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The Phenomenon is Both Extremely 
Significant and Extremely New

Country
Position in 

1990
Position in 

2004
Peru 16 2
Chile 30 3
Argentina 14 4
Brazil 18 4
Paraguay 46 7
Costa Rica 32 10
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* Source: CEPAL, COMTRADE* Source: PRC MOFCOM

Relationships and trade patterns are changing faster than the perceptions of 
policymakers, and involve nuances not yet well understood by investors

Mexico: Mexico: 
$13 mil$13 mil in bilateral trade in in bilateral trade in 

1972 1972 --> > $11.4 bil$11.4 bil in 2006in 2006

PRC Imports from Latin AmericaPRC Imports from Latin America

PRC % of LA Exports:PRC % of LA Exports:
1%1% in 1995 in 1995 ––> > 10%10% in 2005in 2005
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• Key Characteristics of the Interaction

• Broader Implications for the US and the Region

• Lessons for Regional Security

Organization 
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PRC Buying Primary Products, Selling 
Manufactured Goods

•• PRC primarily buying PRC primarily buying metals, minerals,metals, minerals, agricultural goodsagricultural goods
•• 70%70% of LA exports to PRC are natural resources, primary products orof LA exports to PRC are natural resources, primary products or commoditiescommodities
•• Only Only .1%.1% of products exported by LATAM to China are from the of products exported by LATAM to China are from the ““ high technologyhigh technology””

sectorsector (CEPAL 2005)(CEPAL 2005)

•• 90%90% of all LATAM exports to the PRC come from of all LATAM exports to the PRC come from 6 countries6 countries (PRC MOFCOM 2007)(PRC MOFCOM 2007)

•• Brazil Brazil (38%)(38%)
•• Chile (17%)Chile (17%)
•• Argentina (11%)Argentina (11%)
•• Peru (9%)Peru (9%)
•• Mexico (8%)Mexico (8%)
•• Venezuela (8%)Venezuela (8%)

•• Selling manufactured goodsSelling manufactured goods——SeekingSeeking to move up the value chainto move up the value chain
•• Exceptions to this pattern are driven by exceptional opportunityExceptions to this pattern are driven by exceptional opportunity, pursuit of other , pursuit of other 

strategic interests (strategic interests (egeg. Cuba, Venezuela). Cuba, Venezuela)

Brazil, 38%

Chile, 17%
Argentina, 11%

Peru , 9%

Venezuela, 8%

Mexico, 8%

Rest of LATAM, 11%
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Significant Differences in Outcomes 
Between Countries

•• Significant differences in performance between countries that arSignificant differences in performance between countries that are well positioned with e well positioned with 
effective export sectorseffective export sectors……and those that are still working to do soand those that are still working to do so

Getting BetterGetting Worse Exports to PRC 
Exceed Imports

Imports from 
PRC Exceed 

Exports
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Limited PRC Investment, Focused on Primary 
Products and Infrastructure

• $659 mil /$6.92 bil of 
Chinese non-financial FDI 
went to Latin America 2005

• $41 bil total FDI to region in 
2005

• Significant fraction of LA 
investment may have been 
“pass through”

• But now rising:

•$1.8 bil to Ecuador 06

•$1.6 bil to Venezuela 06

•$300 bil commodity fund?
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Different Roles and Dynamics for 
Different Countries

•• Costa RicaCosta Rica (possibly) as the primary interface to Central America(possibly) as the primary interface to Central America

•• Brazil Brazil as a commodity sourceas a commodity source

•• MexicoMexico as an intermediate as an intermediate 
production staging area production staging area 
serving the US marketserving the US market

•• Cuba: Cuba: Proximity and Proximity and 
Strategic brandingStrategic branding

•• ChileChile as the PRC gateway to as the PRC gateway to 
South AmericaSouth America

•• Venezuela Venezuela and and Ecuador Ecuador as as 
the troublesome oil the troublesome oil 
supplierssuppliers

•• PeruPeru as the strategic as the strategic 
crossroads & the Chile crossroads & the Chile 
of tomorrowof tomorrow
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•• PRC demand is the leading factor pushing LA economies forward, aPRC demand is the leading factor pushing LA economies forward, and could nd could 
cause a significant boom in LA if PRC demand sustained cause a significant boom in LA if PRC demand sustained (CEPAL, Feb 07)(CEPAL, Feb 07)

•• $200$200--$400 bil new commodity fund$400 bil new commodity fund announced by PM announced by PM WenWen JiabaoJiabao (Mar 07)(Mar 07)

•• Iron & Steel:  Iron & Steel:  CVRDCVRD--Baosteel price negotiations, Growing partnerships:  Baosteel price negotiations, Growing partnerships:  
Gerdau / CVRDGerdau / CVRD--Minmetals, CODELCOMinmetals, CODELCO--YCI YCI 

•• CopperCopper –– Banner year 06, then Jan 07 Price softness, then Feb 07 price sBanner year 06, then Jan 07 Price softness, then Feb 07 price spike pike 
as PRC exhausts reserves and enters market after banner yearas PRC exhausts reserves and enters market after banner year

•• OilOil –– with PRC filling petroleum reserves (first in Ningbo in 07)with PRC filling petroleum reserves (first in Ningbo in 07)

Latin American Economic Performance 
Increasingly Tied to the PRC

•• AgricultureAgriculture –– PRC consumption to PRC consumption to doubledouble over next few years from current over next few years from current 
level of 15 mil tonslevel of 15 mil tons

•• Dec 06 Dec 06 ¯̄̄̄̄̄̄̄ international corn pricesinternational corn prices blamed on Chinese decision to postpone blamed on Chinese decision to postpone 
biofuel development to avoid shortages of cornbiofuel development to avoid shortages of corn

•• Banking Banking systemsystem
•• $1.2 billion in monetary reserves (Apr 07)$1.2 billion in monetary reserves (Apr 07)----Where does it go, is it used to Where does it go, is it used to 

purchase commodity reserves?purchase commodity reserves?
•• ¯̄̄̄̄̄̄̄ 9%9% PRC stock markets PRC stock markets (Feb 07)(Feb 07)-->Impact on LATAM, world markets>Impact on LATAM, world markets
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Changing Strategic Landscape of LATAM Ports

•• New role for previously lowNew role for previously low--volume volume 
pacific portspacific ports

•• TacnaTacna –– Shandong Luneng $2 bil Shandong Luneng $2 bil 
Megaport with new highway and rail Megaport with new highway and rail 
connections to La Paz and Limaconnections to La Paz and Lima

•• IloIlo——Possible output destination for Possible output destination for 
Bolivian natural gasBolivian natural gas

•• MantaManta as strategic entry point for PRC as strategic entry point for PRC 
products entering LATAM (vs. products entering LATAM (vs. 
Guayaquil)Guayaquil)

•• AntofagastaAntofagasta –– Key role in Key role in 
contemplated interoceanic corridor contemplated interoceanic corridor 
from Santos contemplated under IIRSAfrom Santos contemplated under IIRSA

•• Expansion of other Deepwater PortsExpansion of other Deepwater Ports
•• Valparaiso, Valparaiso, MichoacanMichoacan, Ensenada, Ensenada
•• New COSCONew COSCO--operated Megaport in operated Megaport in 

Panama?Panama?

Corresponding new port security challenges for local governments
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Corresponding Economic Shifts in Pacific 
Coast Countries

•• New commercial and New commercial and 
cultural weight of Pacific cultural weight of Pacific 
urban hubsurban hubs
••Managua ? Managua ? 
•• San JosSan Joséé
••LimaLima
••SantiagoSantiago

•• New importance for New importance for 
Pacific Pacific SLOCsSLOCs
••Associated shifts in Associated shifts in 
the roles and structure the roles and structure 
of Latin American of Latin American 
naviesnavies
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•• CaroboboCarobobo (during Venezuelan recall referendum)(during Venezuelan recall referendum)
•• Ethnic tensions with an expanding Chinese ethnic community, percEthnic tensions with an expanding Chinese ethnic community, perceived eived 
as more prosperous and culturally as more prosperous and culturally ““ otherother””

•• Shougang Shougang HierroHierro PeruPeru
•• Differences between expectations and Chinese business practicesDifferences between expectations and Chinese business practices
•• Strikes (4 in 2006 alone), conflicts w. government over lack of Strikes (4 in 2006 alone), conflicts w. government over lack of investment, investment, 
environmental infractionsenvironmental infractions

•• TarapoaTarapoa, Ecuador, Ecuador
•• Indigenous actions against PRC holdings, testing the Chinese resIndigenous actions against PRC holdings, testing the Chinese responseponse

•• COLDELCO worker protests against sale of Gaby to China MinmetalsCOLDELCO worker protests against sale of Gaby to China Minmetals
•• Andes Petroleum (CNPC)Andes Petroleum (CNPC)

•• Assets purchased by the PRC affected by Ecuadorian action againsAssets purchased by the PRC affected by Ecuadorian action against Oxy t Oxy 
petroleumpetroleum

Chinese Communities, Corporations and Capital 
an Increasing Factor in Latin American Politics
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Increasing Constraints to US Operations in 
the Hemisphere

•• A new de facto A new de facto ““ Seat at the tableSeat at the table””
•• April 2006 April 2006 Shannon visitShannon visit to Beijingto Beijing
•• Chinese presence in regional institutions Chinese presence in regional institutions 
(OAS, IADB)(OAS, IADB)

•• ““ China CardChina Card”” inspiring inspiring LatAmLatAm countries to countries to 
““ hedgehedge”” in cooperating with the USin cooperating with the US

•• EgEg. Backfiring of American Servicemen. Backfiring of American Servicemen’’s s 
Protection Act ICJ demandsProtection Act ICJ demands

•• Presence of PRC business personnel and Presence of PRC business personnel and 
companies as a considerationcompanies as a consideration

•• CD operations planning, Crisis responseCD operations planning, Crisis response

•• Proliferation of PRCProliferation of PRC--developed technologies & infrastructure complicates planningdeveloped technologies & infrastructure complicates planning
•• Venezuelan Venezuelan communications satellitecommunications satellite
•• New Venezuelan New Venezuelan fiber optic network, Mexican wireless networkfiber optic network, Mexican wireless network (ZTE)(ZTE)
•• Huawei role in Huawei role in telecom infrastructuretelecom infrastructure in 13 Latin American countries, incl. in 13 Latin American countries, incl. 
Argentina, Chile, Uruguay, Colombia, Venezuela, Mexico, Ecuador,Argentina, Chile, Uruguay, Colombia, Venezuela, Mexico, Ecuador, and Braziland Brazil
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Potential New Organized Crime Patterns & 
Police / Security Challenges

•• Fueled by Fueled by expanding human contactsexpanding human contacts
and commercial flows between the and commercial flows between the 
regionsregions
•• Tourism:Tourism: 34 mil Chinese tourists in 34 mil Chinese tourists in 
20062006……100 million by 2020 (WTO)100 million by 2020 (WTO)

•• Air China first direct flight to South Air China first direct flight to South 
America Dec 06 (Beijing to Sao Paulo)America Dec 06 (Beijing to Sao Paulo)

•• Expansion and new social patterns in traditional Chinese enclaveExpansion and new social patterns in traditional Chinese enclaves (s (egeg. Lima). Lima)
•• Emerging collaborationEmerging collaboration between PRC, LATAM criminal organizations between PRC, LATAM criminal organizations 
((narcotraffickingnarcotrafficking, money laundering, human trafficking, etc. ), money laundering, human trafficking, etc. )
•• Chinese increasingly in Latin American human traffickingChinese increasingly in Latin American human trafficking

•• Costa Rica (56 Apr 07), Venezuela (31 in Puerto Costa Rica (56 Apr 07), Venezuela (31 in Puerto OrdazOrdaz Apr 07), Ecuador (65 Apr 07), Ecuador (65 
off coast of Manta Apr 07), Bolivia (25 arrested Feb 07), Argentoff coast of Manta Apr 07), Bolivia (25 arrested Feb 07), Argent ina (700 in ina (700 in 
2004)2004)

•• Ecuador visa trafficking scandalEcuador visa trafficking scandal----44thth Criminal Court in Pichincha (Apr 07)Criminal Court in Pichincha (Apr 07)
•• Bolivian Bolivian visa trafficking scandalvisa trafficking scandal 2006 involving Chinese mafia 2006 involving Chinese mafia ““ Red DragonRed Dragon”” , , 
16 Bolivian congressmen, 12 ex16 Bolivian congressmen, 12 ex--legislatorslegislators
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•• SIGINT collection from SIGINT collection from BejucialBejucial , Santiago, Santiago
(Cuba), etc.(Cuba), etc.

•• Proliferation of locations for observing US Proliferation of locations for observing US 
activitiesactivities

•• Panama Canal Panama Canal –– Hutchison presence at Hutchison presence at 
Cristobal, Balboa, Rodman PointCristobal, Balboa, Rodman Point

•• MantaManta——Hutchison operation ofHutchison operation of

A New Strategic Symmetry

commercial port, integrating airport where US FOL is locatedcommercial port, integrating airport where US FOL is located
•• Container port at Container port at FreeportFreeport
•• VenezuelaVenezuela

•• Learning of US military doctrine and tactics, equipment and perfLearning of US military doctrine and tactics, equipment and performance, via ormance, via 
militarymilitary--toto--military contacts with countries previously trained and equippedmilitary contacts with countries previously trained and equipped
by the US (by the US (ieie. Venezuela). Venezuela)

•• Increasing Intelligence Collection OpportunitiesIncreasing Intelligence Collection Opportunities

•• A new world for US plannersA new world for US planners……factors to consider in the Western factors to consider in the Western 
Hemisphere in the undesirable eventuality of a conflict with theHemisphere in the undesirable eventuality of a conflict with the PRCPRC
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•• Displacement Displacement of the manufacturing of the manufacturing 
sector sector –– Source of greatest labor value Source of greatest labor value 
added and opportunities for economic added and opportunities for economic 
developmentdevelopment

•• Agricultural sector contributes little to Agricultural sector contributes little to 
labor force diversity, skilled or highlabor force diversity, skilled or high--
wage laborwage labor

•• Revenues to and growth of capitalRevenues to and growth of capital--
intensive extractive sectorsintensive extractive sectors——economic economic 
rewards primarily flows to investors, rewards primarily flows to investors, 
further further ­­­­­­­­ inequalityinequality

•• Current income distribution in Latin America is the most unequalCurrent income distribution in Latin America is the most unequal in the world + in the world + 
more than more than 200 million people (40%) in poverty200 million people (40%) in poverty

•• Concentration of economic activity in extractive sectors increasConcentration of economic activity in extractive sectors increases the importance es the importance 
of negotiations between Chinese businessmen and Latin American bof negotiations between Chinese businessmen and Latin American bureaucratsureaucrats

•• Weak Chinese laws against the use of bribery abroad to obtain coWeak Chinese laws against the use of bribery abroad to obtain contractsntracts
•• Tensions from direct interactions: Tensions from direct interactions: TarapoaTarapoa, , SecumbiosSecumbios, Shougang , Shougang HierroHierro PeruPeru

Inequality, Corruption, Political Unrest



17For further information, contact:       Dr. R. Evan Ellis    Tel: 703-377-4174      Email:  ellis_evan@bah.com

Lessons From PRC Success

• Respect and use influence relationships where possible: Brazil, Mexico with IADB 
and Central America

• Generate hope – Let ambiguity play in your favor
• Aid packages, investments, prospects for sales

• Constantly emphasize building programs, friendships, mutual benefit
• Generate a sense of incremental progress, not static conditions or testable goals

• Do not define what you are – Allow others to cooperate with you for their own 
reasons

• Evo, Chavez afinity for the China of Mao
• Avoid ultimatums and moral lines where possible
• Avoid making enemies of your friends’ enemies where possible

• Ecuador – Palacio vs. Correa, Bolivia – Humala vs. Garcia
• Chile vs. Bolivia

• Show sensitivity to disputes between your friends
• Tacna, Ilo as routes to the sea for Bolivia projects

• Develop multiple options, don’t rush, see what works out best
• Export of petroleum – Panama widening, Tribugal, Panama pipeline, Nicaragua

Position, Ambiguity, Incrementalism, 
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Questions?
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Why China is Interested in Latin America

1. Need to Look Abroad for Primary Products
• Almost 10% growth per year since 1978 (­­­­ 11.1% 2007q1, 
10.7% in 2006)

• Crisis in Chinese Agriculture (only 13% of land is arable 
+ contamination, water crisis, rural migration, etc.)

• Industrial character of expansion: High consumption of 
capital goods and intermediate products

PRC, with 6% of global GNP, PRC, with 6% of global GNP, 
consumes:consumes:

•• 7.4% of the world7.4% of the world’’s oils oil

•• 31% of the world31% of the world’’s coals coal

•• 30% of the world30% of the world’’s irons iron

•• 27% of the world27% of the world’’s rolled s rolled 
steelsteel

•• 40% of the world40% of the world’’s cements cement

2. Need to Diversify Export Markets
• Limited growth forecast in principal markets: US (2.4%), 
EU (2.0%, Japan 2.1%) + rising protectionism

• Middle income nature of many Latin American countries
• $36.0 bil PRC exports to LA (� 52.1% over 2005)*
• $34.2 bil PRC imports from LA (� 27.6% over 2005)*

3. Diplomatic Isolation of Taiwan
• 12/26 nations still recognizing the ROC are in Central 
America & the Caribbean

3. New Generation of Leadership
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Why Latin America is Interested in China

1. Lure of 1.3 bil person market
• #3 in 2008 surpassing Germany, #1 in 2040 ? (WB)
• Rate of growth varies by country: Venezuela (­­­­ 114%), 
Brazil (­­­­ 29%), Argentina ¯̄̄̄ 2.6%

• But also other customers: India to grow 10% in 2007

2. Hope for FDI without Western Institutions
• LA FDI hit low of $36 bil in 2003
• Hu Jintao promise of $100 bil / 10 years
• $200-$400 bil commodity investment fund (Wen Jaibao Mar 07)

3. Use China to offset traditional Western institutional dominance
• “ Beijing Consensus” development model: Rapid growth without 
political liberalization

• An enabler of populist policies: Sales, Investment, Technical 
Expertise ($1.8 bil to Ecuador, $1.6 bil to Venezuela in 2006)

• Nostalgic radicalism (Evo Morales: “ a great admirer of Mao” )
• Hugo Chavez: “ Bolivar and Mao would have been great friends…”


