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1. Introduction

A. Background - Since the turn of the century, Chinese economic relations with
Latin America have shifted in two major stages. The first stage, from 2000-2007 featured
explosive trade growth. Overall, in the first decade of 2000s, trade between the People’s
Republic of China and Latin America ballooned from USD$10bn to USD$180.2bn." The
second stage, beginning roughly in 2007, involved massive Chinese infrastructure investment
throughout the region. This second, rapidly developing stage will have tremendous political,
social and economic consequences that could redefine hemispheric spheres of influence.

In his influential article The Expanding Chinese Footprint in Latin America, China-Latin
America expert Evan Ellis analyzes this foreign direct investment by breaking it down into
three subgroups: A)Chinese investors building facilities and contracting Chinese companies
to do the work, B) Donations from the Chinese government with the contracts going to
Chinese firms for execution, and C) works paid for by the host country, but financed by
China, and executed by Chinese firms.”

Ellis” approach is well argued, and certainly a good starting point for understanding
the nature of Chinese investment in Latin America. However, the analysis does not offer a
complete framework. For example, Chinese investment in Caribbean beach resorts appears
to play a similar geopolitical function to Chinese gifts of, say, a new football stadium in
Costa Rica. These ‘investments’ should be considered in a similar vein, yet under Ellis’
framework, they fall under different categories of investment. Similarly, Ellis’ framework
would consider the construction of a Chinese copper mine in Ecuador in a similar vein to
Chinese construction of an iron ore mill in Brazil. This paper will argue that the two

investment models are, in fact, quite different.



B. Thesis - In this paper, I will use a series of case studies to argue for a
different three category analysis of Chinese investment in Latin America. I begin by
considering non-commodity related loans and gifts to the Caribbean. These loans and gifts
are frequently high cost- low yield projects of little direct economic value to China. However
poor, heavily indebted countries of the Caribbean are in dire need of project investment, and
they offer little resistance to Chinese terms, such as importing thousands of migrant Chinese
laborers. With these loans, China appears to be establishing a beachhead in Latin America. I
will use the case study of the Baha Mar Hotel Resort in The Bahamas to underscore the
powerful position the Chinese hold in Caribbean and Central American projects.

I proceed to consider Chinese foreign direct investment in the Andean region. Ellis
contends that countries such as Ecuador use China almost as a development bank, but the
connection runs deeper than finance. In the Andes, Chinese firms can command a dominant,
ownership position in major commodity operations that would be difficult to imagine in
Brazil. However, unlike in the Caribbean, Andean governments and civil societies can at
least form some degree of protest when China overtly disregards host country citizenty,
either by importing Chinese labor, underpaying domestic labor, or by maintaining subpar
labor and environmental standards. The result is a series of profitable and strategically
important investments for China in the Andes that have also caused consistent turmoil and
controversy. I will investigate the nature of these investments using the case studies of
Shongang Group in Peru, and Ecuacorrientes in Ecuador.

I conclude the paper by considering Chinese infrastructure investment in Brazil.
Brazil is rich in commodities of great import to China including iron ore, soy, energy and
beef. However, as the largest economy in Latin America with ample international reserves

and thriving domestic consumption, Brazil projects international power unattainable to its



regional neighbors. As such, Chinese investment in Brazil appears less explicitly exploitative
as it may be in countries such as Ecuador or Peru, and certainly less lopsided then in the
Caribbean.

Unable to exercise the influence it can elsewhere in Latin America, Chinese
investment in Brazil seems to focus on improving Brazilian efficiency, so that Brazilians can
better export to China. I will explore this trend by considering the Chinese role in the
development of a Super Port north of Rio de Janeiro, and through Chinese financing of
Brazilian soy farmers.

2. Investment Type A: The Caribbean Model

China invests in construction projects in poor and/or heavily indebted Caribbean
and Central American countries to extend political and economic influence rather than to
score high return rates, or to achieve access to resources. In the 1990s, the aim of such
projects may have been to win state recognition over Taiwan, but China currently appears to
be using major construction projects in poor countries to establish a beachhead in the
Americas.

To better understand this class of investment, I proceed to consider the Chinese role
financing and constructing a USD$2.6bn resort hotel in the Bahamas. As the biggest of
many similar projects in the region, it is a key case study for understanding this class of
investment.

Caribbean Case Study — Baha Mar

The Baha Mar study is particularly apropos as the coming months will feature
a great influx of Chinese migrants on the project. Compared to Andean countries and
Brazil, China’s ability to import labor to the Caribbean with minimal controversy

underscores their dominant position in the relationship. In this case study, I A)Briefly



summarizes the project, B) Consider the powerful roles of Chinese State Owned Enterprises,
C)Discusses the role of Chinese migrant labor, and D) Addresses US concerns over such
labor.

A. Baha Mar is a megaresort under construction on the Bahamas’ Cable
Beach. Slotted for completion in December 2014, the complex will consist of four hotels,
2,250 rooms, a golf course, a casino, and millions of dollars of other amenities. The resort is
understood as the largest of its type in the Caribbean.” An Oxford Economics study
forecasts that the project will contribute USD$14.8bn to The Bahamas’ Gross Domestic
Product over the next 20 years, while Baha Mar contends that as of 2/2012, the project had
employed over 14,000 Bahamians both directly and indirectly.

B. The project is financed by a $2.6 billion dollar loan by the state owned
Export-Import Bank of China (China Exim Bank).! China Exim Bank works almost
exclusively with government and financial institutions, and this initiative represents Exim’s
first tourism project outside of China.’ The framework for this 20 year deal was signed on
September 4™, 2009 after Harrah’s Entertainment backed out of the project in 2008.°

Also as part of the September 4™ 2009 agreement, China State Construction and
Engineering Cooperation (CSCEC), China’s largest contractor, was tapped to execute the
project.7 Whereas in Brazil, Chinese financers often have to work with Brazilian developers
such as Hike Batista and his LLX Group, in the Caribbean, Chinese loans come with the
implicit guarantee that the project will be developed by Chinese firms.

C. CSCEC negotiations included provisions for up to 7,000 Chinese migrant
laborers to work on the project. These laborers are to arrive in stages.” Over the coming
months, a consistent influx of migrant Chinese laborers is expected, culminating from June

2012 to February 2013 when more then 2,000 Chinese workers are expected to arrive.”



The influx of Chinese labor created but a small degree of local backlash; nothing like
what was seen in Peru (see section 3B). Bahamian unions demonstrated concern that
Chinese laborers would accept subpar standards. However, Bahamian Labor Minister Dion
Foulkes” announcement in 2010 that all Chinese workers would be paid minimum wages and
receive all benefits required under Bahamian Law allayed local union objections."’

D. The US Department of State is concerned that Baha Mar may be more
than a beachhead into Latin America: It may also function as a beachhead into the
United States. Secret State cables exposed by Wikil.eaks suggest that, “Regardless of
whatever number of workers the parties agree upon, the continuous arrival of thousands of
low-wage Chinese workers in the Bahamas will likely lead to a significant increase in illegal
migration of Chinese from the Bahamas to the United States.”"' The cables continue to state
that the Governing Commonwealth of the Bahamas (GCOB) does not have the institutional
capacity to effectively monitor the movements of the Chinese workers nor effectively detect
inauthentic travel documents."

E. Case Study Conclusions: Small, poor and indebted, Central American and
Caribbean states are little match for Chinese economic power. Wooed by gifts and cheap
loans with sticker prices in the hundreds of millions, China has financed major construction
in countries with the implicit guarantee that the contracts would go to Chinese SOEs that
will subsequently import skilled and unskilled Chinese labor. Given the negligible economic
payoffs of these investments, some (especially in the US State Department) fear the
investments are something of a Trojan horse with increased political and social power

hidden implicitly within gaudy “gifts” such as beach resorts and stadiums.



3. Investment Type B — The Andean Model

From oil, to zinc to copper, the Andean bosom holds the commodities China
will need as it pursues massive urbanization. However, many Andean countries appear
to have neither the physical nor institutional infrastructure to guarantee efficient exploitation
of these resources.” Thus, the Chinese have purchased major mining operations in countries
such as Peru and Ecuador.

I proceed to consider two key case studies of such resource-oriented Chinese foreign
direct investment in the Andes. The first considers the flagship purchase of Hierro Peru by
the Chinese SOE Shougang Group. The second case considers the implications of a recently
announced Chinese investment into the first major mining operation on Ecuadorian soil. In
both cases, China’s heavy handed intervention has proven controversial.

Andean Case Study A: Shougang Hierro Peru

In 1992, Chinese state-owned Shougang Group purchased Hierro Peru, and
thus gained access to a key Peruvian iron ore mine. The purchase was a seminal
investment, and Chinese stake in Latin American mining has since grown exponentially. It
has also been a focus of controversy, with labor strife that continues into year 2012. Shougang
Peru provides insightful clues into the conditions of Chinese investment in the Andes. This
case study A) Considerers the history and context of the Shougang Mine, and B) Discusses the
persistent labor stoppages and the demands of frustrated Peruvian miners.

A. Shougang Group, a Chinese State Owned Enterprise, is one of the largest
steel companies in China. In 1992, the firm purchased the Peruvian state owned Hzerro
Peru at a cost of USD$118mn, and thus gained ownership to Hierro Peru’s iron ore mine in
Southwest Peru. In addition to the purchase price, Shougang agreed to assume Hierro Pern’s

debt (USD$42mn), and to invest USD$150mn into the region over the next three years."



Now approaching the 20" anniversary of the purchase, Shougang Hierro Pern has
proven both very profitable and very controversial. Ranked the Number 1 business in Latin
America in 2010 by the Latin Business Chronicle, the iron ore giant grew 123.9% in 2010,
while profits reached USD$700mn — a 456.1% increase over 2009 profits.”

However, the project also generated significant local backlash unseen in the
Caribbean. Resentment to the Shougang project began early on when the firm reneged on
promises to invest USD$150mn into infrastructure for the mine and surrounding
neighborhood preferring instead to pay a USD$14mn fine.

B. Labor stoppages have been common at the Shougang Peru mine, with
notable strikes occurring in 2002'; 2008", 2009", 2010, 2011” and 2012*. Unlike in the
Caribbean, strong unions prevent China from importing labor, and Chinese bosses have
clashed with Peruvian employees. Clashes between protesters and private security guards
have at times turned violent. In 2009 a 21-year-old construction worker was shot dead as
protesters attempted to occupy Shougang land. The fact that the shooting did not lead to any
criminal charges remains a sore point for the community, and has lent credence to the
notion that Shougang operates beyond the control of Peruvian law enforcement.” Labor
stoppages have demanded 1) Wage hikes, 2) Improved Living Conditions, and 3) Improved

Health Standards. There arguments reflect an ability to make demands of Chinese investors:

1. Wage Controversy - Miners have consistently alleged that wages at
Shougang are among the lowest in Peru’s multi-billion dollar mining industry.
According to a 2012 report, Peru’s National Society of Mining, Petroleum and
Energy determined that Shougang miners earn an average of USD$14/day, or less
than half of the USD$33/day averaged by miners throughout Peru.”

2. Living Conditions - Shougang Peru’s miners contend that they are
maintained in sub par housing units. Company housing is bleak and not
universally available.”

3. Health Standards - Health and environmental conditions are frequently
derided by striking workers, regional and congressional government, and



international NGOs. The firm has been fined four times for environmental

infractions, most notably in 2006 when the regional government declared an

environmental emergency after Shougang was found guilty of pumping waste water

into the nearby San Nicolas Bay.*
Andean Case Study B: Chinese mining in Ecuador

In a deal struck with the Ecuadotrian Government on March 5%, 2012, two Chinese
state owned enterprises will begin developing the first major mine in Ecuador. The E/
Mirador mine will cull copper, but subsequent projects could mine gold and silver as well.
This timely example demonstrates the leading role China takes in Andean countries that
have key resource, but not the sophistication to extract them. This case study address A)The
mine as evidence of China’s increasing presence in Ecuador, and B) the Ecuadorian backlash.

C. On March 5% 2012, the Ecuadorian Government and Chinese-backed
Ecuacorrientes SA signed a contract calling for the first large scale mining operation
on Ecuadorian soil.”> El Mirador Mine, expected to be in operation by the end of 2013,
will cull upwards of 5,000 million pounds of copper from the bowels of the southeastern
province of Zamora-Chinchipe.

Ecuacorrientes, an Ecuadorian subsidiary of Corriente Resources, is a joint venture of
China Railway and Tongling Nonferrous Metals Group, two state-owned Chinese firms. The
Ecuacorrientes deal appears indicative of a rapidly expanding Chinese presence in Ecuador. As
of February, 2012, Chinese lending to Ecuador had increased to US$7.25bn, summing nearly
16% of Ecuadorian GDP.” E/ Universal reports that loans from the Chinese Development
Bank are tied to the delivery of 72,000 barrels of oil per day — 75% of Ecuadot’s oil output.”’

The Ecuadorian Government is trumpeting the terms of the E/ Mirador Deal.
Ecuacorrientes will pay 52% of the mine’s profits to the state in the form of royalties and taxes,

and $100mn in advance royalty payments that will be used to fund social development

projects in the areas around the mine.” According to Ecuadorian Energy Minister William



Pastor, "With this project Ecuador will be the world leader in terms of how much revenue it
will be obtaining.” However, while royalties may be high, China will own the mine outright,
a key contracts to certain Brazilian investments.

D. The agreement to develop the EI/ Mirador mine has sparked controversy
from residents of the Zamora — Chinchipe Province, where the mine is to be dug.
With an area of 10,566 square kilometers and a population of 88,778, this southeastern
Amazon province is home to an indigenous community, as well as vibrant flora and fauna.
Locals have opposed mining operations sighting a lack of participation of affected
individuals in environmental management discussions; lack of adequate consultation with
indigenous peoples and forceful land acquisition practices that have displaced locals.”

Indigenous leaders and environmental activists have protested since the early March
2012 announcement. Eight women occupied the Chinese Embassy in Quito and had to be
removed by police.”” A protest march entitled Water, Life and Dignity began March 8" in
Zamora, with participation reaching a zenith of 7,000.”

E. Case Study Conclusions: With investment in the Andes, China secks to gain
direct access to needed commodities. As seen in the case of Shougang Group, these
investments can be quite profitable. Such investments can also allow China to generate the
necessary infrastructure to access commodities in countries that may not be able to do it on
their own. As owners of the mines, China will have direct and consistent access to the
commodities. Even if they have to pay stiff taxes, it is still a control they cannot enjoy in
Brazil. However, unlike in the Caribbean, the Andean political and civil institutions are
strong enough to at least protest Chinese practices that seem exploitative. Excessive
importation of Chinese labor draws stiff resistance and politicians in Ecuador trumpet that

“100% of unskilled positions will go to area residents.””



4. Investment Type C: The Brazilian Model

In 2010, Chinese foreign direct investment in Brazil topped USD$20bn,
making China the biggest investors in Brazil - quite a feat considering that in 2009,
the Chinese ranked 29™ in investment in Brazil.* As in the Andes, the bulk of this
investment is geared towards assuring Chinese resource security. However, in apparent
deference to Brazilian state strength, China has not sought purely to dominate Brazilian
commodity production. Rather it has also sought to invest in or finance Brazilian commodity
oriented development.

This section on Brazil will begin by considering disappointing levels of international
investment in Brazilian infrastructure, and why China has emerged to fill this void. It will
proceed to consider two case studies: 1) China’s role in the development of the Acu
Superport - the so-called ‘Highway to China’, and specifically, China SOE Wuhan Iron &
Steel’s USD$5bn investment in an iron mill at the Agu Superport site, and 2) Chinese
investment in Brazilian soy fields. In Africa, China demonstrated a preference to purchase
such fields outright, but in Brazil, political pressure made this option not viable. Instead,
China has financed Brazilian farmers, and invested in soy processing infrastructure in Brazil.
This strategy has effectively earned Brazil preferential access to Brazilian soy.

A. Brazilian Infrastructure & Chinese Finance: A Good Match

Eike Batista decided to build his ‘Highway to China’ port out of frustration
from the bottlenecks in Brazilian infrastructure that prevented the timely delivery of his
iron ore to China. “Land your cargo at a port, and it it’s in a container, it may stay there for
30 to 60 days,” he lamented.” Mr. Batista is not alone. Brazilian fields produce grain “twice

as fast as the rest of the world, but getting that grain to port across unpaved roads can cost
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almost half its value,” while vast mineral deposits remain buried deep within the earth for
want of railroads to transport the goods.”

Statistics support these anecdotes. A Morgan Stanley Blue Paper determined that
Brazilian infrastructure investment has been on a consistent decline, from 5.4% of GDP in
the 1970s all the way down to 2.1% in the 2000s — only slightly above the estimated 2.0%
required to simply maintain the existing infrastructure stock.”

Significant infrastructure investment will be required for Brazil to transition from a
world player to a world power. Despite recently assuming the mantle as the world’s 6"
largest economy, the 2011-2012 World Economic Competitiveness Report found Brazil to
rank 64" globally in infrastructure.”” All told, trending conditions (stable politics, consistent
growth, and the need for infrastructure improvement) have generated tremendous
investment opportunities in Brazilian infrastructure (or “opportunities to arbitrage

b

inefficiencies,” according to Batista™). Nevertheless international private sector investment
has been underwhelming — something that analysts at both the World Bank and the United
States Department of the Treasury struggle to explain, especially considering the potential of
high returns and the lack of great restraints to international investment.

There are a number of hypothesized reasons why Brazilian development has not
attracted international financing. Potential bidders can be discouraged by the convoluted
bidding process. Inevitable courtroom proceedings can easily freeze a construction project
for 6 to 12 months.

Furthermore, the Brazilian government may be overzealous is setting return rates for

projects: the government recently received little interest in an announced contract to build a

Greenfield Airport in the city of Natal. According to Sameh Whaba, a World Bank analyst
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working on Brazil, the advertised internal rate of return of between 6-8% was not sufficient
to offset risks, especially as Brazilian inflation challenges the ability to realize real returns.

Finally, OECD-based firms may maintain an impression that insider knowledge and
connections are required to work in Brazil, a view that seems to be corroborated by BNDES
favoritisms towards domestic firms.” The awarding of development contracts to subpar
domestic firms at subsidized rates not only distorts the market but it prevents the most
favorable allocation of capital and resources.

These reasons suggest why OECD-based investors seeking returns are not jumping
at the opportunity to invest in Brazilian infrastructure. But China is seeking more than
returns — it is seeking access to the raw materials. Unable to exercise the influence it enjoys
in other parts of the Americas, China’s strategy appears to be to supply the missing finance
and infrastructure to help the Brazilians become more efficient in exporting their
commodities to China.

Brazilian Case Study A: Agu Super Port & Wuhan Iron & Steel

Four hours drive north of cosmopolitan Rio de Janeiro lies Sao Jodo da Barra,
the poorest city of the state. However, changes are adrift in this former backwater town.
The airport is fully staffed with Chinese interpreters, and local youth enjoy free Mandarin

lessons at the town hall.*

Perhaps a microcosm of the BRIC experience, a spectacular
financial investment is poised to transform the area from dusty poverty to global relevance.
Sio Joao da Barra is the nearest city to the Swuperporto do A¢u — ground zero of the new
‘Highway to China.’

This superport, scheduled to open in 2012, will be a 2 mile long, 10-berth pier

capable of moving millions of tones of Brazilian commodities east to feed China’s apparently

inexorable growth." However, while China is investing in related infrastructure, Brazilian
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Eike Batista and his LLX Group retain important authority as developers of the project.
Featuring a four lane highway, pipelines and massive conveyor belts, the port is intended to
address Brazil’s infrastructure underdevelopment and transportation bottlenecks that create
inefficiencies. In an indication of expected clientele, the port was specifically built to host the
Chinamax vessel, a new Chinese ship capable of carrying upwards of 400,000 tons of iron ore
between Brazil and China.”

The Chinese appear to be using the port as a springboard to launch major
investments into the Brazilian commodity sector, with a key example being Wuhan Iron and
Steel’s USD$5bn investment in an iron mill at the Agu port. Since the announcement of the
port, Chinese energy firm Sinopec has also invested billions of dollars into pre-salt oil
excavation off the coast of Acu, and Chinese SOEs may sell Batiasta oil rigs to help recover
this oil.”

The Wuhan iron mill at the Agu port is a clear example of China attempting to
guarantee access to Brazilian commodities through financing infrastructure development that
will make Brazil more efficient:. A more efficient Brazil can export more commodities to
China. As the second largest supplier of iron to China,* Brazilian supply of iron or iron ore
is vital to mainlander goals of massive urbanization. However, on an annual basis, the first 5
million tons of steel developed may be earmarked for domestic use, and any surplus would
subsequently be sold to China.* This element of the deal underscores the bargaining weight
Brazil commands in negotiations with China.

Brazilian Case Study B: The Financing Brazilian Soy

Even Chinese investment in areas typically associated with ‘land grabs’ have

included infrastructure investments and financing of Brazilians rather than a clear

Chinese takeover. A controversial example has been Chinese involvement in Brazilian soy.
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Soy has emerged as a critical food stuff to feed animals that will in turn feed China’s
burgeoning middle class. China essentially imports sunlight and water in the form of soy
beans from fertile plains in Brazil, Argentina, and the United States.

In 2009, Brazil exported USDD$6.3 billion in soybeans to China - 56% of all Brazilian
foreign sales of this commodity.* Chinese demand for soy is expected to rise exponentially.
The United States Department of Agriculture pegs Chinese soy imports to increase by 50%
before 2020, making access to Brazilian agricultural produce an issue of food security for
China." Yet unlike in Peru and Ecuador where China has simply purchased entire mines
seen as strategically important, in Brazil, China finances domestic farming of soy, and even
provides a spot of infrastructure along the way. Once again, this investment model will
improve Brazilian efficiency in exporting commodities to China without a clear take over as
in the Andes or an overbearing presence as in the Caribbean.

Chinese state-owned enterprises originally attempted to buy large tracts of fertile
Brazilian soil in 2010. For example, Chongging Wanzhou Grain and Oil Group sought to
purchase 100,000 hectares in Western Bahia.” However, such purchases became politically
toxic as foreign ownership of Brazilian land surged 11.5% from 2008 to 2010, leading to a
powerful backlash.” After similar land grabs led to a coup d’tat in Madagascar, Brazilian
Attorney General Luiz Inacio Adams reinterpreted a 1971 agricultural law to restrict foreign
investment in agriculture.”” A resultant government campaign rendered outright selling of
Brazilian land to China unpalatable, if not illegal.

Undeterred, China modified its approach. Unable to purchase Brazilian land, Chinese
State Owned Enterprises turned to financing Brazilian farming of soy. Low-interest rate
loans to Brazilian farmers could quickly treble Brazilian soybean production.” Kory Melby,

an agricultural investment consultant in Brazil, summed up the new relationships:
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“Instead of trying to buy land directly, they are saying, ‘Here’s USD$10mn at a
below-market interest rate. You go buy more land and equipment. You go do what
you do well, but we have the option of setting a price and getting paid back in
soybeans if we need them.’?

Through this strategy, China appears to have avoided the brunt of resource
nationalism while enhancing ties to Brazilian soy. They have also avoided the labor strife and
controversy witnessed in the Andes. The results are telling: On April 6, 2012, the Financial
Times reported that Brazil soy export revenues had increased 99% in 1Q12 over 1Q11
“largely due to more Chinese demand (for soy) being met by Brazil than the US.””’

Furthermore, in efforts to secure preferential access to Brazilian soy, the Chinese
have agreed to build soy processing plants in Brazil — an infrastructure investment that will
benefit the Brazilians as well as the Chinese. Unable to directly buy the land, the Chongging
Grain Group, has agreed to invest up to USD$2.4bn to build a soybean processing plant in
Brazil’s Bahia State.” The resultant industrial base will include processing, warehousing and
delivery infrastructure that will not only produce food stuffs, but also refine soy into cooking
oil and bio-diesel fuel for Brazil, as well as for China.” Meanwhile, China’s Sanhe Hopeful
Grain & Oil plans to invest USD$7.5bn into a similar processing facilities in Goias in
exchange for an annual supply of 6 million tons of soy.” In these cases, the processing plants
will buy soy from Brazilian farmers who will maintain control over the commodity.

5. Conclusion

If we accept that the case studies discussed in this essay are indicative of
China’s general approach in the region, three distinct models emerge. Heavy in debt,
poor and institutionally dysfunctional, Caribbean and Central American countries cannot
resist cheap finance or gifts for construction infrastructure. However, given there tenuous
position, these countries cannot demand that China use only local labor. They also must

accept the implicit guarantee that the contract to develop the project will be Chinese. As

15



such, China may not make a great deal of money from these investments, but they do not
loss it either, as one state owned company finances another for a project in the Caribbean.
Furthermore, China gains a foothold to the region by funneling thousands of workers into
countries whose unions are not strong enough to protest.

Whereas the Caribbean investments appear to reflect efforts to establish an
American beachhead, investments in the Andes absolutely reflect China’s resource insecurity.
In order to maintain growth, China will need consistent access to Andean copper, iron and
oil, among others. China may consider these countries too unstable to be a trusted provider,
and thus China takes a more active investing approach, literally purchasing former Andean-
state owned mines. In these cases, the Andean governments may have enough political
capital to prevent the excessive importation of Chinese labor, or to levy heavy royalties on
mine exploitation. But these countries do not appear capable, at least in China’s eyes, of
extracting the resources themselves. It is telling that Ecuacorrientes investment in Ecuador will
build that nation’s first major mine.

In the case of Brazil, however, China appears to be treating the South American
giant as a partner, and not as an inferior. For one, Brazil appears to be demanding it. The
legality of foreign purchases of soy fields has yet to be officially determined, but any such
Chinese investments have become politically untenable, and unlike the Caribbean and the
Andes, Brazil is not nearly as desperate for Chinese assistance. Instead, China appears apt to
use infrastructure financing to help compliment and improve Brazilian efficiency, rather than
assuming control of resource extraction. Recall that Brazil, not China, is building the Acu
Superport, and the Wuhan Iron Mill will be a complementary investment that will generate

efficient processing of commodities that Brazilian firms such as Valle have already extracted
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themselves. This model may not be China’s preference, but for Brazil, is has lead to a more

healthy investment relationship with the giant to the East.

! Ellis, Evan. “The Expanding Chinese Footpring in Latin America: New Challenges for China and
?ilemmas for the US.” Center for Asian Studies, Februrary 2012.

Ellis, 9.
® Juan McCartney. “Baha Mar, Bahamas Resort Complex, Backed by Chinese Government.” The
Huffington Post, 2/21/2011. Available online at http://www.huffingtonpost.com/2011/02/21/baha-mar-
bahamas-resort-c_n_826205.html.
*«A Chinese Beachhead?” The Economist. 3/10/2012. Available online at
http://www.economist.com/node/21549971
® “Baha Mar Opens Hong Kong Office.” Baha Mar Press Release, 9/26/2011. Available online at
http://bahamar.com/pdf/Baha-Mar-Opens-Hong-Kong-Office.pdf
® Claire McQuillin. “Baha Mar Resort in Nassau.” Caribbean Construction Magazine. Available online at
http://us.mg5.mail.yahoo.com/neo/launch?.rand=apsrjv8omu5h2.
" “Baha Mar Resorts Signs Framework Agreement with Export-lmport Bank of China and China State
Construction Engineering Corporation LTD.” Baha Mar Press Release, 9/4/2009. Available online at
http://www.bahamar.com/pdf/bahamarFramework91409.pdf
& McCartney.
® Jeffrey Todd. “It Takes a Village to Build Baha Mar.” The Nassau Guardian, 2/14/2012.
10 “Baha Mar Gets Bahamas Unions Support.” Bahamas B2B, 10/3/2010. Available online at
Plttp://www.bahamastb.com/news/2010/09/baha—mar—qets—bahamas—union—support-1685.html

Ibid.

2 1bid.
3 For example, since nationalizing hydrocarbons in 2004, investment in Bolivian gas exploration and
exploitation has bottomed out to less 16% of investment in 1998, the heyday of privatized international
investment in Bolivian hydrocarbons.*®
!4 Barbara Kitschwar, Theadore Moran and Julia Muir. “Chinese Investment in Latin American Resources:
The Good, the Bad and the Ugly.” Peterson Institute for International Economics, 2/2012. Available online
at http://wwv.iie.com/publications/wp/wp12-3.pdf
1> Lisa Wing. “Latin America’s Best Companies.” Latin Trade, 11/23/2011. Available online at
http://latintrade.com/2011/11/latin-america%E2%80%99s-best-companies
' Emily Russell. “Huelgistas de Shougang Exigen Mejores Condiciones Laborales.” Business News
America, 8/20/2002. Available online at
http://www.bnamericas.com/news/metales/Huelguistas_de Shougang_exigen_mejores_condiciones_labora
les
Y Pablo Gaete. “Shougang Mineworkers Union on Strike.” Business News America, 7/14/2008. Available
online at http://www.bnamericas.com/news/mining/Shougang_mineworkers_union_on_strike.
18 «“Shougang Peru Says Operations Halted by Strike.” Reuters, 11/5/2009. Available online at
http://www.reuters.com/article/2009/10/05/metals-peru-Shougang-idUSN0538792520091005
19 “Shougan Peru Strike Ends After One Month.” Reuters, 11/25/2011. Available online at
http://www.reuters.com/article/2011/09/25/metals-peru-Shougang-idUSS1E78006U20110925.
2 «shougang Hierro Peru Workers Start New Strike.” Metal Bulletin, 2/10/2012. Available online at
http://www.metalbulletin.com/Article/2976978/Shougang-Hierro-Per-workers-start-new-strike.html
! Romero.
22 Kitsehwar, Moran and Muir.
%% Kitsehwar, Moran and Muir.
224 [ ucien Chauvin. “Hierro Peru: China’s Footprints in the Andes.” China Dialogue, 12/1/2006.
Available online at http://www.chinadialogue.net/article/show/single/en/595-Hierro-Peru-China-s-
footprint-in-the-Andes
% «Contrato minero Mirador se firma hoy en medios de dudas.” El Universo, 3/5/2012. Available online at
http://www.eluniverso.com/2012/03/05/1/1355/contrato-minero-mirador-firma-hoy-medio-dudas.html.

17


http://www.huffingtonpost.com/2011/02/21/baha-mar-bahamas-resort-c_n_826205.html
http://www.huffingtonpost.com/2011/02/21/baha-mar-bahamas-resort-c_n_826205.html
http://www.economist.com/node/21549971
http://bahamar.com/pdf/Baha-Mar-Opens-Hong-Kong-Office.pdf
http://us.mg5.mail.yahoo.com/neo/launch?.rand=apsrjv8omu5h2
http://www.bahamar.com/pdf/bahamarFramework91409.pdf
http://www.bahamasb2b.com/news/2010/09/baha-mar-gets-bahamas-union-support-1685.html
http://wwv.iie.com/publications/wp/wp12-3.pdf
http://latintrade.com/2011/11/latin-america%E2%80%99s-best-companies
http://www.bnamericas.com/news/metales/Huelguistas_de_Shougang_exigen_mejores_condiciones_laborales
http://www.bnamericas.com/news/metales/Huelguistas_de_Shougang_exigen_mejores_condiciones_laborales
http://www.bnamericas.com/news/mining/Shougang_mineworkers_union_on_strike
http://www.reuters.com/article/2009/10/05/metals-peru-shougang-idUSN0538792520091005
http://www.reuters.com/article/2011/09/25/metals-peru-shougang-idUSS1E78O06U20110925
http://www.metalbulletin.com/Article/2976978/Shougang-Hierro-Per-workers-start-new-strike.html
http://www.chinadialogue.net/article/show/single/en/595-Hierro-Peru-China-s-footprint-in-the-Andes
http://www.chinadialogue.net/article/show/single/en/595-Hierro-Peru-China-s-footprint-in-the-Andes
http://www.eluniverso.com/2012/03/05/1/1355/contrato-minero-mirador-firma-hoy-medio-dudas.html

% Naomi Mapstone. “China-Ecuador: The Love-In Continues.” The Financial Times, 2/17/2012. Available
online at http://blogs.ft.com/beyond-brics/2012/02/17/china-ecuador-the-love-in-
continues/#axzz1pgCS50v6
#" Felix Salmon. “How Ecuador Sold Itself to China.” Reuters, 7/5/2011. Available online at
http://blogs.reuters.com/felix-salmon/2011/07/05/how-ecuador-sold-itself-to-china/.
%8 Naomi Mapstone. “Ecuador’s $1.7bn mining deal with China.” The Financial Times, 3/7/2012. Available
online at http://blogs.ft.com/beyond-brics/2012/03/07/ecuadors-1-7bn-mining-deal-with-
china/#axzz1pgCS50v6
# «Large-Scale Mining in Ecuador and Human Rights Abuses: The Case of Corriente Resources Inc,
Executive Summary.”
%0 “Gloria Chicaiza. “El Crater que sera Abierto en el Mirador sera Bomba Toxica.” El Universo, 3/9/2012.
Available online at http://www.eluniverso.com/2012/03/09/1/1355/gloria-chicaiza-el-crater-sera-abierto-
mirador-sera-bomba-toxica.html
%! Roberto Rueda. “Movilizacién indigina suma apoyo y fondos en su ruta hacia Quito.” EI Universo,
3/16/2012. Available online at http://www.eluniverso.com/2012/03/16/1/1355/movilizacion-indigena-
suma-apoyo-fondos-ruta-hacia-quito.html
32 «“Chinese Firm to build hydroelectric Dam in Ecuador.” Latin American Herald Tribune, 3/2012.
Available online at http://www.laht.com/article.asp?Categoryld=14089&Articleld=345267
% John Pomfret. “China Invests Heavily in Brazil, Elsewhere in Pursuit of Political Heft.” The Washington
Post, 7/26/2010. Available online at http://www.washingtonpost.com/wp-
dyn/content/article/2010/07/25/AR2010072502979.htmI?sid=ST2010092006580
% Shasta Darlington. “Brazil’s Richest Man Build Huge Port.” CNN World, 10/21/2010. Available online
http://articles.cnn.com/2010-10-21/world/brazil.port_1_lula-da-brazilian-coast-richest-
man?_s=PM:WORLD
% Brian Ellsworth. “Brazilian Infrastructure Lags Behind the Boom.” Reuters, 11/24/2010. Available
online at http://www.reuters.com/article/2010/11/24/us-brazil-summit-infrastructure-
iIdUSTRE6AN50120101124
% Guilherme Paiva. “Brazil Infrastructure: Paving the Way.” Morgan Stanley Blue Paper, 5/5/2010, Pg. 3.
Available online at http://www.morganstanley.com/views/perspectives/pavingtheway.pdf
z; Klaus Schwab. The Global Competitiveness Report. World Economic Forum, 2011, Pg. 126.

Ibid.
% Paiva, 15.
“0 Tom Phillips. “Brazil’s Highway to China.” China Dialogue, 12/24/2010. Available online at
http://www.chinadialogue.net/article/show/single/en/4026-Brazil-s-highway-to-China
*! Tom Phillips. “Brazil’s Huge New Port Highlights China’s Drive into South America.” The Guardian,
9/15/2010. Available online at http://www.guardian.co.uk/world/2010/sep/15/brazil-port-china-drive.
“2 Tony D’ Altorio. “Brazil Builds a Highway to China.” Investment U Research, 5/31/2011. Available
online at http://www.investmentu.com/2011/May/acu-superport.html
% pomfret.
* United Nations Commodity Trade Statistics Database. Available at comtrade.un.org.
% «China’s Steel Company Wuhan Iron & Steel Considering $5 Billion Steel Plant in Brazil.” Invest in
Brazil, 8/11/2010. Available online at http://investinbrazil.biz/news/china%E2%80%99s-steel-company-
wuhan-iron-steel-considering-5-billion-steel-plant-brazil-6r48
“® Fabio Silveira and Giseli Carbrini. “China and the Brazilian Soybean Production.” Watershed, 2009.
Auvailable online at http://www.watershed.com.br/article/193/china-and-the-brazilian-soybean-
production.aspx
47 Alexei Barrionuevo. “China’s Interest in Farmland Makes Brazil Uneasy.” The New York Times,
5/26/2011. Available online at
http://www.nytimes.com/2011/05/27/world/americas/27brazil.html?pagewanted=all
*8 Silveira and Cabrini.
“9 “Brazil Tightens Land Acquisition by Foreigners.” MercoPress, 3/17/2011. Available online at
http://en.mercopress.com/2011/03/17/brazil-tightens-land-acquisition-by-foreigners-speculators-and-
sovereign-funds.
%% bid.
*! Barrionuevo.

18


http://blogs.ft.com/beyond-brics/2012/02/17/china-ecuador-the-love-in-continues/#axzz1pgCS5Ov6
http://blogs.ft.com/beyond-brics/2012/02/17/china-ecuador-the-love-in-continues/#axzz1pgCS5Ov6
http://blogs.reuters.com/felix-salmon/2011/07/05/how-ecuador-sold-itself-to-china/
http://blogs.ft.com/beyond-brics/2012/03/07/ecuadors-1-7bn-mining-deal-with-china/#axzz1pgCS5Ov6
http://blogs.ft.com/beyond-brics/2012/03/07/ecuadors-1-7bn-mining-deal-with-china/#axzz1pgCS5Ov6
http://www.eluniverso.com/2012/03/09/1/1355/gloria-chicaiza-el-crater-sera-abierto-mirador-sera-bomba-toxica.html
http://www.eluniverso.com/2012/03/09/1/1355/gloria-chicaiza-el-crater-sera-abierto-mirador-sera-bomba-toxica.html
http://www.eluniverso.com/2012/03/16/1/1355/movilizacion-indigena-suma-apoyo-fondos-ruta-hacia-quito.html
http://www.eluniverso.com/2012/03/16/1/1355/movilizacion-indigena-suma-apoyo-fondos-ruta-hacia-quito.html
http://www.laht.com/article.asp?CategoryId=14089&ArticleId=345267
http://www.washingtonpost.com/wp-dyn/content/article/2010/07/25/AR2010072502979.html?sid=ST2010092006580
http://www.washingtonpost.com/wp-dyn/content/article/2010/07/25/AR2010072502979.html?sid=ST2010092006580
http://articles.cnn.com/2010-10-21/world/brazil.port_1_lula-da-brazilian-coast-richest-man?_s=PM:WORLD
http://articles.cnn.com/2010-10-21/world/brazil.port_1_lula-da-brazilian-coast-richest-man?_s=PM:WORLD
http://www.investmentu.com/2011/May/acu-superport.html

%2 Hearn.
%3 Vincent Bevins. “Brazil: Soya Bonanza.” Financial Times, 4/6/2012. Available online at
http://blogs.ft.com/beyond-brics/2012/04/06/brazil-soy-bonanza/#axzz1rZskrQTO
54 Kelly Hearn. “China Plants Bitter Seeds In South American Farmland.” The Washington Times, 2/1/2012.
Available online at http://www.washingtontimes.com/news/2012/feb/1/china-plants-bitter-seeds-in-south-
american-farmla/?page=all
*® Bao Chang. “CGG is Setting Up a Soybean Base in Brazil.” China Daily, 11/24/2011. Available online
gst http://www.chinadaily.com.cn/usa/business/2011-11/24/content_14154127.htm

Heam.

19



6. Appendix

Commodity Export Destinations 2010
Top Five (Share Commodity Exports)
1 2 3 4 5

Argentina China (11.2%) Brazil (5.1%) Chile (4.8%) Iran (3.1%) USA (2.8%)
Bolivia Brazil (36.8%) Argentina (8.1%) Japan (7.1%) Belgium (5.9%) Korea (5.7%)
Brazil China (18.3%) Japan (3.3%) USA (3.2%) Russia (2.7%) Netherlands (2.2%)
Chile China (25.2%) Japan (9.8%) USA (7.2%) Korea (5.2%) Brazil (5.2%)
Colombia USA (47.2%) China (5.2%)  Netherlands (4.7%) Switzerland (2.3%) Panama (2.0%)
Peru China (13.8%) USA (7.2%) Japan (4.9%) Germany (2.8%) Chile (2.7%)
Uruguay (09) | Free Zones (17.1%)  Brazil (8.2%) Russia (4.8%) Iraq (2.5%) Spain (2.5%)
Venezuela N/A N/A N/A N/A N/A
Mexico USA (71%) Spain (5%) China (1%) Canada (1%) India (1%)

China is the number one destination for both Brazilian and Peruvian commodities,
yet China deals with each very diferently
Sourse: United States Department of the Treasury

China’s Large Foreign Investments in Latin America (Billions, USD & %
of total overseas investment
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Chinese investment in Latin America has exploded
Source: China Sign Post
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