash devel-
ops in Mexico during Great De-
pression. Many Chinese flee to
Latin America during Chinese civil
war and World War II.

1950s-1970s

Communist China takes new
interest in developing coun-
tries; vies with Cuba for influ-
ence, especially in Africa; pur-
sues relations with newly
independent military regimes.

1954

Panama is first of many Latin
American countries to recognize
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Taiwan as the rightful representa-
tive of the Chinese people.

1960

Cuba becomes first Latin American
country to recognize People’s Re-
public of China (Mainland China).
The next year China establishes
Institute of Latin American Studies
at the Chinese Academy of Social
Sciences in Beijing.

1970s-1980s

China widens relationships in
Latin America with flurry of
bilateral agreements.

1970

Chile’s socialist president Salvador
Allende recognizes the communist
government in Beijing, followed by
other countries, including rightist
military regimes.

1978

Chile and China form a binational
commission to extend commerce,

scientific, technical and cultural re-
lations.

1980
Gen. Jorge Videla is the first Ar-
gentine president to visit China.

1988

China signs first of several agree-
ments with Brazil on satellite de-
velopment; launches occur in
1999, 2003 and 2007.

2 OOOS China steps up

diplomatic engagements in
Latin America. Trade soars.
China boosts its investments in
the region.

Chronology

2001

Chinese Premier Jiang Zemin visits
Venezuela, Cuba, Brazil, Uruguay, Ar-
gentina and Chile during 13-day tour.

2004

President Hu Jintao visits Latin
America and promises $100 billion
in investment by 2010; the govern-
ment later clarifies that he meant
“trade” rather than “investment.”
China deploys peacekeepers for the
first time in the Western Hemisphere,
joining the United Nations in Haiti.

2005

China signs its first free-trade agree-
ment in the region — with Chile.
At least seven others follow and
many more are under negotiations.

2008

Sino-Latin American trade soars to
$143 billion pre-recession peak;
Beijing releases a policy paper
about its engagement with Latin
America, with peaceful coexistence
and “South-South” cooperation as
underlying themes.

2009

As China is being inducted into
the Inter-American Development
Bank it signs $10.2 billion loan for
Argentina.

2010

China becomes largest trading
partner for several Latin American
countries and an increasingly im-
portant investor, especially where
there are rich lodes of natural re-
sources. China becomes Brazil’s
largest investor for the year.

2011

Chinese state-owned firms increase
their large investments in Latin
American manufacturing and com-
modities to serve local markets, es-
tablish regional export platforms
and secure long-term food sources.
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In Clash Over Shipping, Brazil Backs Down

“This is a real tug-of-war, and China is playing very tough.”

he complex, competitive dynamic being played out in

Latin America can be seen in China’s dealings with the

Brazilian firm Vale, one of the world’s largest metals and
mining companies.

Vale embraced China after the Asian giant began buying large
quantities of iron ore in the early 2000s. In 2004, Vale announced
it would participate in a $3 billion joint venture with Shanghai-
based BaoSteel, the world’s second-largest steel company.

Brazilian-Chinese relations had never been better. In a speech
that year before the Brazilian parliament, Chinese President Hu
Jintao promised $100 billion in investments for the region, with
Brazil as a key recipient. ! At a dinner honoring Hu, Brazilian
President Luiz Indcio Lula da Silva said that the $7 billion of
Chinese investments targeted for Brazil “will help the country
regain its competitiveness in strategic sectors such as infra-
structure, energy, steel and telecommunication.” 2

But after five years of negotiations, the BaoSteel-Vale ven-
ture was abandoned, and Brazil morphed from being an en-
thusiastic supporter of Chinese investment to a disappointed
partner to — today — a deeply skeptical doubter. Meanwhile,
Vale has turned against potential Chinese competitors, particu-
larly those challenging its commanding position in mining, and
Brazil's parliament is considering a new law that would restrict
land purchases by foreigners. 3

Vale’s troubles with China stemmed in part from a pro-
tracted tussle over shipping, which is a significant expense in
the iron ore business. In 2008, in a cost-saving move, Vale or-
dered a fleet of super-large ore carriers that would allow it to
cut shipping costs by about 25 percent. *

To the dismay of the Brazilian government, Vale decided to
have the huge, 400,000-deadweight-ton Valemax ships built at
Chinese and South Korean shipyards. But Chinese shippers then
complained that Vale was out to monopolize the trade, al-
though Vale said it was just trying to remain competitive against
closer suppliers, such as Australia.

“We don’t want to be a major freight operator or make
money out of our shipping business. We just want to make
sure that our freight cost doesn’t shoot up,” Vale’s global mar-
keting director Pedro Gutemberg told Reuters last September.

“Whenever they understand better our strategy, we believe
they will accept it and negotiations will be finalized.”

But Shouguo Zhang, vice executive chairman of the China
Shipowners’ Association, demanded that Vale “immediately stop
its ambitious fleet expansion plan” ® And on Jan. 31, China’s
Ministry of Commerce moved to protect the domestic freight
industry, banning dry bulk carriers exceeding 300,000 tons from
entering Chinese ports. ’

Now, in a reversal, Vale intends to sell or lease its new fleet
of carriers, most likely to Chinese state-run shipping compa-
nies with long-term charter contracts.

“This is a real tug-of-war, and China is playing very tough,”
said Bernardo Lobao, a steel and mining analyst at Studio In-
vestimentos, a Rio de Janeiro-based investment fund. “China’s
attitude is pretty amazing when you consider that Vale went
against its own government, which wanted the ships built in
Brazil, and decided instead to build them in China to please
its steelmaking clients.”

— Kennetb J. Stier

! Chinese officials later claimed that President Hu was misquoted and had
been speaking about trade (not investment) reaching $100 billion by 2010,
a climb-down that caused consternation in a region that was eager to re-
ceive the investments. It did not help that Beijing took more than a year
before offering this “correction.” See Daniel Erikson, “Conflicting US Per-
ceptions of China’s Inroads in Latin America,” in Adrian Hearn and Jose
Luis Leon-Manriquez, eds., China Engages Latin America: Tracing the Tra-
Jectory (2011), p. 122.

2 Quoted in Rodrigo Maciel and Dani Nedal, “China and Brazil: Two Trajec-
tories of a ‘Strategic Partnership, ” in Hearn and Leon-Manriquez, ibid., p. 249.
3 Mario Sergio Lima and Juan Pablo Spinetto, “Brazil Said to Require Local
Content on New Mining Contracts,” Bloomberg Businessweek, Feb. 6, 2012,
www.businessweek.com/news/2012-02-14/brazil-said-to-require-local-content-
on-new-mining-contracts.html.

4 Silvia Antonioli, “Interview: Vale mega ships to cut freight costs by 20-25
pct,” Reuters, June 17, 2011. More background is available at http://en.
wikipedia.org/wiki/Valemax.

> Silvia Antonioli and Jonathan Saul, “Exclusive: Vale in talks to sell giant
ships to China,” Reuters, Sept. 5, 2011, www.reuters.com/article/2011/09/05/us-
vale-shipping-idUSTRE78434U20110905.

6 “China Shipowners' Association’s Comment and View on Vale’s Construction
of Transshipment Hub and Distribution Centre in Philippines and Malaysia to
Transport Iron Ore Imported by China,” China Shipowners Association,
http://eng.csoa.cn/Reports/201112/120111206_1162695.html.

7 “China bars Brazil's bulk carriers from its ports; clash over iron ore ship-
ping rates,” Mercopress, South Atlantic News Agency, Jan. 31, 2012, http://en.met-
copress.com/2012/01/31/china-bars-brazil-s-bulk-carriers-from-its-ports-clash-
over-iron-ore-shipping-rates.

8 Ibid.

Continued from p. 266
head of emerging markets and glob-
al macro at Morgan Stanley Investment
Management, warned in a recent For-
eign Affairs article.

Developed economies with innov-
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ative industries built around a strong
natural resource base — such as Cana-
da or Australia — might be a middle
path. “There is no reason why a com-
pany like Monsanto cannot emerge in
the region, but that will not happen in

an environment where good engineers
are scarce and there is little incentive
or resources for R&D,” argues Mauricio
Mesquita Moreira, an Inter-American
Development Bank (IDB) economist
promoting this path. >! -



BACKGROUND

Early Chinese Trade

uring the late 16th century, a “silk
Droad by sea” developed between
China and Latin America. Some 20-60
ships traveled between China and the
Spanish colony of Mexico (now the
resort city of Acapulco) each year be-
tween 1575 and 1815. The Mexicans ex-
ported shoes, hats, wine, olive oil and
other foods, while the Chinese sent gun
powder, jewelry, food, cotton cloth and
silk. Eventually, British exports displaced
Chinese goods, and by 1815 China had
shut down the trade. >
However, the New World’s need for
labor prompted the importation of large
numbers of Chinese workers for the
mines and plantations in Mexico,
Cuba, Peru, Panama, Chile and Brazil.
By 1873 nearly 500,000 Chinese were in
the region. > The workers, who lived
much like African slaves, were con-
scripted for eight years, but many stayed
on; their descendants comprise the re-
gion’s modern Chinese communities,
mostly in Peru, Brazil and Cuba.

Mixed Welcome

Ithough largely integrated into their
host country populations, Chinese
communities in Latin America retained
a distinct, or at least mixed, identity.
Havana’s sprawling Chinatown (Barrio
Chino), for instance is the largest in
Latin America, rivaling those in San
Francisco and New York.
Thousands of Chinese fought in Cuba’s
war of independence against Spain. 3
And six weeks after Fidel Castro’s 1959
revolution, the José Wong Brigade, a
Mandarin-speaking Cuban military unit,
cracked down on black-market trading,
gambling, prostitution and opium traf-
ficking in Barrio Chino. Cuba’s revo-
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lutionary government recognized the
People’s Republic of China (instead of
non-communist Taiwan). It also na-
tionalized Chinese businesses, prompt-
ing many Chinese Cubans to emigrate
to the United States. >/

Today more than 100,000 mixed-
race Chinese still live in Cuba. And
while they may not speak Chinese,
they retain connections to their culture.
And since official discrimination is pro-
hibited, Chinese-Cubans can advance. >
In the mid-1990s, Brig. Gen. Moises Si
Wong of the Cuban Revolutionary Armed
Forces became a key interlocutor be-
tween the Chinese Embassy and the
Cuban government in efforts to revital-
ize Chinatown and accommodate local
Chinese business interests in develop-
ing ties with the motherland.

In Mexico, the first Chinese settle-
ments were established by railroad
workers imported from the United States
during the 1890s. Laborers were later
brought over from Hong Kong and
Macao to cut sugarcane and pick cot-
ton. In the 1920s Chinese-owned min-
ing, construction and agriculture firms
imported some 50,000 workers.

Chinese traders soon dominated the
local economies in Baja, Calif., and later
Mexico’s Sonora and Sinaloa states. As
light manufacturing developed, much
of western Mexico’s commercial infra-
structure was created by the Chinese.

But their success engendered re-
sentment, which peaked in the 1930s
as the Great Depression compelled
thousands of Mexicans workers to re-
turn home from the United States. A
virulent anti-Chinese campaign emerged
— using the slogan “Mexico for Mex-
icans” — led by then-President Plutar-
co Elias Calles and his son. It led to
a ban on intermarriage, forced Chi-
nese businesses to close and eventu-
ally expelled thousands. Hundreds were
reportedly killed.

“Mexico has . . . fantastic condi-
tions for xenophobia and Sino-phobia,
as happens, by the way, in other coun-
tries of Latin America and . . . even

in the U.S.)” says Dussel Peters at the
National Autonomous University of
Mexico. “And this is what scares me.”

Since 1978 Beijing has reached out
to Chinese communities overseas as
“connecting bridges” to the rest of the
world, a policy initiated by then-Premier
Deng Xiaoping. * In Latin America
the effort has been complicated, be-
cause many Chinese immigrants fled
the mainland during civil-war fighting
and because of the 1949 victory by
Mao Zedong’s Communist Party, which
continues its one-party rule.

“Overseas Chinese in Latin America
are generally pleased to see China’s rise
on the world stage,” said Jiang Shixue,
a prominent Chinese Latin America ex-
pert. With their knowledge of local mar-
kets, language, business networks and
long-established informal relationships
with local governments, they have been
“extremely useful for Chinese investors
wishing to develop projects in Latin
America.” %0

While Latin American officials gen-
erally appreciate the help their local
Chinese communities provide in devel-
oping closer ties with China, many are
ambivalent about whether and how to
promote these connections. Often Chi-
nese immigrant dealings with business
partners in China are regarded as a
threat to national interests. And the local
media, particularly in Mexico, often stoke
stereotypes and prejudices, sometimes
triggering violence. ©!

“The stronger the hostility against
Chinese communities, the more likely
it is that they will defend themselves
by strengthening internal loyalties and
ethnic protectionism,” write authors of
a chapter on China and Mexico in
China Engages Latin America: Trac-
ing the Trajectory. %> One of the au-
thors, Adrian Hearn, who has studied
Chinese communities in Mexico and
Cuba, advises governments to harness
local ambitions into culturally appro-
priate regulations. So far, said the Uni-
versity of Sydney anthropologist, the
two governments are bungling their
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approach. “In both cases, national pol-
icy is out of step with local reality,” he
writes, “impeding genuine engagement
with Chinese communities and neglect-
ing potentially useful sources of eco-
nomic growth and political support.” %3

Balancing U.S. Hegemony

hina’s relations with Latin America
have been nothing if not pragmatic.

Economic relations got under way
shortly after the Chinese Communist
victory in 1949, but only simmered for
the next decade. Then, when Castro’s
communist regime came to power in
1959, Cuba became the first Latin Amer-
ican country to establish diplomatic ties
with the People’s Republic.

Chile’s socialist President Salvador
Allende followed suit in 1970, but re-
lations cooled after he was deposed
in a military coup three years later. By
1978, China and Chilean military lead-
ers were creating a commission to de-
velop scientific, cultural, technical and
commercial relations.

In 1974 Brazil's military dictatorship
established diplomatic ties with China,
and in 1978 China signed an economic
and trade agreement with Argentina’s
military regime, whose relations with
the United States soured after President
Jimmy Carter’s administration (1977-1981)
adopted a tough pro-human rights for-
eign policy and began publishing an-
nual reports on the status of human
rights across the globe. ®* Latin Amer-
ica’s military regimes were more com-
fortable with China’s hands-off ap-
proach to human-rights issues.

Latin American leftists also welcomed
China’s political heft as a counter-balance
to U.S. influence in the region. “The wide
South American consensus on behalf of
improved relations with China [in the
early 2000s] owes much, therefore, to
the patterns first set in the 1970s: There
is a broad cross-ideological support to
expand relations with China and, on the
Latin American right as well as on the
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left, to use such relations to provide
some balance to U.S. power,” noted one
of the first serious American studies
about China’s new engagement with Latin
America, funded by the Japanese for-
eign ministry. 65

Similarly, China was “indifferent to
the form of the political regime so long
as there were political and economic
gains to be made,” noted a report by
the Inter-American Dialogue.

Charm Offensive

hina’s modern era of engagement

with Latin America is generally seen
as having been kicked off by a 13-day
tour of the region in April 2001, when
then-Chinese premier Jiang Zemin visit-
ed Venezuela, Cuba, Brazil, Uruguay,
Argentina and Chile.

A stream of high-level official visits
soon followed, in both directions, a mu-
tual courtship that — coming on the
heels of the 9/11 attack in the United
States — struck some U.S. observers as
opportunistic, if not worrisome.

But well-timed and increasingly
high-level diplomatic visits by Beijing
officials had, in fact, begun in the early
1980s, when Beijing began training a
core cadre of diplomats to manage re-
gional relations. ©7 China also invested
in think tanks focusing on Latin Amer-
ican studies at the Chinese Academy of
Social Sciences in Beijing and a Latin
American department within the Com-
munist Party’s Department of Studies.

By contrast, Latin American coun-
tries are just now developing expertise
on China — even after 30 years — and
their efforts are less organized or sys-
tematic. Of the 55,251 foreign students
studying at Chinese universities in 2010,
only 771 were from South America,
compared to 6,065 from North Ameri-
ca, according to Chinese education min-
istry figures. 8

The Chinese investment has yield-
ed what the Inter-American Dialogue
study called “an impressive systemat-

ic long-term strategy.” When President
Hu Jintao spent two weeks in the re-
gion in 2004, considered another high-
water mark in relations, he “harvest-
ed the blossoms from the seeds planted
in decades past” @

Nonetheless, there are growing signs
that relations are not so sturdy. Beijing
has consistently insisted that China’s
new global prominence is a “peaceful
rise” aimed at developing a “harmonious
world” based on mutually beneficial
South-South relations. 7 These declara-
tions were aimed at countering the specter
of a “China threat,” particularly as China
aggressively invests overseas. /!

But Latin Americans are “not buying”
that argument any longer, says He Li, a
Chinese political scientist at Merrimack
College in North Andover, Mass. “It is
ridiculous to call yourself a ‘South’ coun-
try when you are the world’s second-
largest economy, you are sending up
satellites and hosting the Olympics.”

Harvard professor Joseph S. Nye,
Jr., author of the 2004 book Soft Power:
The Means To Success In World Poli-
tics, says despite Beijing’s $8.9 billion
investment (in 2009-2010) in external
publicity efforts — including a 24-hour
cable news channel — the campaign
has had “limited return on its invest-
ment” because its message is under-
mined by China’s suppression of human
rights and the private sector.

There is a more prosaic reason why
China’s charm offensive has lost its
sheen. As Chinese investors deal with
mundane local matters — such as reg-
ulations, taxation, militant labor, in-
digenous peoples’ rights or environ-
mental protection — the more potential
there is for daily friction. 72

“As China mixes it up in Latin
America . . . you're going to have three
simultaneous things going on: an ac-
celeration of learning on both sides,
an acceleration of conflicts and the ac-
celeration of Chinese influence,” says
Ellis, of the National Defense Univer-
sity, “the net balance of which remains
to be seen.” =
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SITUATION

Infrastructure
Transformation

hina’s new presence in Latin Amer-
Cica has produced an explosion of
infrastructure projects in just about every
country in the region. Tens of thou-
sands of Chinese workers are building
roads, rails, refineries, dams, ports,
pipelines and power plants. And wher-
ever there are legions of Chinese work-
ers, Chinese traders and small busi-
nessmen are there to serve their needs.

An estimated 40,000 Chinese are in
Suriname (formerly Dutch Guyana) —
roughly 10 percent of the population
— carving new highway and rail links
through the jungle from Brazil’s vast
interior to a new Caribbean gateway
at Suriname’s deep-water port, also
being built by China. 73 Similar av-
enues are being punched through the
Amazon over the Andes to Pacific
ports in Ecuador and Peru. 74

The influx of Chinese workers has
not occurred everywhere. Many Latin
American governments have restricted
the number of Chinese workers that
can be imported, reflecting the region’s
much stronger, sometimes even mili-
tant, labor movements.

Most projects would enable China
to exploit Latin America’s natural re-
sources. Ports and rail connections are
being built, for instance, so copper can
be exported from Chile and Peru. 7°
Argentina received more than $10 bil-
lion to upgrade railways connecting
Buenos Aires to key soybean producing
areas. 7° Chinese firms in Venezuela
are building infrastructure projects
worth $25 billion, some of which will
service Venezuela’s bitumen deposits
— the world’s largest — to which
China has favored access. 77
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About 600 Chinse engineers and workrs helped to build Costa Rica’s ew National
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Stadium in the capital, San Jose. The Chinese paid for construction of the stadium, completed
in 2011, after Costa Rica established diplomatic relations with China in 2007. China is
building dozens of infrastructure projects in Latin America, with tens of thousands of Chinese
workers helping to build roads, railroads, refineries, dams, ports, pipelines and power plants.

Chinese firms also are building vari-
ous national development projects —
infrastructure and industrial projects de-
signed to enhance long-term economic
prosperity — often because of low-cost
Chinese government financing.

After buying several Brazilian elec-
tric utility companies for nearly $1 bil-
lion, China’s state-owned State Grid Corp.
— the world’s largest electric utility com-
pany — is expected to have a lucrative
role in distributing the power generated
from a series of 20 dams, including
the Belo Monte Dam, the third-largest
hydroelectric project in the world. The
dams have been controversial because
they are expected to flood an area of
the Amazon River basin more than 100
times the size of Manhattan. Another 20
dams are on the drawing boards. 78

Not everyone is thrilled about the
projects. “There are so many reasons
these dams don’t make sense,” said Celio
Bermann, a University of Sao Paulo en-
gineering professor and a leading critic
of the projects. 77 His major criticism is
that the dams reinforce the reshaping of

Brazil's economy into an exporter of
low-priced primary products, rather than
of higher-value manufactured exports. &

Chinese companies are also bidding
on regional projects, such as a $7.6 bil-
lion railroad link between the Atlantic
and Pacific coasts in Colombia, and
China wants to participate in the planned
expansion of the Panama Canal. 8!

China’s infrastructure improvements
could significantly boost growth in the
region, according to Barbara Kotschwar,
a researcher at the Peterson Institute for
International Economics in Washington,
because inadequate transportation in-
frastructure has prevented Latin Amer-
ican countries from taking advantage of
“the multitude of regional, bilateral and
multilateral trade agreements signed in
the past decade-and-a-half” 82

Hardball Tactics

ven with huge, new infrastructure
improvements, Latin America still must
figure out how to leverage China’s new
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engagement to achieve strong growth
and sustainable prosperity — something
that has eluded the Latin American and
Caribbean region for more than a cen-
tury. % Economists generally agree that
the region needs to maximize earnings
from natural resources while boosting
technological sophistication.

But Latin America’s record on mak-
ing that transition is mixed so far: While
its share of the world “worked” metals
market has increased eightfold in about
30 years, the region’s overall produc-
tivity growth — which was virtually
zero from 1960-2000 — has begun to
pick up only in the past decade. &

However, some worry that China’s
hardball trade tactics could throttle Latin
America’s growth. For example, in 2009
after Argentina filed 18 complaints against
China with the WTO — claiming China
was dumping cheap shoes, toys and
steel pipes — China abruptly stopped
ordering Argentina’s soybean oil. The
cancelled orders amounted to far more
than the value of Chinese goods af-
fected by the anti-dumping complaints.

Although Argentina was able to find
other buyers for its soybean oil, the in-
cident highlighted Argentina’s growing
dependence on China. The value of Ar-
gentina’s soy exports had skyrocketed
from $57.4 million in 1995 to $2.4 bil-
lion a decade later — largely on the
strength of Chinese demand. And short-
ly after Argentina argued its case the
Chinese vice minister of trade showed
up in Buenos Aires to admonish offi-
cials to take a “more cautious approach
dealing with trade issues.” %

Two years later, the issue still rankles
Argentines and appears to have rein-
forced China’s determination to build up
its own oilseed-crushing industry in order
to capture more of the value-added mar-
ket. To control costs and boost profits,
China plans not only to grow its own
food but also to process and ship it.

“The Chinese are systematically trying
to decouple themselves from the inter-
national grain companies — as we have
seen them do in other industries,” says
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Mariano Turzi, a professor at Torcuato
De Tella University in Buenos Aires.

The scale of China’s ambitions — and
needs — is staggering. A Chinese firm
has leased about 740,000 acres of private
farmland in Rio Negro province in Ar-
gentina’s northern Patagonia — one of the
last uncultivated temperate-climate valleys
in South America. ® The company, the
Heilongjiang Beidahuang Nongken Group
— or the Great Northern Wilderness Land
Reclamation Co. — already farms nearly
5 million acres outside China and has
said it wants to buy another 490,000 acres
this year in Latin America. %

Although the land was privately
owned, Great Northern cut the deal
with the provincial government,
prompting national legislation last De-
cember limiting land purchases to for-
eign individuals and companies.
Brazil is also working to close loop-
holes in land ownership rules. %

Many local residents worry about how
the huge soy plantations will affect in-
digenous peoples’ lands and habitat. “Soy
and other industrial crops will not be
welcomed under the conditions created
by this agreement, which clearly jeop-
ardizes the future of Rio Negro resi-
dents,” said the provincial Pastoral Care
Ministry of the Catholic Church. %

Likewise, the Foro Permanente por una
Vida Digna (Permanent Forum for Dig-
nified Life) calls the project a “land grab.”

“We oppose the agricultural export
megaproject . . . which jeopardizes
320,000 hectares [791,000 acres] of land
and nature in our province by hand-
ing it over to . . . China to do with it
as it sees fit,” said the group. “This vi-
olates our sovereign laws, posits a fu-
ture of farming without farmers, and
contaminates us with pesticides. It is a
project that does great harm to this gen-
eration and the ones to come.” 9!

To ease such criticisms, Chinese in-
vestors have begun leasing land or form-
ing joint ventures with local companies.
Beidahuang formed a joint venture in
2011 with one of Argentina’s top agri-
cultural firms, Cresud S.A., which con-

trols 2.47 million acres for grain, cattle
and dairy production. ¥ Chongqing Grain
Group Co., Ltd. — a leading state-
owned Chinese grain company — an-
nounced plans in April 2012 to invest
$1.2 billion to develop soybean, corn,
and cotton farms in Argentina, part of
$6 billion it plans to spend in overseas
land acquisitions this year. 3

Commodities produced by these
Chinese-driven companies are expected
to be cheaper than those purchased
through international grain dealers. Great
Northern’s president explained why:
“Under the guidance of the [Chinese] gov-
emment, we plan to build a compre-
hensive industrial chain,” which will offer
financial services, storage, logistics, agri-
cultural production and distribution. 4

Meanwhile, Argentine farmers com-
plain that their government treats the
export sector as the country’s golden
goose, taxing exports up to 70 percent
without investing in public infrastruc-
ture. % The government has collected
$48 billion in export taxes over the past
eight years, leaving precious little for
farmers to invest in new processing tech-
nology, says Alberto Rubio, dean of the
graduate school at the University of Bel-
grano in Buenos Aires. %

Coping with the
Juggernaut

hile reeling from hugely lop-
CC sided trade imbalances with

China, Latin American countries con-
tinue to lag in their scramble to de-
vise national strategies to cope with

the Chinese economic juggernaut.
For instance, China and Brazil have
been strategic partners since 1993, but
a China-Brazil binational commission
reconvened in early April for the first
time in two years. And Brazil recent-
ly revived a dormant interagency
working group created to devise a co-
herent national strategy for trade with
China. Both are part of Brazilian Presi-
Continued on p. 274



At Issue:

Is China a threat to Latin America’s manufacturing base?
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path for most of Latin America. That door has been shut by
China and other major exporting countries such as India.

The best option for South America is to make the most of
its comparative advantages in natural resources, avoid the re-
source curse and promote alternative forms of employment.
Resource-poor Mexico and Central America must take advan-
tage of their proximity to the United States and other regional
markets through massive investment in transport and logistics.

Given the size of Latin America’s most industrialized
economies, manufactured exports cannot be a major source of
growth unless they capture a substantial share of world mar-
kets. That is not happening. Latin American manufacturers saw
some gains in market share in the late 1990s, but their mod-
est position deteriorated in the early 2000s.

Latin America’s misfortunes contrast sharply with China’s
breakneck performance. In little more than a decade, China
roughly tripled its market share in the United States and the
world, helping to reduce manufacturing’s share of GDP in Brazil
and Mexico to less than 20 percent and accentuating a decline
that began when trade was liberalized in both countries.

The sheer size of the Chinese economy and the strength of
its comparative advantages — a vast, cheap labor pool, educa-
tion levels comparable to those in Latin America and a relent-
less industrial policy — mean that the manufacturing road to
development has become highly congested and particularly
hazardous for countries that don’t have an abundance of
skilled workers. India, another populous, resource-scarce econ-
omy with even lower wages than China’s, already exports
more manufactured goods than Brazil.

If Latin America tries to force manufacturing growth by adopt-
ing the failed protectionist tools of the past, it will return to
1980s stagnation. Yes, economies specializing in natural resources
are risky, but it’s riskier to ignore market signals, comparative
advantages and the limitations of government intervention.

As Latin America moves into uncharted waters, it must de-
vise a new route to development that relies on natural re-
source exports, some manufacturing and reforms and invest-
ments to enhance the region’s competitiveness. A glance at
China and India’s desperate need for land and natural re-
sources suggests that the “super cycle” that commodities have
experienced since the early 2000s may be more of a structural
trend. So the risk of specializing in natural resource exports is
not as high as history may suggest.

e xport-oriented manufacturing is no longer a viable growth
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trade endangers regional industrial development. But the

impact of this trade on individual countries is markedly
heterogeneous and not conclusively dire. In other words, the
impact of China has been uneven, and the winners and losers
within countries have varied greatly.

Generally, China’s effect on domestic industries and exports
varies according to the country’s resources, labor and capital
and whether the government hampers doing business or con-
strains labor markets and capital mobility.

Trade with China has clearly benefited extractive industries
in Brazil, Peru, Venezuela, Argentina and Chile, but Chinese
exporters have outcompeted those countries’ manufacturers,
especially in low-skill, labor-intensive sectors.

Increasingly, that is also true for more capital-intensive goods.
However, while alarmists like to point out that Latin firms are
losing market share to Chinese companies, they fail to mention
that Latin firms often are producing and selling more, even
though the Chinese exports are growing even faster.

These companies might eventually get pushed out altogeth-
er, but the data so far don’t support such gloomy predictions.
Brazil's machinery sector, for instance, generally cited as under
threat from China, keeps posting export growth rates among
the highest in the world (30 percent in 2011), with rising rev-
enue and employment. Studies also have shown that in some
countries — such as Costa Rica, Nicaragua and Brazil —
losers in the low end of the value chain have moved onto
higher value-added goods, partly because they have had ac-
cess to cheap, Chinese capital goods. The few econometric
studies that have looked for links between Chinese import
growth and manufacturing job losses in Argentina and Brazil
have found them to be negligible.

This more nuanced and optimistic account of China-Latin
trade does not, however, negate the profoundly sound advice
(offered by Mauricio Mesquita Moreira) that countries should
make the most of their natural-resource endowments and lever-
age revenue from those resources to upgrade their infrastruc-
ture and human capital. However, that advice will likely go
unheeded, especially in Brazil and Argentina, where changing
course would entail steep political costs because the leader-
ships and societies are still enthralled with outdated theories of
dependency and development and an obsession with manufac-
turing. China’s success has only intensified that predicament.

there is a prevailing perception that China-Latin America
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Continued from p. 272

dent Dilma Rousseff’s renewed focus
on relations with China, its biggest trad-
ing partner and a growing investor.

“China’s growth is so complex that
if you don't have a well-defined strategy
it can be a disaster,” explains Maciel, the
former executive secretary of the China-
Brazil Business Council. “There are
many different interests on the table,
but no one is selecting which ones are
more important and saying ‘let’s focus
on this” No, we are doing it by the mo-
ment, depending on which industry is
being most affected from China, and
then the agenda is built around this,”
he explains. “[But] Brazil has more to
lose than China, so it's our duty to be
more proactive in this relationship.”

Instead, Brazil has given in to an old
reflex — protectionism. Before liberal-
izing its trade in 1990s, Brazil’s high im-
port tariffs meant that only 5 percent of
its consumer goods were imported. The
protected local Brazilian car industry pro-
duced vehicles with nearly 90 percent
local content, but at almost four times
the prevailing international price.

Chinese carmakers want to tap Brazil's
market, which buys 3.5 million new ve-
hicles a year. Last July China’s state-
owned Chery Automobile Co. — which
assembles 1 million cars in 11 coun-
tries — broke ground on a $400 mil-
lion plant near Sdo Paulo. “This is our
biggest investment outside China and
will be the base of exports for all of
South America,” Chery President Yin
Tongyue told reporters.

“This factory is a symbol of the
quickly developing relationship between
China and Brazil,” added China’s am-
bassador to Brazil, Qiu Xiaoqi. *8

But soon afterward, the Brazilian
government abruptly hiked taxes by
30 percent on cars with less than 65 per-
cent local content, torpedoing Chery’s
plans to build an assembly plant using
imported parts. ¥ Eventually, Chery de-
cided to set up a complete supply chain
of components, using Chinese suppliers
who will set up shop inside Brazil. 1%
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However, the move still concerns
free-marketers. “We are in favor of in-
ternational trade, however, we reject un-
fair trade practices, as practiced by China,
[and] China is not a market economy,”
said Paulo Skaf, president of the pow-
erful Federation of Industries of Sao
Paulo. In addition, he complained, the
Brazilian government’s recognition of
China as a “market economy” under-
cuts the ability to impose sanctions
against “unfair” Chinese imports. 11

Some economists view Latin Ameri-
can governments’ response to China’s
economic expansion as falling back-
wards on a slippery slope. “They seem
to want to bring back the whole pro-
tectionist apparatus,” says the IDB’s
Moreira, a Brazilian. “We need fresh
thinking to deal with these challenges.
But the pressure to expand protection
to all sectors is huge. The end result is
going to be another fiscal crisis like we've
had before, no doubt about it =

OQUTLOOK

Rivalry vs. Cooperation

s the global economic center of
Agravity shifts toward Asia, com-
peting — and possibly adversarial —
trade regimes are emerging.

As part of its global reorientation
toward Asia, the Obama administra-
tion has been promoting the so-called
Trans-Pacific Partnership, a free trade
pact between Asia and the Americas.
Trade barriers would be lowered, and
China — should it decide to join —
would have to open its economy to
more imports and investment from
Latin America.

Beijing has balked, however, be-
cause it would have to reduce the role
of its state-owned enterprises, which
dominate roughly two-thirds of China’s
economy. Instead, China has forged its

own trade pact with Southeast Asia
and has proposed another with its
northeast Asian neighbors.

In Latin America, China has nego-
tiated separate “free trade agreements”
with individual countries. 102

“Latin America has long talked about
a collective response to China,” but it
has never really materialized, making
them “easy pickings for the Chinese”
says Ellis of the National Defense Uni-
versity. “China has everything to win by
a divided global response to its rise.”

To counter China’s divide-and-conquer
strategy in Latin America, he says, the
United States should leverage its close
ties with other Asian countries to help
Latin America forge better trade ties with
China. “We could really help Latin Amer-
ica best take advantage of the promises
represented by doing business with Asia
while avoiding some of the pitfalls,” Ellis
says. “And that would collectively give
Latin Americans a stronger hand vis-a-
vis their own negotiations with China.”

Whether that comes to pass depends
on improving relations between Brazil
and the United States. Although the Unit-
ed States and Brazil are the two biggest
economies in the Americas, they have
not signed a major economic pact in
two decades, during which time the
United States signed trade deals with
11 other Latin American countries.

The main challenge is recalibrating bi-
lateral relations to reflect Brazil's new stature
as the world’s sixth-largest economy —
up from 12th in 2004 — which has hap-
pened while the United States was deeply
distracted by the Middle East. 193

Brazil complains the United States
has not acknowledged this power shift
and even tries thwarting it by, for in-
stance, favoring India’s bid for a U.N.
Security Council seat but opposing
Brazil's. 1% For its part, Washington feels
that Brazil often goes out of its way to
obstruct U.S. efforts on key global issues,
just to assert its new influence. 105

“Brazilians and American talk a great
deal about the desirability of a ‘strate-
gic’ relationship between their countries,



but neither does much to achieve it
the Inter-American Dialogue’s Hakim
wrote in April, just before Brazilian
President Rousseff visited Washington.
“Still, it is time for the U.S. to consid-
er dropping its ambivalence over Brazil’s
international ambitions and acknowledge
— more than half-heartedly — its emer-
gence as a powerful nation.” 100
Nevertheless, for better or worse, Latin
America is not a vital strategic priority
for either China or the United States,
reducing the likelihood of Sino-U.S.
conflicts in the region. In the resultant
power vacuum, Brazil has become the
region’s economic heavy weight.
Nevertheless, Brasilia’s relations with
Beijing — and Washington — will be
vital for the whole region, says Dani
Nedal, a Brazilian research fellow at the
University of Birmingham (U.K.), be-
cause, “Brazil has neither China’s deep
pockets and competitive edge nor U.S.
strategic assets.” Thus, he says, Brazil
“would be hard pressed to compete on
an equal footing to maintain a preem-
inent position in the region.” m
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