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Chapter 1
1.

Introduction
Latin America has confided on what might be the most prominent event in the 21 st

century's global economy, the rise of China. Over the past three decades, China's role in the
worldwide economy has tremendously increased. According to the World Bank (2019),
China's Gross Domestic Product (GDP) grew at over 10 percent per year for more than 30
decades. The fastest sustained growth by a big economy ever recorded. Since the 1980s,
China has evolved from being a rural society into an industrial power. Thus, Latin America
quickly became of maximum strategic importance for China. Mainly, as a source for many
of the critical natural resources that China requires to grow its massive economy and to
satisfy the needs of more than a billion people.
As it grew into one of the largest economies in the world, it demanded enormous
amounts of oil, copper, iron ores, and soybeans (Ferchen, 2011). Southern Latin America is
among the wealthiest regions regarding the world's energy supply now and in the future. As
such, South America's vast reserves of energy, raw materials, and food are well suited for
China's growing demand. Consequently, China has been devouring oil from Venezuela,
Ecuador, and Brazil to fuel cars, ships, and manufacturing plants. Brazil has been providing
iron ore to make steel for China's fast-expanding new cities. Additionally, copper is also the
material found in expanding factory buildings and cities in China. Copper is South
America's third-largest export to China, provided mostly by Peru and Chile.
China's booming electronics industry required that China wires more than half the
world's consumer electronic products with copper. Also, as the quality of life improves the
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Chinese population consumes more soybeans products coming from Brazil, Argentina,
Uruguay, Bolivia, and, Paraguay. Most recently, China has set its foothold in Bolivia's
substantial untapped reserves of lithium. A key component in batteries that power electric
cars, laptops, and cellphones to which China is the biggest consumer.
By the turn of the 21st century, Latin America's trade with China was only about 1%
of total trade in the region, 12$ billion (Dussel, 2015). By 2013, it was $289 billion, and
China became the number one trading partner for many countries in the region, such as
Brazil, Bolivia, Chile, and Peru (Gallagher, 2016, p. 7). China's demand for South America's
resources has both direct and indirect effects on the region, and the world. For instance,
because of China's increased consumption of such commodities, they became scarce. The
prices of these commodities increased in the global market, letting Latin America enjoy a
commodity boom. In turn, this boom attracted investment in the region's commodity sector
by Chinese companies. Thus, as the demand grew, Chinese companies have placed their
focus in Latin America’s south to invest significantly in commodities, supported by China's
state-run banks.
Remarkably, China has given Latin America vast amounts of finance directly to
infrastructure, energy, and mining projects. According to the China-Latin America Finance
Database (2019), published by the InterAmerican Dialogue, since 2003, China has given
$119 billion in loans and lines of credit to Latin American governments. The value of its
loans has surpassed financing from the World Bank and Inter-American Development Bank.
For the region, China represents a growing export market and a significant new source of
investment and financing. However, the concern is the increased dependency on China and
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the concentration of the trading relationship on South American exports of commodities for
manufactured goods from China.
Some observers of the China-Latin America relationship would argue that China's
demand is complementary to Latin America's supply, as they both benefit from each other.
In some ways, China's hunger for Latin America's commodities helped the region,
especially during the recent global financial crisis. Indeed, Latin America grew at a rate of
3.6% per year from 2003 to 2013, which brought a better quality of life for many in the
region (Gallagher, 2016, p.18). Thus, Latin America saw promise, and it confided on this
new relationship. Nevertheless, around 2016, the boom began to simmer down, and as many
would argue, due to the commodity-based nature of the relationship, Latin America is losing
its grip and has become Sino-dependent; trading short-term benefits for long-term
dependency.
The research proceeds in five chapters: the first chapter includes the introduction, the
description of the objectives, the hypothesis, the methodology of research, and the guiding
questions. The second chapter covers the background history of the expanding relations
between China and Latin America, and the literature review, including an assessment on the
complimentary vs. dependency views regarding the China-Latin America relationship. The
third chapter covers an analysis of China's approach in engaging the region: the diplomatic
as well as the economic aspects. Chapter four covers the analysis of the impact of China in
the region: from the effects in the export structure to the social and environmental effects.
Lastly, the fifth chapter covers the conclusion of the research and the recommendations for
the future development of the region.
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1.1 Objectives of Analysis
As an important note, the focus of this thesis is primarily on Latin America’s South
American countries, namely: Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador,
Paraguay, Peru, Uruguay, and Venezuela. The main objective of this research is to
determine how Chinese engagement and presence in South America has impacted its export
basket through evolving tactics that fall under the category of soft power. The secondary
objectives are the following: to assess the measures that China has taken and the strategies it
has implemented in approaching Latin America in order to exert influence and gain access
to the strategic energy assets; to determine what are the negative externalities of the
evolving economic relation; and, to determine if China is a complementary, destructive, or
what kind of partner is for Latin America.
While one of the fundamental reasons for China’s engagement in Latin America is a
convenient policy of balance towards the United States, such aspect will not be touched on
this research as the primary focus will be on the relationship between China and the Latin
American region. Limiting the range, even more, to explore China’s motives to gain access
to the region’s vast reserves of raw materials that it needs for its economic expansion and
the implications of such motives. At the end of this thesis, recommendations will be made to
improve the economic relations between Latin America and China, as well as to identify the
manners that could represent the potential for the region’s development.

1.2 Hypothesis
China is poised to become Latin America’s largest trading partner and primary
influence due to the steady rising of deals, economic financing, investments, and exchanges
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implemented by China in the region. Hence, different tactics that operate out of the basis of
soft power strategies are a useful tool for carrying out key agreements to ensure that China
will continue to play a significant role in Latin America for the present and the future.
However, Chinese presence in the region has been accentuating the concentration of exports
and deindustrialization.
The economic aspect of China-Latin American relations has blossomed in the areas
of trade and finance. China leads in South America with economic initiatives. The
implementation of “complementary” soft power strategies promotes its interests and
goodwill in the region. China puts a strong emphasis on developing proposals based on the
notion of partnership, cooperation, and mutual benefit. This research will first attempt to
show how effectively China expands its influential reach in Latin America. It will then be
possible to illustrate what is the impact of China’s increasing financing, investment, and
outreach on the export structure. Similarly, illustrating how many of the energy,
infrastructure, and mining projects that were the source of Chinese investment are the reason
for the violation of rights of indigenous people and many environmental issues in Latin
America.

1.3 Methodology
This research will be both investigative and descriptive. Understanding and
manifesting China’s interests in the Latin American region requires an approach of
investigative, and descriptive aspects. Portraying the opposing views of whether China is a
positive or negative partner for the host region will be achieved through the review of the
literature of the previous publications by authors concerning the subject area. This review
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will help increase the author’s knowledge about the subject area and find the gap in the
previous literature to explore further into the subject matter as well as to provide a
theoretical structure for the following of the study.
The methodology for answering the hypothesis focuses on guiding this research to
explain why China is invested in South America, how its interests are reflecting through
instruments of soft power, and what that means for the region and its export structure in the
short and long-term. The body of this research tries to include diverse factors that all play a
significant role in explaining how China has grown to become an inexorable presence in the
region.
In-depth information used to inform this research will be both written and online
through texts from non-governmental organizations, government publications, scholars; and
academic journals via various sources. Other sources of up-to-date information will be
through well respected professional articles such as Reuters, The Economist, and The
Financial Times. Collection of secondary data will be through the World Integrated Trade
Solution (WITS), World Bank, Inter-American Dialogue China-Latin America Finance
Database, The United Nations Economic Commission for Latin America and the Caribbean
(ECLAC), China’s Ministry of Commerce (MOFCOM), and The Academic Network of
Latin America and the Caribbean on China (RedALC-China). The author will prepare the
figures for this work using tools, such as Excel and Power BI in order to illustrate different
trends related to the research.
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1.4 Guiding Questions


What are the motives behind China’s increasing involvement in Latin America?



What are examples of soft power strategies that China utilizes in the region?



What are the consequences and implications of the growing complex
interdependence between China and Latin America?



Is China complementary to Latin America or is Latin America dependent on China?



How the Chinese presence in Latin American shaped its exports basket?



What are the determining factors of the changing export structure?



Is Latin America export basket sustainable for its development?



Did Latin America benefit from the China boom?
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Chapter 2
2.1 Background Relations
Before exploring the reason for China’s urge to expand economic ties to Latin
America and the interpretations of the consequences, a brief illustration of China–Latin
America growing relations in the recent decades will be explained. Remarkably, historians
would argue that the Sino-Latin American relations go back as far as 1575. When the “silk
road” saw ships sail between China’s coastal regions and Mexico’s every year (Mcanarney,
2012). Through a stop-over in the Spanish colony of Manila in the Philippines, goods like
cotton, silk, jewelry, and gun powder were shipped to the New World in exchange for olive
oil and wine. Creating a trade route that persisted until about 1815.
Moreover, during the late 19th to the early 20th centuries, Chinese immigrants arrived
in the American continent as manual laborers. More specifically, in South American
countries as Peru, Argentina, Brazil, and Chile, which have large concentrations of ethnic
Chinese. Notwithstanding this aspect of some ethnic Chinese in Latin America, distance has
been the first characteristic that used to represent the relationship throughout time. With the
Pacific Ocean as a frontier, low communication, and lack of interest, the relations were not
consolidating until a later time.
Since the proclamation of the People’s Republic of China (PRC) in 1949, neither this
country nor Latin America saw themselves among priorities for their respective foreign
policy, mainly due to political, cultural, and geographical differences (Regalado, 2009).
Thus, for its first fifty years, China was indifferent to Latin America. This indifference was
mutual. According to the statements of Mao Zedong, in 1950, the diplomatic relations
between China and Latin America were uncertain. The U.S. had political and economic
8

power in the region. The acknowledgment of China and Latin America first came to occur
in the second half of the last century, when some of the region’s leaders visited communist
China in 1950 (Tisdell, 2008). In 1960, the new government in Cuba established diplomatic
relations with China. Except for Chile, in 1970, most other Latin American governments did
not recognize China as a country until after President Nixon’s 1972 visit to Beijing. This
visit showed that the world’s alliances were evolving. In this year, 1972, Argentina
recognized China, followed by Brazil in 1974 and Bolivia in 1985 (Hilton, 2019).
China's economy before 1978 was regulated, isolated, and firmly in the hands of
bureaucrats. China's total foreign trade in 1978 was only $20 billion, making it an
insignificant player in world trade (Zweig, 2003). In 1978, however, many could not have
imagined how much progress China would make in the next 30 years after deciding to
undertake economic as well as political reforms. The purpose of China’s reform was said to
develop ‘socialism with Chinese characteristics’ (Tisdell, 2008). As a result, China’s
economy transformed utterly. The Asian country went from being an economy in which
market forces played no real role, to one in which market forces played a critical role. Since
then, China has been outstandingly expanding its importance on the global economy and has
grown in several areas, namely, GDP, trade, and foreign investments. With the process of
reforms and opening in China, the international economic relations acquired pragmatism
related to its economic development (Regalado, 2009).
Consequently, the relationship with Latin America is re-defined. One reason is a
convenient policy of balance towards the U.S. Secondly, it is the necessity of a considerable
amount of raw materials that the Chinese economy demands for its expansion (Oropeza,
2008). In the early 1990s, although there was a relationship, engagement continued to be
9

small. Chinese reforms helped China be part of a wave of globalization that sparked the
world’s biggest and, perhaps, the fastest industrial revolution (Hilton, 2019). Hence, with its
growing industrialization, China's interest became relevant. Thereby, it was in the 2000s
when bilateral economic relations between Latin American countries and China officially
took off. China’s expanding industries were craving Latin America’s energy and raw
materials.
Much of China’s interest in consolidating relations with Latin America, especially in
South America, is economically motivated. China requires access to commodities such as
iron, soybeans, copper, and oil to meet the demands of its booming economy. It is
imperative to remark that an essential milestone of China's economic expansion was when
the World Trade Organization (WTO) accepted it in 2001. As a result, this facilitated the
development of its trade not only with Europe and the U.S. but prominently with Latin
America (Ellis, 2014). Additionally, the following year, 2002, a second milestone occurred
when the Chinese Communist Party adopted the ‘Go Out’ policy as part of its five-year
plan. The policy allowed state-owned enterprises as well as emerging private companies to
develop new markets and ensure access to the resources needed to feed the growing demand
of their Chinese clients (Ellis, 2014). Although Chinese trade with Latin American was
growing substantially, it was in 2004 when the region awoke to the growing new
relationship.
Towards the end of 2004, President Hu Jintao’s visits to Argentina, Brazil, and Chile
proved China’s interest in the region. At the time, the head of state claimed the intent of
investing $100 billion in the region’s infrastructure by 2014 (Dumbaugh and Sullivan,
2005). Latin American countries, especially the ones in South America, were keen with
10

China producing ports, roads, and oil rigs across the region. While China had an intent to
improving the region's appalling infrastructure to ensure a steady supply of raw materials,
China only invests in countries where it can take full advantage. The Chinese government
issued an important statement of its strategic approach to the Latin America region in 2008,
after a series of high-level visits by Presidents Jiang Zemin and Hu Jintao starting in the
year 2000. Thus, the year 2008 marked a remarkable and turning phase in expanding
relations.
China decided to show its ‘White Paper on Latin America.' Making it official to
further develop its ties with the region in many ways, such as trade relations, political
aspects, and even technology advancement (Ellis, 2014). At that time, the world was going
through a financial crisis; nonetheless, Chinese demand for Latin American raw
commodities did not decrease. Chinese engagement in the region has been astonishing.
China had displaced the U.S. and EU to become South America’s largest trade partner, as
well as the region’s biggest investor. Nowadays, a series of discussions on infrastructure
projects have embedded Latin America in China’s vision of the global future, even if many
have stalled (Dussel, 2015).
The focus of many projects is on transport. Including a China-backed $10 billion
railway plan to connect Peru's Pacific coast and Brazil's Atlantic coast, which would make it
easy to the export of raw materials such as copper, and iron ore (Rosenfeld, 2015). Chinese
investments in the region also escalated. According to data from the Inter-American
Dialogue (2019), China had invested only $231 million there in 2005, but by 2010,
investment had jumped to $37 billion. In 2000, China’s volume of trade with the region
amounted to $12 billion; by 2013, it had reached $289 billion (Gallagher, 2016, p.7). Trade
11

was propelled in large part by free trade agreements with countries such as Peru and Chile.
China has also made billions of dollars in loan commitments across the region.
Notably, China’s efforts in the region are propelled by four significant goals: first,
ensuring its access to the region’s vast reserves of natural resources and consumer markets;
secondly, gaining the region’s support for its foreign policies; third, shaping Latin
America’s perceptions about China; and lastly, although not explored in this research,
gaining geopolitical influence in a region close to U.S. influence (Koleski and Blivas, 2018).
The increasing necessity for commodities like oil, iron ore, copper, and some agricultural
products might explain why China strengthens its relations with Latin American countries.
China refers to the relationship as a “win-win”, but this view challenges another perspective,
which claims that the region is Sino-dependent with negative impacts on the way.

2.2 Literature Review
In this part, the most common themes, debates, and current explanations for China’s
expanding economic ties to Latin America and the interpretations of the consequences of
those ties will be explored. In a much real sense, there is a polarization of views on China’s
impact in Latin America. Some argue that the future of Latin American economic
development is a positive one, and China was to recognize for such development. However,
others see China as pushing Latin America back into a world of primary product
dependency and outperforming Latin America in global manufacturing markets. These
claims will be examined in this research and will conclude that the latter claim is closer to
the truth.
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Throughout time there has been very little interest and not a significant amount of
literature about China-Latin America relations, or China’s presence in Latin America.
Because of the dramatic economic development of China, this has changed in recent years.
Specifically, China’s expanding engagement in Latin America’s southern countries has
substantially captured the interest of different scholars, journalists, and political leaders.
However, not much literature indeed explicitly addresses how China’s presence impacts
Latin American exports basket, social, and environmental dimensions. As the main reason
for China's growing engagement in the region was economical, most of the first literature
works addressed the patterns of trade in the region.
In 2006, a multi-author paper led by Harvard professor, Jorge Dominguez, was
among the literary works that first emerged (Ellis, 2014). Many other important works that
emerged during this time were done by the International Monetary Fund (IMF) and the
World Bank. Furthermore, studies and case studies were produced by a variety of
institutions such as the Atlantic Council, Inter-American Development Bank (IDB),
Organization for Economic Cooperation and Development (OECD), United Nations
Economic Commission for Latin America and the Caribbean (CEPAL), and even financial
firms like HSBC that published studies regarding China’s presence in Latin America for its
clients.
Also, there have been important analyses done by different scholars. Works were
done in English but included some Chinese perspectives as well as some Latin American
ones. Leading works, with Latin American voices, were produced by Adrian Hearn and Jose
Luis Leon, Guadalupe Paz and Riordan Roett, and more recently, Benjamin Creutzfeldt’s
“Overcoming the Greatest Distance: China in Latin America” (2019). From the Chinese
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perspective, the most prominent work came from Jiang Shixue, who used to head the Latin
America program at the Chinese Academy of Social Sciences (CASS). Also, some
important Chinese institutions began to publish literature about Latin America-China
relations. Notably, among the most prominent economically oriented works were developed
by independent scholars such as Kevin Gallagher, Roberto Prozecanski, Enrique Dussel
Peters, Rhys Jenkins, Evan Ellis, Carol Wise among others who will be mentioned
throughout this research.
At the heart of the literature’s explanation for China’s engagement in the region, is
the reality that China’s growing trajectory entails increasing Latin American commodity
exports to fuel that growth (Ferchen, 2011, p. 66). This notion is based on the idea that
because China is scarce in specific natural resources that it had to pursue sources of those
commodities in resource-rich places like South America (Ferchen, 2011). As a result, China
has increased the commodities-based trade and investment relations with Latin America.
While there is a range of explanations for China's growing trade and investment relations
with Latin America, most surround the idea that China’s rise is pulling Latin America along
with it. The question is whether this brings positive or negative implications for the region.
For observers from around the world, perceptions of Latin America relations with
China span a wide range. Specifically, there are two contrasting views about China’s
growing ties to Latin America. On one side are those, including most notoriously the
Chinese government itself, who claim that the China-Latin America economic relationship
is complimentary. Therefore, it should be positive for both sides, a ‘win-win’ (Glosny,
2006). On the other hand, are observers that have asserted that the complementarity is a
restored way of Latin American dependency. They argue that, while quickly expanding
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trade and investment ties may have short-term benefits for both regions, the commoditybased nature of the relationship reinforces negative patterns of Latin American development
(Ferchen, 2011). In the next sections, the complementary and dependency views will be
explored.

2.2.1 Complementary view
As mentioned, most explanations for China's increasing ties with Latin America
connect China’s demand for natural resources with Latin America’s supply of these
resources. Hence, Latin America’s resource abundance is said to complement China’s
resource scarcity. For this reason, it is argued that China represents a new and alternative
driver of trade and investment for this region. In a report devoted to "China's Thirst for
Resources," The Economist magazine (2008) claimed that China’s growth provides an
excellent opportunity for Latin America. The report said that: “African and Latin American
economies are growing at their fastest pace in decades, thanks in large part to heavy Chinese
demand for their resources… Chinese imports of many natural resources are growing even
faster than its bounding economy. Shipments of iron ore, for example, have risen by an
average of 27% a year for the past four years” (The Economist, 2008: 3 quoted in Gallagher
and Porzecanski, 2009).
The opportunities that China’s rise brings have been further remarked in academic
circles. For instance, the news of China in Latin America is considered as a favorable
situation for some. Blázquez-Lidoy, Rodríguez, and Santiso (2006, p. 23) have claimed that:
“despite trade is concentrated in a small basket of commodities, China's strong demand for
raw materials is good news for Latin America. In economic terms, this event could be
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considered a positive demand shock”. Moreover, this positive view was supported by
Barboza and Guimarães (2010), who argued that the export of Latin American commodities
to China had helped the region during the financial crisis.
Official Chinese government policy, supported by important Chinese think tanks that
specialize in Latin American ties, are the most prominent proponents of the view of
complementarity, which they regard as the proper way for understanding China–Latin
America relations. China has used ‘win-win' and ‘mutual benefit’ to pinpoint the benefits to
the emerging economic and political ties. Additionally, the complementary view is based on
the logic that China’s relations with Latin America are ‘South-South’ (Hirst, 2008). This
notion of ‘South-South’ ties refers to show China as a developing country and Latin
America as a region of developing countries; thus, if China–Latin America relations are
South-South, the claim that they are also a ‘win-win' situation arises because of them being
equal, non-exploitative, and stable (Ferchen, 2011).
South-South ideas, as well as mutual benefit ideas, were remarked in China’s 2008
“China’s Policy Paper on Latin America”, which showed China’s goals for its partnership
with Latin America. According to China’s State Council white paper, China’s main policy
aims were to ‘promote mutual respect and trust, deepen cooperation and achieve win-win
results’ (China’s State Council, 2008). Themes of cooperation, trust, and exchange were
constantly used in the 2008 policy paper as well as presented in the second policy paper in
2016. It is imperative to remark the tone that China utilizes, as the policy papers are meant
to excite Latin America through adulation (Kriegman, 2018).
In addition, Chinese scholars from the Chinese Academy of Social Sciences (CASS)
and think tanks with a focus on Latin America also often regard the China–Latin America
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relationship in mutually beneficial and complementary terms. Jiang Shixue, the former
deputy director of the CASS Institute of Latin American Studies, assessed what drives the
China-Latin America relationship. In his mind it suits the complementary views, Shixue
claimed that “both China and Latin America belong to the Third World and cooperation
between the two sides will benefit world peace and development.” (Shixue, 2005 quoted in
Ferchen, 2011, p.13). Thus, further asserting the themes of complementarity and mutual
benefits.
Additionally, many leaders and government officials, such as the former president of
Brazil Luiz Inácio Lula da Silva, remark the complementarities of Chinese demand and
Latin American supply. Leaders like Nicolas Maduro of Venezuela, Evo Morales, former
president of Bolivia, and Rafael Correa, former president of Ecuador, were particularly keen
on aligning China’s interest in the region to their interest to anger the U.S. Furthermore,
several studies on the issue of China’s impact on Latin American economies have been
conducted by international financial institutions and research centers. Some of the studies
have the perspective that China’s rise has been a relevant engine of Latin American growth,
adding support to the complementary view. The ECLAC has mentioned the positive role of
China–Latin American trade ties during the financial crisis. ECLAC’s 2009 report said that
‘China's internal market has rescued the Latin American exports.’ However, ECLAC has
also promoted the dependency argument in several of its studies.
The view of complementarity and mutual benefit is remarked by some, although not
by all observers. Some critics of this perspective highlight concerns about not being an
actual complementary relationship. As such, this research will emphasize the risks
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associated with overestimating a ‘win-win' situation. The following section will discuss the
other side of the coin of this complementary view, the dependency view.

2.2.2 Dependency view
The other side of the coin is concerned with the idea that China is accentuating Latin
America’s dependence on primary commodities which aggravates the prolonged concern in
the region over commodity dependence. This concern is widespread throughout literature.
Many reject the complementarity and, instead, show distress about Latin America’s pattern
of economic relations with China. Some even go further to argue that China, through the
investments to facilitate transportation of natural resource exports from Latin America, has
stepped into a role Great Britain carried in the 19th century (Ferchen, 2011). Therefore, the
complementary notion of ‘South-South’ is conflicted, as the dependency view regarding
China-Latin America ties is more of a ‘North-South’ relation, which is regarded as
asymmetrical and exploitative.
Influential scholars as Argentine economist Raúl Prebisch whose research served as
the basis for many import substitution industrialization (ISI) policies inside Latin America
in the post-WWII era, and Fernando Henrique Cardoso criticized Latin America's late 19thcentury integration into the world’s economy as only a provider of natural resources.
Prebisch claimed that trade between industrialized and developing countries would ‘lead the
developing world backward unless structural transformation occurred across the developing
countries’ (Prebisch, 1950 cited in Frieden, 2006). Therefore, as asserted by Prebisch and
others, the region would not be able to afford a modern set of goods and services by paying
for them through commodity exports (Gallagher, 2016). Nevertheless, these critiques were
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based on the layout left by WWI, the Great Depression, and WWII. Post-WWII through the
1970s, the development ideals in the region were mainly directed to move away from a
reliance on natural resource commodity exports into a model of industrial development
(Palma, 2010).
However, regarding the dynamics that had unwind since the start of China–Latin
America trade and investment ties in the 2000s, the most common themes the dependency
view highlights have been ‘unequal exchange’ and the ‘resource curse’ (Wise and Ching,
2017). Unequal exchange relates to the dependence of developing countries, like the ones in
Latin America, on primary exports, which are filled with cyclical price downturns, and the
reliance of such countries on the import of manufactured goods for which prices can rise
upward (Wise and Ching, 2017). This idea is key in the dependency school’s emphasis on
the ‘core-periphery’ relationship, which is viewed as a constant cause of underdevelopment.
The ‘resource curse’ relates to a country's dependence on commodity exports at the
expense of the industrial sector, job creation, and fair macroeconomic policy. Although one
would think that countries endowed with such a wealth of natural resources would create
more wealth and stability, they often fall victims to the ‘resource curse.' The links between
commodity dependence and development are the subject of debate in the literature. As such,
this raises the question if commodity-led development is capable to lead dynamic growth
and, whether this has a positive or negative impact in the development of manufacturing and
modern services (Ocampo, 2017).
Nowadays, however, the concern has re-emerged, and the focus has shifted to
China’s rise. Many critics like Brazilian economist Antônio Delfim Netto, have portrayed
the China–Latin America ties as a form of Chinese colonialism (Phillips, 2010). Quite
19

frequently, dependency-type arguments are referred to as the unbalanced nature of trade and
investment relations between China and Latin America. According to Kevin Gallagher
(2016), countries wealthy on natural resources perform worse than countries without such
wealth. Especially when they have corrupt institutions that cannot take advantage of the
benefits of commodity led growth and invest them in activities that would promote growth.
Reports and studies by different institutions like the World Bank and ECLAC have used the
dependency critique to address the matter of China’s presence in the region, arguing that
there is a feeling that the gains linked to natural-resource-intensive exports are not being
widely spread (Devlin, Estevadeordal, and Rodriguez, 2006).
Some works demonstrate how dependency themes are used to delineate Latin
America’s economic ties with China. For instance, Cordeiro, Santillan, and Valenzuela's
(2015, cited in Gil and Aguilera, 2016) work stated that the trade relation with China had
turned Latin America into a commodity exporter and an importer of industrial goods.
Similarly, Rosales (2010) asserted that China had intensified the concentration of Latin
America’s commodity exports. Scholars like Lall and Wise (2005, p.5) have argued that:
“Latin America faces a more serious threat over the long term: the export specialization of
most of Latin America is heavily biased towards resource-based primary products, with a
very small share of technology-intensive products...".Hence, a more concentrated export
bundle in Latin American can lead to the inability to diversify.
Evan Ellis’ “China in Latin America: The What’s and Where-offs” (2009) expressed
the concern that within Latin America the current gains from commodity exports are mainly
captured by political, as well as, economic elites. Moreover, Ellis (2009) further expressed
the fear that depending on commodity exports to China would not be a stable driver for
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Latin America. Although Kevin Gallagher and Roberto Porcekanski (2009) noted that the
export of commodities to China helped restore the economic growth in the region, they
further argued that, in the long term, the impact in the region is not a positive one as there
are signs that China’s demand was accentuating concerns about the ‘resource curse’.
Although it seems like an exciting venture to have a new presence in the region,
there has also been distress that countries in South America are catching a mild case of
Dutch disease. The term, presented in the early 1970s, described the decline in the
manufacturing sector in the Netherlands after the uncover of vast reserves of natural gas in
1959. Consequently, the classic Dutch disease is linked to the effects of high natural
resource commodity export volumes or prices in one sector at the expense of other sectors.
As such, the Dutch disease is a chronic illness that kills competitiveness in industrial sectors
that are impacted by the appreciation of the currency and harms employment (Cardenas and
Levy-Yeyati, 2011).
Moreover, not all political leaders in the region consider China’s presence as a
positive one and acknowledge the risks and asymmetrical aspects of the relationship. For
instance, the Colombian minister of finance, Mauricio Cardenas, said: "While we are all
happy with one side of the story, enjoying the high price of our commodity exports, the
economic impact on the currency and manufacturers can be very negative."(Cardenas, 2013
quoted in Kuo, 2014). Thus, what some call a complementary relationship, for others, it is
both asymmetrical and close to historically negative patterns of development. Indeed, as
noted, economists have expressed concern that China’s tug on the Latin American export
basket will infuse the region with the ‘resource curse’ and Dutch disease. Over-dependence
on commodities has shown to lead to deindustrialization, even in Latin America, as the
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export of natural resources raises the value of a nation's currency; thus, making its
manufactured and other goods less competitive (Gallagher, 2016).
The assumptions that confide in the continuation of the Chinese driven commodity
boom have a big potential of leading to disappointed expectations. Perhaps the worst part of
the China boom in Latin America are two aspects that are often not brought into light nor
discussed in-depth, the social and environmental issues of commodity-led growth.
Renowned environmental economist Edward Barbier (2004, pp. 137-57) asserted that Latin
American development is ‘dependent on transforming land for natural resource exploitation
as a form of economic growth’. As a commodity boom occurs, if countries would use the
captured profits in an alternative manner, that could generate employment and economic
growth, then the exploitation of natural resources would not be fully criticized (Barbier,
2004).
In “China in Latin America: Lessons for South-South Cooperation and Sustainable
Development”, a multi-university research coordinated by the Global Economic Governance
Initiative (GEGI) at Boston University found that exports to China from Latin America were
‘twice as carbon-intensive and three times as water-intensive than overall economic activity
in the region’ (Ray et al., 2015, p. 2). As a result, China's expansion is taking a toll on the
region's environment and society. Similarly, Kevin Gallagher argues that natural resource
extraction has been for a long time the root cause of ‘social conflict and environmental
degradation across the region’ (Gallagher, 2016, p.118). The economic costs of natural
resource degradation in Latin America have increased substantially because of China's
engagement in the region. From this perspective, the China-Latin America partnership has
come at a higher cost. These consequences will be explored later in chapter 4.
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In the next chapter, China’s approach in engaging the region through the use soft
power will be delineated. The true aim of next chapter is identifying and explaining the
escalation of strategic tactics China takes to create goodwill and influence in the short-term
that leads to lasting relations with Latin America in the long-term. Thus, although China's
soft-power and no-strings-attached approach makes it appear as an attractive partner, it
ultimately is not delivering the economic prosperity it promises. Instead, it will be
discussed how China through soft power tactics such as investment, financing, building
diplomatic and cultural ties, advances its goals to secure access to crucial resources while
providing limited economic benefits for the region.
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Chapter 3
3.

China’s Engagement in the Region: Use of Soft Power
China has positioned itself as an essential player in the world’s globalization and

economic integration, showing the desire to move forward as a more significant
international leader. It is doing this by using soft power, a measure of a country's
international attractiveness as a partner, and its ability to influence other countries
(Ellis, 2011). Harvard Professor Joseph Nye introduced the concept of ‘Soft Power’ in
1990. Nye defined it as “a dynamic created by a nation whereby other nations seek to
imitate that nation, become closer to that nation, and align its interests accordingly”. (Nye,
1990 quoted in Ellis, 2011, p. 85) Although this term is used to describe a range of
concepts, in this research, it analyzes Chinese soft power in terms of the willingness of
governments in Latin America to behave in ways that benefit China because they think
doing so will be in their interests. Bearing this in mind, China’s emergence as an alternative
partner seems to be the major source of attraction for Latina American countries.
The core of Chinese soft power in Latin America is the perception that China,
because of its economic growth, no strict standards approach, and technology development,
will present great business opportunities in the future by accessing Chinese market,
receiving Chinese investments, receiving help for the appalling infrastructure in the region,
and otherwise (Ellis, 2011). In the eyes of China, maintaining strong economic growth is
vital for its social, economic, and political stability. Thus, part of keeping the economy
growing is securing reasonably priced of key resources and commodities, which Latin
America, specifically, South America, vastly possesses. China seems to want to be
perceived as a perfect partner by expanding its soft power in the form of increasing the
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infusion of FDI into the region, delivering loans, and by building trust through diplomatic
and trade ties.
This chapter is divided into two sections: a) Diplomatic Tactics and b) Economic
Tactics, with the objective to display China's soft power approach to pull the region into its
orbit.

3.1 Diplomatic Tactics
At first sight, China and the region could not be more different. The distance
between the two should be enough to dissuade talks. However, this assumption is far from
the truth. Over the past years China has increased its engagement in the region. One way has
been through diplomatic tactics. The growth in the engagement can be portrayed as China’s
soft power efforts. Based on the Ministry of Foreign Affairs of China: Argentina, Bolivia,
Brazil, Chile, Colombia, Ecuador, Peru, Uruguay, and Venezuela have established political,
economic, and cultural relations with China. Moreover, except for Paraguay, China counts
with embassies and consulates in these countries. Chinese leaders and other officials have
visited the region and vice-versa. Also, China has signed a variety of bilateral partnership
agreements with several countries in the region. In the following sub-sections, it will be
presented how China is aiming to get South American countries to its orbit.

3.1.1 Multilateral and Regional Engagement
Notably, China’s diplomatic efforts include involvement and dialogue with
multilateral and regional institutions as well as with regional integration blocs. For instance,
China enjoys the observer status in the Organization of American States (OAS) to which the
10 countries analyzed in this work are members. As OAS is a key multilateral regional
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institution focused on electoral oversight, social and economic development, and security in
the entire region, by being an observer of the OAS China could get an oversight of the
internal affairs in the region; specially, if it involves the north and south of the Latin
American region. Also, China is a non-borrowing member and shareholder of the InterAmerican Development Bank (IDB) which is a large source of financing for the region.
Argentina, Brazil, Bolivia, Chile, Colombia, Ecuador, Paraguay, Peru, Uruguay, and
Venezuela have borrowed from the IDB and have the status of borrowing members. China
enjoys 0.004% of the total voting power out 48 members, and even though it is small
percentage it still gives China voting rights to influence the IDB (IDB,2019).
Remarkably, one of China’s key involvements in the region is in the Community of
Latin American and Caribbean States (CELAC). Even though CELAC’s aim is for regional
integration, the bloc serves as a platform for dialogue between Latin America and the
Caribbean and other economies in the world. The CELAC has 33 members which include
every country in the entire region of the Americas, but conveniently for China, it does not
include major powers such as the U.S and Canada, and neither the territories of European
countries in the Western side of the world. Consequently, through the China-CELAC
Forum, China pushes forward its foreign policy goals and influence regional discussions
without the U.S. or Canadian involvement.
Moreover, China has been in constant dialogue with regional integration blocs.
Namely, the South American Common Market (MERCOSUR). But why is MERCOSUR
relevant to China? Well, MERCOSUR member countries, Argentina, Brazil, Paraguay, and
Uruguay, are home to a variety of the essential natural resources highly demanded by China.
Collectively, MERCOSUR amounts for over 62% of the GDP of the entire South American
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economies; the bloc represents a big part of the population of the region; and embarks a
huge portion of the region’s territory. As seen in [figure 1], MERCOSUR, as a bloc, is a key
player in the region. Consequently, China can leverage of the South American market
through establishing an official agreement with MERCOSUR.

Figure 1: Comparison of GDP, Population and Area (2018)
MERCOSUR Members
Argentina
Brazil
Paraguay
Uruguay
Mercosur TOTAL
South America Total

GDP (in Billion)
$518.09
$1,869
$40.84
$59.60
$2,487.53
$3,990.00

Population (in Million)
44.49
209.47
6.96
3.45
264.37
428,4

Area (in km²)
2,780,000
8,516,000
407,000
176,000
11,879,000
12,800,000

Source: Own elaboration based on data from World Bank and MERCOSUR Statistics (SECEM)

Remarkably, as seen in [figure 2] the total world trade of MERCOSUR was USD
$495.749 million in 2018, with 56% representing exports and 44% for imports.
MERCOSUR’s countries exports within the bloc account for 13% of MERCOSUR’s total
exports, while 87% of the exports go outside of MERCOSUR bloc to the rest of the world.
In terms of imports, 16% of the total imports account for imports within the countries in the
bloc, and 84% account for imports coming from the rest of the world.
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Figure 2: Trade Balance of MERCOSUR (2018)
Country
Argentina
Brazil
Paraguay
Uruguay
Mercosur Total

Exports In ($M) Exports Out ($M)
$13.54
$48.02
$21.59
$218.30
$5.25
$3.80
$1.65
$5.85
$276.34

Imports In ($M)
$17.50
$19.94
$4.10
$2.74

Imports Out ($M)
$44.99
$161.30
$8.21
$5.56
$219.41

Trade Balance($M)
$3.03
$57.00
($4.41)
$0.28
$56.93

Source: Own calculation based on data from MERCOSUR Statistics (SECEM).
*Note: IN (refers intrazone trade withih Mercosur) and OUT (refers trade outside Mercosur).

According to MERCOSUR’s data, China is already the top trading partner for all
MERCOSUR countries representing for 25% of all exports in the year of 2018, followed by
the U.S. with 12%. With Brazil being the largest and Argentina being the fourth largest
economies in South America, the importance of striking a deal with MERCOSUR would
represent more lucrative business opportunities for China.
Also, it is important to note that China has an evolving relationship with the Andean
Community of Nations (CAN) whose members are Bolivia, Colombia, Ecuador, and Peru.
The CAN is the oldest regional integration bloc in the region. As such, China’s relationship
with the CAN members has evolved over time and is quite strong; specifically, with Bolivia,
Ecuador, Peru and to a lesser extent with Colombia. Based on the report by the Secretary
General of the CAN (2019), for the year of 2018, China accounted for 16% of the total
exports from the CAN, while 20.9% of the total imports came from China. Among the main
products exported were copper and its concentrates, petroleum, zinc, and fishery products.
While the main imports from China were mobile phones, machinery, automobiles, and
telecommunication equipment. For China, the CAN is a convenient bloc as it represents a
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market for their advanced manufactured goods while also secures the export of the natural
resources China needs.
Moreover, China has also expressed its willingness to cooperate and strengthen
dialogue with another and newer regional integration bloc, the Pacific Alliance. China is an
observer of the Alliance, an initiative of regional integration formed by countries along the
Pacific coast, Chile, Colombia, Mexico and Peru. The Alliance is oriented towards
cultivating deeper trade and investment relations with Asia. Remarkably, the Pacific
Alliance is the eighth economic power and the eighth exporting power in the world. In Latin
America and the Caribbean, the bloc of countries represents the 38% of the GDP, 50% of
the total trade and attracts 45% of the FDI (Pacific Alliance, 2019). As such cooperation
with the bloc offers competitive advantages for international business. Nevertheless, as
China focuses only on its interests, the Pacific Alliance will not be a priority for China since
it already enjoys individual strategic relationship with the South American countries of the
bloc.
Additionally, China is also actively enticing Latin America to support its new
multilateral institutions. For instance, the New Development Bank, and, remarkably, the
Asian Infrastructure and Investment Bank (AIIB). The AIIB came sharply knocking on
Latin America’s door. There are currently no full member-states from Latin America, but 8
out of the 10 countries analyzed in this work have been accepted as "prospective” members
until the final provision of the capital contribution. According to the AIIB, these countries
are Argentina, Bolivia, Brazil, Chile, Ecuador, Peru, Uruguay, and Venezuela. As none of
these countries have paid their fees, naturally, they do not enjoy any power nor voting
privileges.
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Though the AIIB is not a dependent entity of the Chinese government, China is
indeed its major shareholder. Per the AIIB (2019) data, China has 26.52 % of the voting
share, which is the largest voting share sustained by any member country, and decisions
require 75 % of the voting power. Hence, all decisions need China’s backing and support.
The South American “prospective” members mentioned before are investing destinations,
trading partners, and borrowers from China. Considering this, the AIIB could prioritize
China’s interests in the approved projects, ignoring the fate of the communities in which the
projects are taking place. Unlike other development banks, the AIIB does not have
independent entities that will ensure to keep it in checks. As such, the effects of planned
projects might not be properly assessed.
With China’s growing needs for natural resources, South American countries are
very important partners. Hence, China’s increasingly daring pursuit of its interests in the
region is a factor in further expanding its soft power. In turn, China’s soft power diplomatic
efforts involve bold engagement with multilateral and regional institutions, namely OAS
and the IDB; often dialogue with regional blocs, such as the MERCOSUR, and the CAN;
and attracting partners for its multilateral institutions, like the AIIB. However, the outcome
of this engagement might weigh more heavily on the economies and the governments of the
region who are becoming dependent on China’s economic strength and political influence.
Consequently, opening potential opportunities for China to leverage its growing influence.

3.1.2 Cultural Initiatives and Educational Exchanges
As part of China’s approach to appear as a perfect partner, they have tried to invest
in their public image through cultural diplomacy. Though China's impact in Latin America
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comes short when it comes to cultural ties, Confucius Institutes (CI) across the region aim to
close this gap. According to the CI’s information, the initiative began in 2004 in South
Korea and widely spread across different regions with the aim to create opportunities for
students to learn the Chinese language but also to understand the country at a deeper level.
The institutes are established by the Chinese government which operates them in
cooperation with foreign universities and educational institutions. Thus, it is important to
remark that the institutes are dependent on the Chinese government. To give a scope of the
cultural outreach, according to the Confucius Institute data (HANBAN), Latin America
currently has 39 Confucius Institutes and 10 Confucius Classrooms serving over 50,000
students and involving more than eight million people in its cultural activities.
As seen in [figure 3] Confucius Institutes are well emerged into the region, with the
color intensity identifying the number per country. Currently, 26 out of the 39 Confucius
Institutes are located in 9 of the South American countries analyzed in this work: Argentina
(3), Bolivia (1), Brazil (10), Chile (2), Colombia (3), Ecuador (1), Peru (4), Venezuela (1),
and Uruguay (1). Moreover, the regional headquarters was established in Chile in 2014. The
Confucius Institute Regional Center for Latin America (CRICAL, in Spanish) aims to
deepen the “friendly” relations between China and Latin America by implementing cultural
activities and arranging as well as financing visits to the region by well-known Chinese
economists, writers, and others (CRICAL, 2019).
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Figure 3: Confucius Institutes in the Region

Source: Own elaboration based on data from HANBAN.

Chinese culture and language have become tools for driving soft power in the region.
As such, the Chinese language is the second most popular foreign language in Chile and
other Latin American countries (HANBAN, 2019). The CI serves a majority of population
which are under 25 years of age university students. Figure 4 shows the ratio of the number
of CIs in each country per one million of people under 25 of age, and per 100,000 of the
young people who are enrolled in universities. Due to the disparity in the region, the average
of people in the South American countries with CIs enrolled in universities is about 10% of
the total population under 25 years of age. The highest number of CIs in the region is in
Brazil with 10 Institutes, about 8 million of students are enrolled in universities; thus, the
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ratio of institutes per 100,00 people is 0.15 in Brazil. Overall, the CI opens the opportunity
for China to influence the most vulnerable and influential people in the region, the young
population. Consequently, learning Chinese and understanding China is becoming a popular
alternative among the Latin American young people.

Figure 4: Ratio of Confucius Institutes in each country per People Under 25

Source: Own analysis based on data from HANBAN, INDEXMUNDI and STATISTA

Roberto Consani, founder of Universidad de La Plata’s Center for Chinese Studies
and the current Argentine director of its Confucius Institute, said that: “there’s a
fundamental difference between Chinese influence in Latin America and, say, U.S.
influence. The Chinese set off from a position of humility, of equals. It’s a horizontal
relationship…” (Consani, 2019 quoted in He, 2019). In this sense, China’s soft approach
has already made an impact on Latin American perceptions. The Confucius Institutes
venture to portray China as a friendly partner that shares similar ideals with the developing
world, seems to have enabled China to earn the sympathies across the region.
In addition to CIs in South America, people to people exchanges, trainings, and
student exchanges characterize China’s outreach in Latin America. Notably, the Chinese
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government has been providing scholarships to Latin American students to participate in
study programs in China. For instance, the MOFCOM Scholarship is established by the
Ministry of Commerce of China to strengthen the cooperation between China and other
developing countries. Among the interesting requirements are that you must be younger
than 45 years of age, with the potential to be a “developing talent”, and with the opportunity
to learn the Chinese language. Also, the China Scholarship Council (CSC) oversees a wide
range of educational activities. The CSC has established agreements with universities as
well as ministries in Brazil, Colombia, Peru, Venezuela, and others.
Moreover, China’s new importance in Latin America was establishing of the China–
CELAC Forum, the regional platform of engagement that excludes the U.S. and Canada.
Hence, as noted before, the forum provides China with a convenient policy scheme to
promote its soft power agenda targeting Latin American countries. Under the China-CELAC
Cooperation Plan, China promised to give 6,000 scholarships and numerous different
training opportunities for CELAC citizens in china between 2015 and 2019 (China-CELAC
Forum, 2015).
By targeting the young population, the opportunities provided by scholarships lead
to exchanges that will likely influence the region’s orientation towards China for now and
the future. As many of the scholarships come with the binding condition to enroll in Chinese
courses, it commits the students for long-term with the Chinese language as well as with the
culture. In this sense, they will be eligible to take on roles within industries and the
governments in the region that will eventually deal with China. Thereby, it seems that China
is investing in a new generation of leadership that will be able to react in favor of China.
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Subtly, with the Confucius Institutes trying to spread China’s culture and language,
the China-CELAC forum trying to build strong personal and diplomatic relationships, and
the Chinese government providing scholarships, the prospect that China can provide
economic opportunities that other international partners cannot offer is spreading across the
region. China’s approach has been essentially reaching anyone considered influential in
local societies such as students, journalists, artists, scholars, teachers and politicians.
Through pulling these individuals into its orbit, China can transform potential
enemies into potential partners and collaborators. In turn, this could be negative for the
countries in South America as the region’s leaders might become dependent on China’s
influence; consequently, leaving China to weigh in heavily on the region’s decisions. China
already managed to establish a favorable position in the view of many countries in South
America as there has not been as much pushback against China as there has been against the
U.S. Thus, China is trying to further capitalize its influence across the region though cultural
and people-to-people diplomacy.

3.2 Economic Tactics
Outstandingly, China is also using economic tactics as tools of soft power. Hence, money is
a key element of soft power. Among the economic tactics China tries to implement are
establishing trade with the region, proving foreign direct investment, and providing finance
to the region in the forms of loans. The Chinese strategy involves establishing an idea of
"win-win cooperation", and an idea of mutually beneficial economic relations. In theory, per
China’s soft power approach economic benefits of the direct investment for Latin American
countries should be more jobs, knowledge transfer, increased productivity, more business
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opportunities and increased trade. However, it is important to question whether this
relationship really brings win-win outcomes for both sides. In the following sub-sections, it
will be further analyzed how China is binding the region to its orbit.

3.2.1 Trade Relations
China’s foreign policy has been focused in reaching out to Latin America,
particularly to countries rich in natural resources, like those in South America, and with
potential markets for Chinese exports. Thus, as it will be later shown, bilateral economic
relations between Latin America and China have soared in the last two decades. First,
through trade relations, China has been able to build strategic partnerships with the countries
in South America. This section will attempt to summarize trade deals and types of sectors
that compose the export-import market between China and Latin America, with a focus on
South American countries.
China currently maintains 16 Free Trade Agreements (FTAs) with its trade and
investment partners, and is negotiating an additional 24 FTAs (MOFCOM, 2019). China’s
current FTA partners are Mauritius, Maldives, Georgia, Australia, Korea, Switzerland,
Iceland, Costa Rica, Peru, Chile, Singapore, New Zealand, Pakistan, ASEAN, Macao, Hong
Kong, and Pakistan. Among these agreements, China has free trade agreements with two
countries in South America, Chile and Peru, and, according to the China’s Ministry of
Commerce (2019), is ‘conducting a bilateral free trade agreement feasibility study with
Colombia.’
Chile was the first Latin American country to sign a free trade agreement (FTA) with
China. As early as 2005, China and Chile signed the China-Chile FTA. In turn, under this
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agreement, Chile and China decided to extend zero duty treatment through phases to cover
97% of products in a ten-year time (MOFCOM, 2019). In the year 2008, China and Chile
signed the Supplementary Agreement on Trade in Services of the FTA. According to the
pact, the two nations would further open their service sectors to each other’s markets based
on their commitments to the WTO. Additionally, more items will be exempted from tariffs
after the upgraded free trade agreement that came into place in 2017, with the exemption
likely to cover 98% of the items for bilateral trade (MOFCOM, 2019).
Prior China and Chile establishing an FTA in 2005, China was neither the top export
destination nor the top country from which Chile imported goods. As seen in [figure 5],
China was merely in the third position of Chile’s export partners, accounting for only
11.66% of the total export share comparted to the U.S.’ 16.01 %. Moreover, China was not
even among the top 3 countries from which Chile imported goods.
Figure 5: Exports/Imports of Chile with Top Partners – 2005

Source: Own analysis based on data from World Integrated Trade Solution.

Two years later, by 2007, China had displaced the U.S. as the top export partner of
Chile accounting for 15.32 % of the total export. Ten years later in 2017, China was already
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the top export and import partner of Chile. As seen in [figure 6], China holds majority of the
total export share accounting for 27.58% compared to the U.S.’ 14.44%.

Figure 6: Exports/Imports of Chile with top partners – 2017

Source: Own analysis based on data from World Integrated Trade Solution.

Thus, ten years later, the export share has more than doubled. The exports to China
were worth over USD $ 19,091 million in 2017 compared to exports in China in 2005 which
were only USD $ 4,896 million. Chile’s major exports to China are mineral and forestry
products like copper, fruits, and seafood. On the other hand, China’s main exports to Chile
are textiles, industrial products, electronic and machinery products (WITS, 2019). It is
important to remark, that Chile’s main exports are composed of the strategic metals and
minerals that are in short supply in China. Chile is heavily dependent on its copper
extraction, and according to WITS 80.10% of its exports to China are copper, in some or
other form. As such, China’s demand for copper has been constant due to its booming
construction sector.
In the year 2009, Peru and China signed the China-Peru Free Trade Agreement,
which went into effect in 2010. The FTA created a set of guidelines that would open mutual
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trading and investment relations. The FTA was the first comprehensive marketable
agreement between China and another developing country with provisions for goods
trading, investments, and service trading (MOFCOM, 2019) . Prior the signing of the ChinaPeru FTA, the U.S. was Peru’s top trading partner. In the year of 2008, the U.S. held
17.22% of the total export share followed by China accounting for 15.25%. Moreover, the
U.S. was the top country from which Peru used to import goods [see figure 7].

Figure 7: Exports/Imports of Peru with top partners – 2008

Source: Own analysis based on data from World Integrated Trade Solution.

Since the year 2012, two years after the FTA went into effect, China became Peru's
main trading partner. As seen in [figure 8] in the year 2017, China accounted for 26.28 % of
the total export share compared to the U.S.’ 15.69%. About eight years later, the export
shared doubled as China surpassed the U.S. as the top export destination for Peru. Similarly,
to Chile, Peru is reliant to its ores and metals production. China is the leading importer of
Peru's iron ore. In 2017, Peru’s export product share in ores and metals that went to China
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was 85.44% (WITS, 2019). China is interested in securing permanent access to sources of
raw materials that are essential to its economic growth. Consequently, Peru is a key partner
because it is potentially one of the world's major suppliers of base metals.

Figure 8: Exports/Imports of Peru with top partners – 2017

Source: Own analysis based on data from World Integrated Trade Solution.

Thus, Chile and Peru have become the dominant suppliers of both copper
concentrates and refined copper metal to China, supplying over 40 percent of China’s
imports in both cases (WITS, 2019). China’s markets seem to provide a good prospect.
Demographically, China is the world’s largest market, with a population of nearly 1.3
billion people (World Bank, 2019). Among these, around 500 million live in cities which
translate in a rapid expansion. From a trading perspective, China is one of the few countries
that has developed shockingly in the last two decades. That development has involved
import of huge volumes of raw materials, intermediate goods and capital goods coming
from South America.
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Even though Peru and Chile are the only countries who have officially established an
FTA with China, the other countries in the region are not behind in sharing China as top
trading partner. In [figure 9], it is shown how the share of exports from the ten South
American countries analyzed in this work, by primary trade partners, has evolved over time.
China accounting a roughly 4.15% in 2000, to become the number one export destination
for South America – accounting for 38.94 % of all exports in 2017, followed by the EU with
31.28%, and the U.S. with 29.78%. The trade pattern between both can be defined by the
relative comparative advantage of each region, and by the trust China built through bilateral
free trade agreements between both. Nevertheless, the specific markets exploited through
trade have caused doubts about the sustainability of this relationship as the focus has been in
the extractive sectors.
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Furthermore, the rapid commercial expansion means that China now sees Latin
America as an extension of its Belt and Road connectivity initiative (BRI) launched in 2013.
The BRI wants to form a global network of infrastructure projects in the world mainly to
facilitate trade, while promising Chinese economic investment in the partner regions. For
Latin America, joining the BRI might seem an attractive prospective as it carries the hope
that it will bring finance for energy, roads, and ports among other benefits. In South
America, 6 out of the 10 countries analyzed have established BRI agreements; namely,
Bolivia, Chile, Ecuador, Peru, Venezuela and Uruguay. For China, Latin America’s
participation would further facilitate the extraction of minerals, energy, and oil resources
going to China. However, for the region, this could potentially bring issues. Some possible
issues that might emerge are heavy debt burdens while borrowing from China; Chinese
control of strategic assets; and the risk that projects might bring negative environmental
impacts.
As China implemented FTAs with Chile and Peru, it became the leading export
destination for these countries, and fueled the growth in export of extractive sectors.
Although China did not strike an FTA with the neighboring countries, as noted, China
managed to establish itself as the number one trading partner of all South America,
surpassing over the U.S. and European countries. Thereby, the bilateral economic relations
between South America and China have soared in the last two decades as the export share of
China has more than double from 2000 to 2017. From China’s perspective, by becoming the
top export destination they managed to secure the constant supply of natural resources to
fuel its economy. However, China’s high demand for raw materials is delaying the
diversification of Latin America’s production as we will see in chapter 4. It is not myth that
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diversification of products and partners is an essential condition to ensuring long-term
sustainable development. And even though China represents an attractive partner for the
region, it might not be a complimentary partner.

3.2.2 China’s Lending
Possibly, China’s most effective instrument of soft power is the provision of loans
and investments offered to various Latin American countries through diverse forms. China’s
billions in finance seem more appealing for what Latin America wants as opposed to what
International Financial Institutions (IFIs), namely the World Bank, say they need, such as
finance in health and education. Instead, Chinese loans are directed into energy, mining, and
infrastructure projects. Most of China’s finance comes in the form of bilateral lines of
credits or loans at commercial rates. Although Chinese finance does not come with the same
strict governance and environmental regulations that IFIs impose; remarkably, when it
comes to China, nothing is no strings attached. Chinese lending, at first sight, comes with
fewer conditionalities than other IFIs; however, this is a hoax. According to Kevin
Gallagher (2016), Chinese lending comes in the form of a unique instrument: the
‘commodity-backed loan’ where Latin America ships hundreds of thousands of barrels to
China to repay the loans.
Based in the Inter-American Dialogue’s China-Latin America Finance database
(2019), since the year 2005 the China Development Bank (CDB) and the Export-Import
Bank of China (CHEXIM) have provided more than $141 billion in loan commitments to
Latin American governments and China’s state-owned enterprises (SOEs). By comparison,
they surpassed the combined lending from the World Bank and the Inter-American
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Development Bank. The China Development Bank accounted for nearly $115.3 billion of
this lending, and the Export-Import Bank of China comprised the remaining $25.8 billion.
During the economic downturn of 2008, China became the lender of the only resort, to say
the least. With global credit markets reluctant to lend, China made strategic investments in
commodities and large loans to their banking partners (Ellis, 2014).
Thus, Chinese financing has provided a new flow of capital to countries that have a
hard time borrowing in conventional capital markets because of loan defaults like Argentina
following its 2001 bond default, or international political and economic uncertainty like is
the case of Ecuador and Venezuela. In 2009, Ecuador received a $1 billion line of credit
from China that is secured with 39,000 barrels of oil per day (Gallagher, 2016). In 2017,
Chinese financial institutions owned about a third of Ecuador’s total public debt, and around
15% of Venezuela’s public external debt, government debt owed to foreigners (Long, 2018).
Latin America’s share of China’s global policy bank lending is likely the largest of
all lending by China. So, why is China providing so much financing to Latin America
compared to other parts of the world? The answer is clear: Latin America provides a perfect
match for China's go out strategy and a place to take advantage from. As mentioned, South
America is a source of key commodities that China crucially needs for its development and
is a destination for many of China’s foreign companies to go set up operations. Also, the
commodity-backed loans represent lower risk and, indeed, increase profits for China.
Moreover, Latin America has major infrastructure issues that hinder the process of getting
the prized commodities to China. Here, it is yet another match, the CDB and CHEXIM can
provide the finance needed for major infrastructure projects that Latin America wants and,
in fact, needs.
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Thus, it is worth highlighting the concentration of sectors and countries these loans
are directed to. Chinese loans are usually larger than those issued by IFIs. Principally,
Chinese lending to Latin America is conveniently concentrated by industry in energy (69%),
infrastructure (18%), mining (2%), and other (11%) [see figure 10]. Also, by country in
Venezuela providing $67.2 billion (47.56%), Brazil $28.9 billion (20.45%), Ecuador $18.4
billion (13.02%) and Argentina $16.9 billion (11.96% percent) [see figure 11].
Figure 10: Chinese Financing by Sector (2005-2018)

Source: Own elaboration based on data from The Inter-American Dialogue.
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Figure 11: Chinese Financing in Latin America by Country (2005-2018)

Source: Own elaboration based on data from The Inter-American Dialogue.

Remarkably, out of the $141 billion of dollars provided to Latin American countries,
in the years of 2005 to 2018, by Chinese banks, $96.9 billion or 69% was directed to oil and
gas; basically, the energy sector. Moreover, of the four biggest loan recipients’ countries,
three are oil-producing countries; namely, Venezuela, Brazil, and Ecuador, and one, Bolivia,
is a large natural gas producer. As shown in [figure 12], the loans directed towards energy,
mining, infrastructure as well as other sectors, which mostly include government bonds,
trade financing and other projects in the region, are centered in 6 countries out of the 10
South American countries analyzed in this work. These countries are the largest recipients
of loans in the entire region.
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Figure 12: Chinese Financing by Type and Country (2005-2018)

Source: Own elaboration based on data from The Inter-American Dialogue.

Venezuela, an oil-producing country, by far is the largest borrower, with $67.2
billion. Thus, almost half of the total loans to the region have been provided to Venezuela.
As such, conveniently for China, this accounts for the fact that majority of the loans have
been directed towards oil and gas producing countries. Because Venezuela and Ecuador
have borrowed heavily from China, they are stuck in economic troubles. Chinese financing
has weakened the ability of the U.S. and multilateral organizations to influence Latin
America’s governments and has led to increased indebtedness for countries such as
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Venezuela and Ecuador, leaving China to leverage from this situation. Consequently, China
has been devouring oil from Venezuela and Ecuador.
Additionally, as noted, China is playing an important role in financing infrastructure
projects. These projects increase Chinese access to South America’s resources and secure
new demand and profits for its firms. For instance, Chinese firms with $2.4 billion in
financing are helping the train cars and tracks on the Belgrano network that will better
connect Argentina’s agricultural land to its coast for faster and cheaper exports to China
(Barrow, 2017 cited in Koleski and Blivas, 2018). Based on the data from the RedALCChina (2019) Chinese firms have participated in about 91 Latin American infrastructure
projects. While some of these projects do help with economic growth, others have not
undergone the proper cost-benefit analysis. Countries borrowing from China to fund
projects are stuck with high-interest loans they have no ways of repaying; therefore, this can
create unsustainable debt burdens, threatening long-term development.
Chinese banks provide billion-dollar loans to South American countries, which are
paid back from the earnings from exports of commodities such as copper, and oil. The belief
seems to be that as a country is unable to pay off the loans obtained from China; it has no
choice but to hand over strategic assets. In addition, Chinese loans come with Chinese
companies doing most of the work related to a project, or that the project will involve
Chinese imports. Bearing this in mind, China is even winning in this aspect as China might
be limiting the benefits from projects in creating local jobs. Consequently, the debtor
countries are at risk of not knowing how much they have borrowed from China and what are
the underlying conditions. Thus, Latin American countries are now gradually dependent on
Chinese money and liable to China.
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3.2.3 Foreign Direct Investment (FDI)
Among the increasing Chinese presence in Latin America, Chinese firms are also
griping rapidly into South America. The resources directed to China’s ‘going out strategy’
have risen dramatically, peculiarly, Chinese firms have focused their investments in Latin
America in commodities such as oil, gas, copper, iron ore, and have invested over $110
billion since 2003 (Avedano, Melguizo, and Miner, 2017). China’s tactic of pouring
investments into Latin America while following a policy of non-interference in the domestic
affairs, frees them to negotiate with any country, regardless of political choices. As such,
this has been an effective strategy for promoting soft power tactics of economic and public
diplomacy in the region.
On China’s end, beyond improving its image, the soft power effects of FDI can
persuade partners in the region to side with China in international organizations and help
accentuate policies that have better and long-term rewards. For China, it is imperative to
secure reasonably priced energy sources and other commodities. State-owned oil and gas
giants like China National Petroleum Corporation (CNPC), China Petroleum and Chemical
Corporation (SINOPEC), and China National Offshore Oil Corporation (CNOOC), are
located wherever gas and oil are uncovered in Latin America. Specifically, in Argentina,
Brazil, Ecuador, and Venezuela. Furthermore, Chinese mining companies are located down
the coast of Peru and east into Bolivia. The goal of these firms is securing the long-term
supply of oil exports to China while promising to be a benevolent presence in the region.
During the last decade, Latin America became an essential recipient of FDI. Indeed,
as it is shown in [figure 13], Latin America was the second-largest recipient of Chinese FDI,
receiving more FDI than the U.S. and Europe together. For economic and trade reasons,
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67% of this investment goes to Asian economies with close ties to China's operations.
However, the second place in this distribution, 15.2%, goes to Latin America, surpassing the
outbound FDI to Europe and North America.
Figure 13: China’s FDI in the world in 2017

Source: Own analysis based on the data from RedALC-CHINA.

Between 2000 and 2017, Chinese firms invested a total of $109.1 billion (RedALCChina, 2019). By value, Brazil, China’s largest regional trading partner, accounted for
$48,555 million (44%) of Chinese FDI, followed by Peru with $22,333 million (16.7%), and
Argentina with $12,512 million (10.1%) [see figure 14]. Moreover, China’s preferred
countries for investments are countries with vast reserves of raw materials. Accordingly,
these countries represent an overwhelming proportion of the supply of primary commodities
to China.
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Figure 14: China’s FDI by main countries in South America (2000-2018)- in millions.

Source: Own elaboration based on the data from RedALC-CHINA.

With the assurance that this relationship would be a ‘win-win’ by creating
opportunities and helping in the development, South American countries welcomes the FDI
from China. However, the results in terms of opportunities, such as economic development
and the creation of jobs, in most cases, fall short of expectations (ECLAC, 2018). Latin
America has large reverses of gas and oil which remain undeveloped. Thus, China’s
investments are channeled to the extractive sectors. China’s total FDI to Latin America by
value is concentrated mostly on meeting China’s rising demand for commodities in the
extractive sectors. Hence, the extractive industries still loom large in Chinese FDI in the
region.
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During 2000-2018, Chinese FDI has been concentrated in three main sectors: raw
materials (60.02%); manufacturing (8.62%); and services (30.76%). As seen in [figure 15],
majority of the FDI has gone to raw materials.
Figure 15: China’s FDI by categories in South America (2000-2018)- in millions.

Source: Own elaboration based on the data from RedALC-CHINA.

See brief description of Chinese FDI in key sectors below:


Energy: The investments are dominated by China’s large state-owned firms CNPC,
CNOOC, and SINOPEC, which, of course, are financed by CDB. Oil accounts for
26.9% of the total FDI between 2000-2018 (RedALC-China, 2019). Argentina and
Brazil are the recipients of most Chinese investments in the oil and gas sectors.
Colombia, Ecuador, Perú, and Venezuela are also recipients.
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Mining: The investments in mining are of considerable scale. Respectively, minerals
account for 23.1% of the total FDI between 2000-2018 (RedALC-China, 2019).
Brazil and Peru have received special attention from China’s state-owned mining
firms.
o Case of Lithium: Lithium is a crucial component in battery technology, an
industry for which China has increased demand. Hence, to meet this demand,
Chinese firms have made two significant acquisitions in Argentina and Chile,
which in 2017 together accounted for an estimated 45.6% of global
production and nearly 60% of the world’s lithium reserves (U.S. Geological
Survey, 2018). Moreover, China has closed a deal of $2.3 billion on lithium
projects in Bolivia, and now has its foothold in Bolivia’s substantial untapped
reserves of lithium (Ramos, 2019).



Agriculture: China has also been promoting investment in the region’s agricultural
sector. China’s Ministry of Commerce created a special fund for Chinese agrarian
companies to go out in this sector. Compared to energy and mining the investment in
agriculture is small.
What makes the investments distinct is that Chinese state-owned enterprises

dominate them as opposed to private-sector multinationals. Chinese SOEs have invested in
exploiting and exploring the extractive industries, as a strategy to fuel China’s economy.
Investment in commodities persists, even after a decrease in commodity prices in 2015
when other foreign firms began to withdraw on investments in extraction in the region
(Avedano, Melguizo, and Miner, 2017). However, FDI also comes in the form of Mergers &
Acquisitions (M&A) and Greenfield investments. Prior 2010, M&A involving Chinese
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firms were uncommon in Latin America, but since then, Chinese firms have awoken and
have averaged over $6 billion of M&A activity per year (Avedano, Melguizo, and Miner,
2017). The leading sectors for M&A have been metals and oil. Similarly, greenfield
investments, Chinese firms starting up many new companies in the region, have focused on
mining and oil.
The economic dimension of China-Latin American relationship blossomed in the
areas of trade and finance. However, China’s economic engagement in the region is of
concerning type as it is having negative externalities for the region. As assessed, most of
Chinese FDI and loans have been invested in a few countries and in few natural resources in
South America, which promotes the re-specialization on the production of these
commodities. Moreover, by investing and lending money in specific sectors, China is
securing its long-term access to Latin America’s abundant resources and increasing access
to the region's market. Also, by linking Chinese SOEs to the projects in the region, they are
reducing the possibility for domestic as well as other foreign firms from participating; thus,
limiting the add-on benefits from such projects in creating local jobs, and creating demand
for local goods. Because of the soft power approach, China now could leverage the region’s
financial and economic dependence to ensure support for its foreign policy goals and gain
control of strategic assets.
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Chapter 4
4.

Implications of Chinese Engagement in Latin America
The new trade, investment, and finance that emerged due to China's rise in the 2000s

is the result of the region's China boom. However, many governments in Latin America
became too complacent with their burgeoning relationship which is not equipped to benefit
from this partnership. As now it will be assessed, given that China is so intertwined with
Latin America southern countries, in terms of trade and investment, many of the challenges
that one side faces are a consequence of the other side. Thus, this section aims to explore the
resulting implications of China's soft tactics in the region. By first identifying how China's
engagement impacted the region's export basket and identifying how it impacted the
environmental and social aspects; then, it will be possible to conclude what type of presence
and partner China is.

4.1 Impact on the Export Structure
As Latin America was leaning so heavily on China in the primary materials sector,
China became a major trading partner for Latin America in the first decade of the 21 st
century, particularly after the 2008 financial crisis. Trade between China and all Latin
America has surged, from USD $12 billion in 2000 to almost USD $306 billion in 2017
(WITS, 2019). Though for the whole region the U.S. is the largest trading partner, China’s
connection with Latin America is principally in South America. Hence, as presented in
[figure 16], China has become the number one export destination for South America
surpassing over the U.S. and European countries. As a reminder, South America for the
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analysis of this work encompasses Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador,
Paraguay, Peru, Uruguay, and Venezuela.
Figure 16: South America’s Exports 2000-2017. Quantity exported*.

*Note: Quantity refers to Units - metrics reported by WITS (i.e., Kilo, liter, meter, item).
Source: Own analysis based on data from World Integrated Trade Solution.

The quickly expanding of trade in the early 2000s established a favorable position
for China to engage in new types of economic initiatives, as noted, these initiatives came in
the form of FDI and loans. Conveniently for China, much of China’s FDI, lending, and trade
focuses on the energy and mining sectors which is compatible with the resources that South
America vastly possesses. As China was infusing the region with trade deals, investment,
and lending China became very much intertwined in the region, making the relationship
lopsided. In the case of South America, by comparing the total value of exports with China,
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as seen in [figure 17] , to those of the EU and to the U.S., it is visible that the value of
exports to China has not increased as much as the exported quantities. Thus, the region sells
more to China and receives less revenue compared to other partners. Which represents the
asymmetry
of trade
volume Exports
flow that
the region
is dealing
Figure 17: South
America’s
2000-2017.
Total
Value inwith.
USD.

Source: Own analysis based on data from World Integrated Trade Solution.

China tried to build trust through claiming a cooperative, complementary, and ‘winwin’ trade relationship, but the specific markets exploited through this trade are not ones of
a complementary or benevolent partner. In fact, this trade resulted in a return to a
dependency pattern where the region is shipping raw materials to China, and China is
sending various manufactured items. Therefore, the region is trapped in third world style
primary commodities production. As seen in [figure 18], exports to China have been mostly
low value products, as opposed to more competitive high value products that could
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potentially bring better opportunities for the region. China’s demand for mainly raw
materials from the region really delays South America’s diversification of production and
exports.
Figure 18: South American exports by unit value (USD)

Source: Own analysis based on data from World Integrated Trade Solution.

Since China’s engagement, most of South American exports have been primary
commodities highly concentrated in few highly natural resource-dependent products. Those
to China being the most dependent of all. The region’s path of trade with China is different
relative to any path with other trading partners. For instance, between 2008 and 2017,
84.15% of all South American exports that went to China was in the primary commodities
sectors and 15.85% in manufacturing. Noted in [figures 19 and 20], there is a contrast with
the rest of the world of South America’s export basket, where 64.27% of exports were in
primary commodities and 35.73% percent in manufacturing. Being China the main trading
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partner for the region, the opportunities for diversification of products and partners are at
high risk.
Figure 19: South America’s Export to China in
Selected Sectors (2008-2017)

Figure 20: South America’s Export to the
Rest of the World in Selected Sectors (20082017)

Source: Own analysis based on data from World Integrated Trade Solution.

Thus, South America is a crucial source of primary commodities supply for China.
As seen in [figure 21], the primary commodities export increased during the China boom,
and, by the second phase, in the years of 2008 to 2013, they became prevalent as the main
exports to China in the region’s export basket. Better performance during its early phase,
2003-2008, could be related with the growth of manufacturing production. However, it
contrasts the fast deindustrialization during the second phase of the boom 2008-2013 and
after. As such, China’s engagement in the region has changed the export structure away
from manufacturing production to a concentrated primary commodities export basket. Later
in this chapter, the main primary commodities composing the export basket from the region
to China will be presented.
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Figure 21: South America’s Exports to China

Source: Own analysis based on data from World Integrated Trade Solution.

Consequently, the countries are open to the risk of catching the Dutch disease, where
commodity-led growth pushes up the real exchange rate, squeezing the manufacturing sector
and undermining industrialization. Thus, China’s presence in South America has established
low-productivity methods and increased resource extractions that are stopping the
development of modern industries. Moreover, exporting natural resources on big volumes
could bring more corruption to the region due to the revenue captured from the sale of the
priced resource deposit. Subsequently, the people that live in countries dependent on their
natural resource wealth are directly impacted by the way these revenues are used or
misused.
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The problem is not only that China’s soft approach has trapped the region in primary
commodities production, but also is that raw material production generates fewer jobs when
compared to other industries. One of the main risks of the Dutch disease is that it can harm
employment when the production of the booming exports creates very few jobs and the
industries that are labor intensive, and whose growth is impacted by the boom, decrease
substantially. The illness represents a degree of threat to countries like Argentina, Bolivia,
Brazil, Chile, Colombia, Ecuador, and Venezuela. The threat is already visible in
commodity exporting countries like Argentina, Brazil, Chile and Colombia where export of
non-primary exports has declined, and the industrial output and employment have been
compromised. In addition, when Chinese firms enter in South America, they usually bring in
their working conditions which include their own crews; consequently, creating very few if
any local jobs. Thus, there is a high cost to bear in this raw material export basket.
As Latin America’s misfortune would have it, the export basket has been
concentrated in the extractive and agricultural sectors. The largest consumer of mineral raw
materials in the world is China. Hence, China’s strategic interest in the region is selfevident, South American countries are among the most significant world producers of iron
ore, copper, oil and natural gas. As shown in [figure 22], exports to china in the extractive
sectors have surged quickly over the China boom years and continue to be a significant part
of the export basket.
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Figure 22: South America’s Exports to China in Mineral Commodities

Source: Own analysis based on data from World Integrated Trade Solution.

Among the top exports from the region to China are mineral categories. Iron ores are
in the top four main exports to China. As China is the leading player in the global iron
market, it consumes more than half of the world’s iron ore. Receiving one-third of all its
imported iron ore from South America, the vast majority, comes from Brazil. Consequently,
Brazil has been providing iron ore to make steel for China’s fast-expanding new cities.
Other prominent iron ore exporters in South America include Peru and Chile. As shown in
[figure 23], in the year of 2017 satisfying China’s thirst for iron meant that iron represented
30.2% of the total exports in the metallic ore category that went to China. Even with the
swing in prices, the region is still exporting big volumes of iron ore to China.
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Figure 23: Details of category 10 – Metallic Ores and Concentrates (2017)

Source: Own analysis based on data from World Integrated Trade Solution.

Following the list in this category is copper, South America’s third-largest export to
China during the China boom years. All Latin America has about 45% of the world’s copper
reserves. China's booming electronics industry requires the region’s copper. Moreover,
copper is also the material found in the expanding factory buildings and cities in China.
Hence, China requires copper to sustain growth in its power and construction sectors. Chile
and Peru are the dominant suppliers of both copper concentrates and refined copper metal to
China. They supply over 40% of world copper output and for China, the world’s biggest
consumer, half its imports. Thus, it is not surprising that China has been building up its
investments in the mining sector in the region.
In terms of crude oil, Venezuela, Colombia, Brazil, and Ecuador together accounted
for South America’s fourth-largest export to China. In the year 2014, China became the
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largest net importer of oil in the world. Since 2015, China has been the top destination for
the region’s crude oil, leapfrogging over the U.S. South America’s oil export to China
accounts for 10% of China’s total oil imports with Brazil and Venezuela being the most
significant suppliers (Ray and Gallagher, 2018). Venezuela alone accounting roughly 40%
of the region’s total supply.
As discussed in the previous chapter, China attempted to build up South America’s
dependence through tactics such as lending and FDI. Thus, China’s policy banks have used
oil to secure loans to local governments. Additionally, this sector has been an essential area
for FDI as Chinese firms are trying to get into the region’s oil markets. Crude oil exports to
China are more relevant for South America than they are for China, which gives China
bargaining power over its key crude oil suppliers in the region.
Moreover, agricultural products have also become a main component of South
America’s export basket. China’s high demand for oilseeds has escalated, with soybeans
becoming a significant export from the region to China. Demand for soybeans from South
America spiked due to rising per capita incomes in China, particularly in the urbanized
cities. As the Chinese economy boomed, soy exports to China were in the top four exports
during the China boom and continue to be in the top. In [figure 24], it is visible that soybean
products account for the majority of the agricultural products exported to China.
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Figure 24: South America’s exports to China in Agricultural products

Source: Own analysis based on data from World Integrated Trade Solution.
Note: ‘Cash grains and other categories’ includes soybean products.

Higher living standards have propelled a dietary shift towards meals rich in animal
protein, leading to an increase in meat consumption in the last three decades. As such,
soybeans are also important in improving productivity in the meat sector because it is used
to feed livestock. Brazil is the largest exporter of soybeans in the region to China, followed
by Argentina, the largest exporter of soy oils, and Uruguay. Also, Colombia, Bolivia, and
Paraguay export soy to China. Consequently, soybeans are crucial to South America, as over
50% of the global soybean production originates in South America MERCOSUR’s
countries.
For instance, in the years from 2008 to 2017, as [figure 25] shows, South American
export basket to China were mainly in the four individual commodities just discussed. At
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the top of the list were soybeans, which became the number one export in recent years,
followed by iron ore as second, thirdly, copper, and as number four crude oil. These top four
exports were primary commodities that represent around 70% of the total exports to China
during these years. These same commodities continue to be the primary exports from
South America, and, sadly, at the expense of manufactured products and services with
varying degrees of technologies.
Figure 25: South America’s Main Exports to China (2008-2017)

Source: Own analysis based on data from World Integrated Trade Solution.
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After the China boom years, China’s share of overall South America exports
remained constant. However, its importance as a destination for extractive goods has
continued to increase exponentially. The heavy concentration of raw materials in South
American exports to China is not only the result of the region’s natural endowments. But,
also, the result of the asymmetric partnership between China and the region. Moreover,
South America is not only dealing with a dependence on the raw-materials export basket,
but also, they must deal with the influx of Chinese imports. In turn, these imports further
support the deindustrialization process by weakening manufacturing sectors and
accentuating the asymmetry of this relationship. The rapid growth in imports of Chinese
manufactured goods has increased competition for the region’s manufactured goods both
within the region as well as abroad.
In 2017, China was the largest source of imports for Bolivia, Chile, Paraguay, and
Peru, and the second largest for other countries. Manufactured goods accounted for 91% of
the region’s imports from China compared to 68% of the region’s total imports from the rest
of the world (WITS, 2019). Consequently, this transitioned into the loss of export
competitiveness in manufactured goods. This trend continues as the region imports more
manufactured goods from China. For instance, in Bolivia an influx of furniture imports from
China between 2013 and 2016 reduced local furniture production by 50%, dismally,
impacting more than 50,000 Bolivian carpenters (Hinojosa and Lopez, 2017).
Remarkably, as China’s exports to the region are a diverse range of manufactured
goods, namely, high technological equipment, the prices of these are more stable than the
commodities that South America ships to China. Thereby, when prices in the global
economy fluctuates, South America’s exports to China are at more significant risk of getting
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hit harder than the other way around. Since most of the region’s exports to China are natural
resource-based, these are more susceptible to price drop or stagnation. Consequently, this
situation leaves the region exporting more while receiving fewer revenues. Intrinsically,
China is even winning even in this scenario, as it secured a market for its exports as well as
secured the supply of the primary commodities it needs.

4.1.1 Case of Dependency
As a result of China enticing South American countries into becoming partners, the
region is not only dependent on the export of primary commodities but also overall
dependency on China has increased across the region. China became the largest trade
partner and the primary source of international public finance for South America.
Subsequently, the economic development of some countries is so dependent on the
performance of China that, according to the World Bank (2014), a fall of 1 percentage point
in the growth rate of Chinese GDP would reduce Latin American growth by 0.6%. Thus, it
is essential to question whether engagement with China is sustainable for the economic
development of South America, or not.
Although the region did capture the short-term effects of the China boom, which is
some economic growth, the long-term effects, mainly dependency, are associated with being
unable to capture the benefits of natural resource specialization. Notably, deindustrialization
is among the most adverse effects. Since China demands so much soybeans, iron ore, oil,
and other commodities, these commodities become scarcer. Per the law of 'supply and
demand', scarcity brings higher prices. The commodities super-cycle caused by China's rise
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resulted in commodity price spikes. However, the boom of all commodity prices was
adjourned during the financial crisis in 2008.
The strong Chinese demand was an important element of both the long commodity
boom and the recovery after the crisis. Undoubtedly, the commodity boom brought some
profits to the region. The high commodity prices increased the terms of trade for the region.
In practice, the higher the terms of trade, the higher the gains from trade as a country will
capture more export revenue relative to import revenue. From the year 2002 to 2012, the
commodity boom brought exceptional income windfalls to the entire region. Hence, South
America got economic growth leading to income rises and alleviating some of the long-time
inequality in the region. Nevertheless, an implication of commodity prices is that the
positive expectation that was created during the boom does not correspond with the reality
of the long-term effects.
As the 'resource course' would have it, during commodity booms money flows into
commodity sectors. There are windfalls of profits, but there are insufficient jobs. The
increased dependency on exporting primary commodities does not create jobs, but rather
their export prevents other sectors, which create many jobs, like manufacturing from
developing. Consequently, the overall effect on the demand for labor is harmful, even as the
GDP is rising. Moreover, the exchange rate of countries appreciates, making noncommodity exports more expensive. South American countries were impacted during the
China boom, money poured in, commodity producers got the benefits, and non-community
sectors became less competitive, which is one of the main risks of the Dutch disease.
Also, there is a negative technological gap that the region increasingly suffers from,
relative to other natural resource-dependent developed countries. This is the result of the
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region's lack of response and effectiveness in appropriating the technological benefits of the
exploitation of its natural resources. Some countries in South America did capture the
windfall profits from the China boom and used it to reduce poverty. However, as the region
does not have the institutional capacity to ensure sustainable resource extraction, there were
not able to capitalize on China's rise. As a result, most countries in the region fell short from
capturing the profits and investing in technology, industry, and innovation so that those who
were lifted from poverty can have better opportunities. During the China boom, the
investment only amounted to 19.6% of GDP (World Bank, 2015 cited in Gallagher, 2016).
This level of investment is not economically sustainable.
Although the region was able to recover from the financial crisis, there has been a
build-up of economic insecurity in the region. As Kevin Gallagher (2016) claimed, the
inflows of capital accentuated exchange rate appreciation in the region and expanded credit
to unsustainable levels. Thus, as China's demand slows and interest rates in the U. S. rise,
exchange rates depreciate. Exchange rate flexibility could help get some export
competitiveness, but not without investing in technological aspects or diversification. As
remarked, the problem is that if a country has not invested in the non-commodity industries,
they often fall behind in productivity, and consumers may not want enough of these
products no matter how cheap they turn to be. Thereby, countries must invest in technology
as well as subsidize modern industries to instill economic growth.
Overall, South American countries did not manage the financial instability
associated with China's rise and financial crisis, and they were left behind as the region's
manufacturing exports lost competitiveness to China. Moreover, they fell short in capturing
and investing the profits, from the China boom, on building modern industry and technology
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development. This situation is very alarming as growth slows in the region, there are fewer
other options for the countries in South America to rely. By the mid-2000s the South
American economies became linked to the fate of the Chinese economy and moved to lock
after the financial crisis.
Now that the region's economy is so dependent on China, the smallest change in the
Chinese economy would have an impact on Latin American capital markets and currency.
Falling prices and China's economic slowdown prompted a decreasing demand for
commodities in 2015 and 2016, which saw China-Latin America trade loosen up. In the year
2017, increases in oil, iron ore, and copper prices led the exports to China, mainly from
Brazil, Chile, and Peru, to recover (Koleski and Blivas, 2018). As such, China continues to
devour the region's natural resources, and in early 2019, China set its foothold on untapped
reserves of lithium in Bolivia. Subsequently, this could further increase the dependency on
the extractive sector and in the Chinese market.
Far from allowing economic development and being a win-win situation, the
partnership with China, and its presence in the region, tended over the long term to weaken
the South American economies turning them Sino-dependent. China reinforces the rentier
attitude in these countries and does little to encourage the region to diversify their
production. As discussed, the long-term effects of the boom have seen the region's exports
to China to be concentrated in a few raw materials-based commodities. Basically, deepening
South America’s dependence on highly cyclical, low-value products that support fewer jobs
and, sadly, have higher environmental and social impacts. Thus, Latin American economic
development led by China is not a sustainable one. The following section will discuss
perhaps added consequences of this dependency and asymmetric partnership that have only
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begun to attract little attention: the environmental and social aspects of commodity-led
growth.

4.2 Social and Environmental Impacts
China has increased its importance as a destination for Latin American exports,
growing from 3% to 9% of the total (Ray et al., 2015). These exports are not like other
exports, as noted, more than 70% of the region’s exports to China are from the extractive
and agriculture industries compared to about half of South America's exports to the rest of
the world. Thus, exports to China have a much heavier environmental footprint than their
other exports. They use twice as much water and produce 12% more greenhouse gases (Ray
et al., 2015). China’s demand for energy and natural resources is what makes South
America a strategic region for China. Sadly, energy and natural resource extraction have
long been a reason leading to environmental degradation and social conflict across the
region. In the rainforests of Brazil, Ecuador, Colombia, and Peru; in the mines of Peru and
Bolivia; and beyond, the China-led commodity boom has sparked a new face of
environmental and social struggle in South America.
In environmental terms, exports to China are more carbon-intensive, more waterintensive, and often located in highly biodiverse or ecologically sensitive areas inhabited by
local communities. The increasing concentration in extractive and agricultural products of
South American exports to China gives them a distinctly different environmental footprint
than other exports, of course. As mentioned in the previous chapter, most of the Chinese
trade with and investment is in iron and copper mining, petroleum extraction, and soybean
farming and processing as well as infrastructure projects that facilitate trade and investment.
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As Kevin Gallagher (2016) would point out, sewing tons of clothing in big factories or even
creating software packages is relatively safer from an environmental perspective. Yet,
environmental degradation is inevitable in the extractive industries.
For instance, in the case of mining, almost every stage of the process has a
significant environmental footprint. Mining methods impact the quality of air, as unrefined
materials are released to the surface when mineral deposits are exposed from the site. Water
pollution is caused by mining as well and can include metal contamination, increased
sediment levels in streams, and acid mine drainage (Chepkemoi, 2017). The sources of
water pollution include processing plants, tailing ponds, underground mines, and wastedisposal areas. Moreover, mining causes physical destruction to the surrounding land by
creating landscape blots such as open pits and piles of waste rock. Similarly, oil extraction
has similar impacts on the environment. Perhaps, among the most significant effects is
deforestation due to the clearing of areas in distant ecosystems and the movement of the
machinery into the areas (Gallagher, 2016).
The inland oil exploration and extraction occurs in areas rich in biodiversity that lead
to massive habitat loss, which has a direct impact on flora and fauna. As in the mining
industry, oil extraction requires a large quantity of water. The process produces significant
amounts of contaminated water. Furthermore, it is worth mentioning that soy farming has
similar environmental impacts. Namely, land conversion for soy threatens biodiversity in
places like Brazil, Bolivia, and Paraguay. Argentina and Brazil, significant suppliers of
soybeans to China, show the biggest impacts on water use. Water pollution, loss of
biodiversity, soil erosion and pollution, and even the formation of sinkholes are among the
harmful effects of these industries on the environment.
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In the same way that South American exports to China have a negative impact on the
environment, these same exports have negative social implications, as well. Indigenous
territory is located on top of some of the most abundant mineral and oil deposits in South
America, primarily indigenous communities in Ecuador, Peru, Bolivia, Brazil, Colombia,
and Venezuela. Sadly, many communities have been displaced, destroyed, and contaminated
due to concessions granted to Chinese companies. As shown in [figure 26] based on a study
by the Amazonian Geo-referenced Socio-Environmental Information Network (RAISG),
about 68% of indigenous territories and protected natural regions in the 9 countries that
encompass the Amazon are under threat from the developing of roads, infrastructure
projects, oil drilling, mining, and deforestation.

Figure 26: Amazon Areas in Danger

692 natural protected areas
193 areas are in danger due to two and more activities
188 areas are threatened by 1 activity

6345 indigenous regions (68% are protected natural areas)
2042 territories in danger due to two or more activities
2584 territories in danger due to 1 activity
507 currently not in danger
Source: Own elaboration based on RAIGS, and MONGOBAY, 2019.

Andes Petroleum, for instance, was created by Chinese oil companies CNPC and
SINOPEC and was granted concessions in Sapara and Kiwchwa territory in the Amazon,
these are home to the most biodiverse areas in the world and endangered people (Chimienti
and Ray, 2015). The conflicts between indigenous communities and oil interests are nothing
74

new in South America, but they've become prevalent in recent years, as Chinese demand
and interest in new oil, mineral fields, and soybeans is increasing. Most of Latin America
has signed Resolution 169 of the International Labor Organization, which commits them to
consult with indigenous communities before any developments or actions that will impact
their territory (Gallagher, 2016). Nevertheless, these consultations are not binding, and the
incentives to get at those mineral and oil deposits are enormous, especially in countries that
still have poverty problems to convey.
Similarly, another social conflict is that the region’s exports to China support fewer
jobs than Latin America’s exports to the rest of the world. Exports to China are concentrated
in low-labor-intensity sectors like the oil sector, so the number of jobs that those exports
support keeps falling. In fact, they have fallen by over a third in the number of jobs they
support for every $1 million, from nearly 70 in 2002 to fewer than 45 in 2012 (Ray et al.,
2015). South America has become focused on exporting to China and became less oriented
toward job creation. In turn, this situation has implications for welfare.
The other major aspect of the China-led boom is the Chinese financing of Latin
American infrastructure. Research has already shown that paths into the Amazon rainforest
are the most important driver of deforestation, there is a high correlation between road
construction and deforestation; for instance, analysis in Brazil shows that 80% of
deforestation happens in proximity of a road (Ray et al., 2015). Conveniently, for China,
these projects are targeted to improve its access to the region’s resources and ensure new
demand and revenue for its firms.
Based on the data from RedALC- China (2019), between 2000-2018, Chinese firms
have participated in at least 91 Latin American infrastructure projects, as shown in [figure
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26]. These projects involve China developing, upgrading, and building ports, roads,
railways, and airports all over the region. Out of the 91 projects, 47 are in 7 countries from
South America: Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador, Peru, and Venezuela
[see figure 27].
Figure 27: Infrastructure Projects.

Source: Own elaboration based on the data from RedALC-China and Koleski and Blivas, 2018.

Source: Own elaboration based on the data from RedALC-China and Koleski and Blivas, 2018.
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Interestingly, Chinese SOEs took part in 89 of these 91 projects, especially in power
generation and port creation projects (RedALC-China, 2018).

As Chinese STOs are

involved in 97.8% of the projects, China can establish agreements with the countries in the
region based on their own interests. Such agreements might include the managing, planning,
constructing, and financing bonded to China; hence, this would enable China to control all
stakes of the projects at all stages. Although some of these projects may seem to offer local
incentives, the reality is that there are long-term negative consequences. Notably, not only
the degradation of the environment and the social conflicts, but also making the host
countries even more dependent on China. As many of the projects are backed by loans for
infrastructures and loans for resources agreements between the region and China, the region
is giving operating control to China which will backfire in the future as now they are
accountable to China.
Furthermore, among the 91 projects, are very ambitious mega projects, proposed by
China, such as the building of a transcontinental railway linking Brazil’s Atlantic coast to
Peru’s Pacific coast, the developing of two-ocean tunnels between Argentina and Chile, and
the building of 3 nuclear plants in Argentina. Although the infrastructure projects facilitate
the extraction and transportation of resources, these aspects do not necessarily benefit the
countries in the region. Impacts of the major infrastructure projects are already being felt as
the development of roads and infrastructure projects require more land clearing, logging
invasions, and movement of heavy equipment, and, of course, generates more waste.
While some projects have already cause negative footprints, other projects have the
potential of harming the region, but they are currently stalled. As seen in [figure 28], some
projects are canceled or are stalled, in part, due to questionable financing, high costs, and the
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environmental impact and safety risks they represent. As such, 9 out of the 47 projects in the
South American countries are with the status of canceled or stalled. Namely, the Colombia
Dry Canal was announced in 2011, and has not moved forward since then. Another project
which is stalled, is the controversial Amazon route of Transcontinental Railway Brazil-Peru.
As this route could establish a corridor to link Brazil with the Pacific coast, it would
essentially cross a sensitive area in the Amazon rainforest. Based on the calculations by The
China Railway Eryuan Engineering Group Co., the railway connection would extend over
5,000 km and lower the price of each transported ton of minerals or grains by $30 USD
(EJATLAS, 2018).
Figure 29: Stalled or Cancelled Infrastructure Projects
Year
2015

Country
Argentina

Project
Patagonia Nuclear Power Plants

Status
Stalled over cost concerns

2016

Bolivia

El Mutun Iron and Steel Deposit

Stalled due to lack of financing;
government authorized financing in
2018

2014

Brazil, Peru

Peru-Brazil Railway

Stalled due to high costs, change of
political views,and engineering
difficulties

2009

Colombia

Magdalena River Dam

Stalled

2011

Colombia

Colombia Dry Canal

Stalled for unknown reasons

2010

Ecuador

Toachi Pilaton

Canceled due to corruption claims (85
% ready as of June 2018)

2011

Ecuador

Mazar-Dudas

Canceled due to technical issues
(86.5% ready as of January 2017)

2011

Ecuador

Quijos

Canceled due to technical issues (46.7
% ready as of January 2017)

2009

Venezuela

Tinaco to Anaco Railway

Canceled due to high costs and
Venezuelan financial problems

Source: Own elaboration based on the data from RedALC-China and Koleski and Blivas, 2018.
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China has a long-time interest in Brazilian commodities; thus, a railroad network
crossing Amazonia that can cheaply move crops and minerals from the nation’s interior to
South America’s coasts seems like a dream. For this reason, China increasingly got involved
in investing in the project. Even though the Chinese investment is estimated to be about $10
billion, the full finance was not disclosed but most likely could be in form of a loan from
China to Brazil. The project was stopped due to political change of views favoring an
accorded railway project through Bolivia, the Central Bi-Oceanic Railway Corridor
(CBRC). The CBRC is the likely alternative project that would have a total length of 3,000
kilometers and lead to the same cost reductions in exports (EJATLAS, 2018).
As the projects run their course, they will have significant impacts on the region's
conservation. To be fair, China did not purposefully engage in the region to damage the
environment or trouble the local communities. It just happens that what China requires to
feed its massive economy, is located in the region. Some Chinese firms have tried to meet
the standards set and enforced by the host countries. SINOPEC, for instance, has complied
with the rules when the government of the host country has been able to communicate and
implement the standards as is the case of Ecuador. However, where environmental standards
are not enforced, SINOPEC has not tried to meet them (Ray at el., 2015).
Overall, South American governments have some environmental policies on the
books. Nevertheless, there is often a strong incentive for governments not to enforce their
standards. As any other investors, Chinese investors pay taxes on their investments, and if
production has to stop for a clearing operation, then the royalties will suffer, and the motives
for China to invest could be reduced. As China continues to grow in importance, it is going
to have more impact on the region's management of its natural resources. Data from the
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World Bank (2011) estimates that during the China boom, the economic costs of natural
resource depletion in the region amounted 8.6% of annual GDP. Bearing in mind that during
this period, the region’s growth was 3.6%, the economic costs of depletion are more than
double; thus, showing that the benefits of the partnership are asymmetric, favoring China.
Moreover, according to the ECLAC (2014), during the China boom, the annual rate of forest
loss in Latin America was 0.46%.
The added consequences of Chinese demand for natural resources has involved the
displacement of indigenous groups and has weaken the region’s biocapacity. Unfortunately,
as the region lacks oversight institutions and transparency, most projects might have not
been subjected to proper cost-benefit analysis and lack clear benefits for the region.
Countries borrowing from China to fund these projects are trapped with high-interest or
natural resource backed loans that make them liable to China as the countries have no means
of repaying. China’s ambition for natural resources is of increasing concern as the region is
among the world’s most biodiverse places in the world and the home of many indigenous
groups; consequently, the region’s natural areas and its habitants are endangered. In turn,
this could result in a social and environmental tragedy with unsustainable debt burdens,
threatening long-term economic development of the region.
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Chapter 5
5.

Conclusion
Latin America has confided on what might be the most prominent event in the 21 st

century's global economy, the rise of China. As China evolved from being a rural society
into an industrial power, Latin America quickly became of maximum strategic importance
for China. Mainly, as a source for many of the critical natural resources that China requires
to grow its massive economy and to satisfy the needs of more than a billion people. Thus, as
analyzed in this thesis, China tried to build trust through reaching the region with soft power
tactics and by claiming a complementary, and ‘win-win’ trade relationship, but the specific
markets exploited through this trade are not ones of a complementary or benevolent partner.
As a matter of fact, this relationship results in a return to a dependency pattern where the
region is shipping raw materials to China, and China is sending various manufactured items.
Hence, China's efforts in the region are driven by the fundamental goal of ensuring
its access to the region's natural resources and consumer markets. Consequently, China's
engagement through soft power tactics, mainly diplomatic and economic, result in negative
impacts to the region. Firstly, Chinese FDI and financing, have been invested in few
countries and natural resources which creates re-specialization on the production of
commodities. Second, the mixture of Chinese demand for commodities and their high prices
generates more export concentration, leaving the region exposed to commodity price
fluctuation. Third, the regional manufacturing base is at risk due to China's increasing its
market share on manufactured products, harming the region's manufactured exports as one
of the main risks of the Dutch disease. Fourth, the infrastructure projects, energy, and
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natural resource extraction to which China invests have long been a reason leading to
environmental degradation and social conflicts across the region.
As China reinforces the rentier attitude in the region and does not encourage the
region to diversify their production, the China and Latin America’s relationship is not
complementary but one of dependence in nature. China’s presence puts South America back
into a world of primary product dependency, establishing low-productivity methods and
increasing resource extractions that are stopping the development of modern industries.
While China established itself as the primary export market and main source of international
public finance for South America, the region became increasingly Sino-dependent.
Moreover, the region was caught over-exposed to China and saved little of its China
windfall to prepare for the future. In this sense, the region failed at capitalizing on China’s
rise and investing in better opportunities; and, if the region does not diversify trade partners
and lenders, it is doomed to be Sino-dependent for the long-run.
Sadly, for centuries, Latin America dealt with different forms of foreign influence.
More recently the region is the victim of a new form of foreign influence by China. Since its
resurgence, China, as it does in emerging markets throughout the world, offers the
appearance of an attractive path to development. China built trust through diplomatic
engagement and established dependency through economic activities in the region. Thereby,
Latin America confided on this new relationship. China hit the jackpot with South America
as what the Asian country needs in commodities the region possesses in vast reserves. While
China has been illustrating its strategy towards Latin America, the region lacks investment
and commitment to developing its understanding of China's initiatives. As a result, China's
tactics of soft approach have been beneficial for them and have come at a high cost for the
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region. Thus, all things considered, China is not a complementary nor a destructive partner
but a beast that has to be tamed.

5.1 Recommendations
As the future is uncertain, there is still time for Latin America to set in place the
proper reforms in order to sustain stable development and capitalize on China’s rise. As
such, the China-Latin America relationship would be more of a ‘win-win’ if the following
recommendations are considered:
a) Trade and FDI agreements with China should be based on a mutual understanding in
order to be fairer. If Chinese companies want to invest in South America, in the
extractive industries, for instance, they must guarantee that South American
companies can also invest in sectors of interest in China. A common understanding
is imperative for mutual benefits. Additionally, there should be a push for shifting
the FDI into services, and infrastructure projects that bring positive benefits for the
region such as local job creation.
b)

Exporting natural resources on a large volume is not necessarily ideal for
development. Poorer nations do not have the institutional capacity to ensure
sustainable resource extraction, and this is the case in Latin America (Gustafson,
2016). Governments in the region must build on the region’s comparative advantage
in primary commodities and strengthen institutions to capture the windfalls during
boom times (Gallagher, 2015). Furthermore, governments should encourage the
entrepreneurs to diversify into more dynamic and technologically advanced
products.
83

c) In order to avoid deepening the region into catching a severe case of the Dutch
disease, an export tariff on natural resources could be introduced. Particularly, a tax
on the natural resources contributing to the Sovereign Development Fund of Latin
America. As such, this could help the region unlock capital in what are otherwise
capital weak industries as well as create efficiency where it does not exist.
d) In order to create a coherent economic strategy in Latin America, it is vital to use the
institutions that already exist. As such, regional institutions should try to set the
agenda away from South America’s export of raw materials. The current trade
relationship is not helping the economic development. As shown, the change in the
export structure towards primary commodities such as minerals, soy, and other
exports has limited the development of high value-added exports. Regional
institutions must strengthen its capacity to monitor bilateral agreements with China.
e) The private sector and state should be made more accountable for following through
the regulations and reforms regarding environmental and social aspects.
Governments should reinforce the rules and regulations, acknowledging how lucky
the region is to possess not only a vast amount of natural resources but also one of
the world’s most biodiverse environment. In this manner, the pressure will be in
place for respecting biodiversity as well as indigenous people’s communities that
inhabit the region, and whose rights have been breached.
Considering these recommendations, perhaps, a new pattern of China-Latin America
interaction would foster sustainable economic development in the region, through the
integration of Latin American countries into global value chains and the diversification of
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their economies. Hence, China will not be associated with just a commodity boom that
brought short-term economic gains and long-term negative impacts for the Latin American
region, but rather, China will be regarded as a critical partner for the development of the
region.
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